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FORM No. 57 INTeRNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

TO :Records DATE: July 21, 1970 

FROM :u.H. Wiehen STRICTLY CONFIDENTIAL 

SUBJECT =Pakistan - Call of Mr. M.M. Ahmed on Mr. McNamara 

1. On July 16, 1970, Mr. M.M. Ahmed, Deputy Chairman of the 
Planning Commission, Government of Pakistan, called on Mr. 
McNamara. :Mr. M.M. Ahmed was accompanied by Messrs. Osman Ali 
and Sart~j 'Aziz. Also present were Messrs. Knapp, Cargill and 
Wiehen. 

2. After some introductory remarks about the present political 
situation, Mr. M.M. Ahmed informed Mr. McNamara that the President 
of Pakistan was determined to devalue the Rupee within about two 
weeks after the provincial elections which are scheduled for 
October 22 . The President was, however, expecting to receive sub
stantial support from the Consortium, under the leadership of the 
Bank Group. He stated that under these particular circumstances 
a reduction in the IDA allocation for Pakistan in FY 1971 to $50 
million would be a great disappointment; it would have great 
significance, far beyond the absolute amount involved, in that 
the Bank Group would fail to set an example for the other Consortium 
members in providing support to the Government of Pakistan at a 
very critical time. 

3. 1vlr. McNamara assured :Mr. M.M. Ahmed that he fully appreciated 
the difficulties Pakistan was facing. He said the allocation for 
Pakistan had to be reduced this year because of increased demands 
from other areas which had received too small a share in the past. 
He also referred to the slow disbursement under several existing 
credits to Pakistan and added that this rather unsatisfactory per
formance had had some effect on his decision to reduce Pakistan's 
allocation. However, he told Mr. M. M. Ahmed that he should not be 
too concerned about the reduction to $50 million. It was quite 
likely that, as time went by, more funds would become available 
(e.g. · from slippage of projects in other countries), and while the 
total would certainly not reach the level of FY 1970 ( $77.2 million), 
it might well be higher than $50 ~illion. 

4. :Mr. M.M. Ahmed said he would find it extremely dif'ficul t to 
explain the reasons for this reduction to his President. He added 
that, depending on the action of other Consortium members, he might 
under these circumstances not be in a position to recommend a 
devaluation to the President of Pakistan. 
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5. Mr. McNamara closed the discussion by stating that in his 
opinion it would be a serious mistake to draw such a conclusion 
from the relatively insignificant reduction of IDA lending in 
FY 1971 which in any case would be a temporary situation, 'to be 
followed by increased amounts of lending during the following 
fiscal year. 

Cleared by: Mr. I.P.M. Cargill 

MH.Wjgp 

CC: Mr. L.E. Christoffersen 
:rvrr. G. B. Votaw 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert s. McN~m a DECLASSIFIEJ!TE: July 14, 1970 

MAY 0 8 2013 
I. P.M. Cargi 11 A/'(_,....._ WBG ARCIDVES CONFIDENTIAL 

Your Meeting with Mr. M. M. Ahmad - Pakistan's De2uty Chairman, Planning 
Commission ~;_"'lP-: 
1. The only topic of ortance M. M. Ahm . is likely to raise with you 
on July 16 is the re ..--:::;i-- f the IDA allocation for Pakistan in the 
current Fiscal Year ion. I have informed Osman Ali of this 
change and will be i the Consortium next week. 

2. In the context of an aid program equivalent to more than $500 million 
gross a reduction in the IDA a.llocation of about $22 million cannot appear 
very significant. Moreover, assuming a much larger replenishment of IDA 
next year, it can be expected that IDA lending to Pakistan -will revert to 
at least the level of 1969/70 (about $77 million) and the current year can 
be regarded as reflecting a temporary situation. Furthermore, both Burke 
Knapp and I have from time to time warned that Pakistan 1 s share may have 
to be reduced below 12 l/2% of available IDA resources simply because the 
pressures on these resources of demands from other countries have been 
growing. Nonetheless, the present posi ti.on will come as a surprise both 
to Pakistan and to the Consortium. 

3. In talking about a reduction below the level of 12 .5%, I had not 
indicated a reduction to as low as 8 .5%, and our lending program for the 
current year was planned on the assumption that any reduction would be 
fairly small. Also, from the point of view of Pakistan this comes at 
an inopportune time . The discussions that Gunter of the Fund and I had 
with the Pakistan a.uthori ties last month led to a decision (which, in my 
opinion, it is genuinely intended to implement) for a major devaluation 
of the Pakistan rupee after the October elections . A major feature of 
the new exchange system will be a floating rate for a majority of the 
transactions and the Pakistan authorities are extremely nervous about 
their ability in the short run to maintain an orderly floating rate at 
levels which would be politically acceptable . They fear that the stand
by arrangements with the Fund may not be sufficient and have asked me as 
Chairman of the Consortium to approach the larger Consortium countries for 
additional support in the form of debt relief for at least one year and 
larger program lending . Both these ideas make a good deal of sense in 
this context. In these circumstances Pakistan -will undoubtedly feel that 
a sharp cut in IDA support will weaken the Bank 1 s position in advocating 
Pakistan's case. 

4. In a second respect, too, the timing of this decision is unfortunate . 
We are about to make a very large effort to secure the Consortium's support 
for the East Pakistan Water and Agriculture Development Program and were 
expecting to recommend in the current year IDA credits for three projects 
and partial financing of the cost of EPWAPDA consultants in East Pakistan. 
As we have already committed $23 million for West Pakistan Power Trans
mission and are very far advanced with a major polder project in East 
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Pakistan for which we made an engineering credit last yea:r, the program 
will have to be reduced to these two projects eliminating amongst others 
a grain storage project which we were doing in conjunction vd th Sweden. 
It should be mentioned, too, that a. small credit for the Lahore Water 
Supply also being financed jointly w.lth Sweden would have to be eliminated 
from the current program. 

5. However, these consequences of the stringent resource position must 
be accepted and I would have no concern if similar percentage reductions 
were being made in the allocations to the other two major users of IDA 
resources. I think I can say with confidence that since the discussions 
three years ago which led to the ceilings of 12 1/2% and 40% on allocations 
to Pakistan and India, Pakistan and the Consortium countries, especially 
the U.K., have accepted that in time these proportions may have to be 
changed but tha.t they would be changed equally for both countries. Given 
the history of this case, I think that the major Consortium countries, for 
poll tical reasons alone, would find themselves unable to support (if their 
opinion needed to be asked) a differential treatment for Pa.kistan. 

6. A sharp cut in the IDA allocation to Pakistan may also be questioned 
by members of the Consortium in the context of the discussions on future 
amounts and terms of assistance to Pakistan which we began last February. 
At the review meeting of the latest CPP on February 11, we agreed that 
the Bank itself would not provide debt relief. You noted that whatever 
the Bank Group might have to do to secure agreement within the Consortium, 
would have to be done through IDA. I can see ourselves in a very difficult 
position when, in reopening these discussions later in the year, we have 
to say that not only we do not intend to participate directly in debt relief, 
but also wi 11 ba.ve less IDA resources available. 

7. Of course I have only a view of a small part of this highly complicated 
question of IDA allocations and am not about to dispute the decision regarding 
Pakistan if it is final. However, at this particular junction, I think it 
vrl.ll certainly cause us trouble in our relations both with Pakistan and the 
Consortium. 

cc: Mr. Knapp 
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FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I 
INTERNATIONAL FINANCE 

CORPORA Tl ON 

OFFICE MEMORANDUM 
TO: Mr. Leif Christoffersen DATE: July 9, 1970 

FROM: Michael H. Wiehen ~ 
SUBJECT: PAKISTAN -- Delegation to Discuss East 

Pakistan Water and Agriculture Program 

1. There is at present an 8-member delegation from Pakistan in 
Washington to discuss a draft proposal for an action program for the East 
Pakistan agriculture and water development. The delegation is headed by 
Mr. A. Rab Secreta Plannin Division Goverrunent of Pakistan ( suc-
cessor to Qamarul Islam • Mr. Rab has asked whether there would be a 
possibility for him to pay a courtesy call on Mr. McNamara. He would like 
to bring along Mr. M. Keramat Ali, Additional Chief Secretary (Planning), 
Government of East Pakistan, and Mr. B. M. Abbas, Chairman, East Pakistan 
Water and Power Development Authority. Mr. Rab and Mr. Keramat .Ali will 
be available in Washington all day today and tomorrow. Mr. Abbas is sche
duled to leave town early tomorrow morning. I wonder whether it will be 
possible for you to arrange a 5-10 minute meeting with Mr. McNamara, today 
or tomorrow, preferably today. 

2. As you know, Mr. Sadove 1 s group has prepared a very detailed draft 
action program, which has been discussed with, and broadly agreed to by, the 
delegation from Pakistan. Before this action program can be circulated to 
the Consortium members, a fair amount of editing will have to be done. We 
are presently trying to have the new version ready for distribution to the 
Consortium members at the meeting of the Consortium in Paris July 23, 1970. 
We do not expect to have, at the forthcoming Consortium meeting, a dis
cussion concerning any of the details of the proposed action program. Mr. 
Cargill will merely report to the Consortium on the progress made since the 
February Consortium meeting in preparing the program, and suggest that a 
discussion on the substance of the action program take place at another 
meeting to be held later in the year, s~, December. 

3. During this week's meetings with the Pakistan delegation, two main 
issues arose: 

(a) The action program will have a very substantial local expenditure 0 
component. The Government of Pakistan has already, during the 
last two or three years, had serious difficulties in making suf
ficient rupees available to carry out on-going Bank/IDA financed 
as well as other aid-financed projects. The still spotty infor
mation we have on the budget for FY 70/71 does not indicate a 
major effort by the Government to accelerate the mobilization of 
domestic resources. With the present budget provisions it would 
be extremely difficult, if not impossible, to carry out on-going 
projects and to take up the very substantial action program at the 
same time. The delegation from Pakistan realizes this, and has 
therefore requested that the Bank/IDA and the Consortium members 
finance up to 80 or 90 percent of total project costs, which 
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would include a ver,y sizable contribution to the local currency 
expenditures. They have also requested that projects with flood 
control components (which would include all the major polder 
projects contained in the action program) be financed by grants. 

(b) The action program does not include any of the big barrage pro
jects (like the Ganges barrage which might cost up to $1 billion) 
which are being discussed ver.y extensively in East Pakistan and 
which the Government of East Pakistan, for political reasons, 
cannot drop from their program. We feel that though some studies ~ 
on these big barrage projects m~ continue, no major investments 
should be made -- neither in preparing the detailed design nor in 
physical construction. The issue, in other words, which has not ~ 
been resolved satisfactorily yet, is whether the Government will 
give sufficiently high priority to the projects included in the 
program to avoid spreading limited funds and manpower too thinly, 
to the detriment of all projects. 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

OFFICE MEMORANDUM 
Mr. Leif E. Christoffersen 

Michael H. Wiehen 

Pakistan 

DECLASSIFIED 

MAY 0 8 2013 
WBG ARCHIVES 

DATE: October 23, 1970 

SECRET 

I understand that Mr. McNamara will attend the lunch given by 
.Ambassador Hilaly for President Yahya Khan this Sunday. In view of 
this Mr. McNamara may 'Wish to see the attached two papers which deal 
with the proposed reform of Pakistan 1 s exchange system and import 
liberalization. 

As you know Mr. Cargill is presently in Europe to discuss the 
Bank 1 s proposal for Consortium assistance in support of the proposed 
exchange reform 'With the Governments of the U.K., France, Germany and 
Italy. Further talks with the U.S. and Canada will take place early 
next week. The other Consortium members have been requested to inform 
the Bank of their position by October 26. 

fJ~Si_dent has seen 
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INTERNATIONAL-BANK FOR RECONSTRUCTION AND DEVELOPMENT 

REFORM OF THE EXCHANGE SYSTEM AND IMPORT LIBEHALIZATION IN PAKISTAN 
- A FURTHER NOTE ON SUPPORTING ASSISTANCE -

I. THE NEED FOR SUPPORTING ASSISTANCE 

1. In the earlier paper on this subject, dated September 28, 1970, a case 
was presented for assistance from the Consortium in support of the proposed 
reform of the exchange system and import liberalization in Pakistan in the 
amount of US$175 million. The argument for such support was based principally 
on the following grounds: 

(a) The reform represents a major improvement in Pakistan's framework 
of economic policies. It would strengthen considerably the com1try's 
capacity for raising exchange earnings as rapidly, and for using 
exchange resources as efficiently, as the analysis presented in 
the Bank's staff paper 'External Assistance Policy Towards Pakistan -
A Review of Amounts and Terms of Assistance' has shown to be essential 
for maintaining the momentum of development even with substantial 
improvements in assistance policy towards Pakistan. Although not condi
tional upon such supper~, the ref orm, as a major decision by the 
Government in a highly important field of policy, warrants the fullest 
possible support from the Consortium. 

(b) The effectiveness of the reform in raising the productivity of 
Pakistan's economy through improvements in the allocation of resources 
is in the short run- that is, the period of 12-18 months following 
the introduction of the reform - contingent upon external support. 
The potential for such improvements exists on a considerable scale 
even in the short run, largely in the form of idle capacity in the 
manufacturing sector. To the extent such capacity has lain idle 
because the ~resent exchange and import regimes rendered it uncompetitive, 
the proposed reform will go far -towards removing this cause of inefficiency 
in the use of resources. However, the reform by itself will not, in the 
short run, be able to remove what has been another major cause of under
utilization of industrial capacity, namely, the lack of adequate supplies 
of imported inputs. This is so because of the rigidities which will 
unavoidably operate in the short run: exchange earnings are not likely 
to respond immediately to higher returns from exports resulting from the 
reform; well over half the increase in exchange earnings expected by 
1970/71 over the level of 1968/69 1/ will be absorbed by the rise in 
external debt service obligations;-the aid pipeline - roughly US$970 
million as of June 30, 1970 - consists very largely of project aid 
(US$755 million, or nearly 80 pe rcent of t he total) and is therefore 
in a form where it cannot b e us ed to f inanc e those kinds of imports that 
are most likely to increase; and neither the undisbursed amount of non
project aid already committed - US$ 215 mi l lion - nor the amount pledged 
for 1970/71 - US$ 192 million, excluding fo od aid - are significantly above recent 

!/ Pres ent estimates indicate that exchange earnings in 1969/io were 
practically unchanged from 1968/69. 
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historical levels and cannot, therefore, be expected to support dis
bursements significantly larger than the average in recent years of 
roughly US$ 200 milliqn. Thus, without additional exchange resources, 
there is little scope for increasing imports of industrial materials. 
Liberalization and the exchange reform as a whole notwithstanding, the 
amount of resources now in sight would make it necessary to keep such 
imports roughly at the annual level of about US$ 300 million that h~s 
prevailed throughout the 1960's. In other words, it would be necessary 
to prevent the large potential increase in demand for industrial inputs, 
which undoubtedly exists as a result of the sizeable expansion of 
industrial capacity during the last decade, from becoming effective 
by means of very stringent credit restriction~, by means of a rise in 
the flexible market rate, or by a combination of the two. In short, 
failure to obtain additional resources would not by itself doom to 
failure the whole reform; the exchange system could still be reformed 
effectively and imports liberalized, but economic activity would have 
to be kept at a low level during the period of economic re-adjustment. 
In particular, it would not be possible to any significant degree during 
this period to make use of the large potential for increased productivity 
of existing capacity in the manufacturing sector. 

(c) A notional forecast of Pakistan's balance of payments for 1970/71 indicates 
an overall deficit in the order of US$ 125 million, assuming the reform is 
introduced and the exchange rate in the flexible market kept in the range 
of Rs.l0-11 to the US dollar. If a period of 18 months is taken as the 
time required by the economy to effect the most difficult part of the 
structural transition from the old to the new exchange and import regimes, 
the overall deficit in the balance of pa~nents would increase to about 
US$ 175 million. Pakistan's liquid reserves - consisting of about US$ 210 
million in official reserves and US $ 125 million in IMF resources that 
would become available under the proposed stand-by agreement - would not 
be available for financing this basic deficitbecause: 

(i) they are needed to enable the authorities to cope with periods of 
net outflows of exchange within the period of transition which must 
be expected to occur because of speculation, initial build-up in 
inventories and seasonal factors, and which are not allowed for in 
the forecast deficit of us$ 175 million. 

(ii) total reserves, including drawing· rights on the IMF, are equivalent 
to only four months of estimated annual payments, net of aid financing 
in sight. They are not sufficient to give Pakistan a comfortable 
liquidity position to maintain confidence in the new system - which 
will be essential to the establishment of an orderly flexible market -
in the face of what, from time to time, could well be sizeable net 
outflows of exchange. 

2. These considerations led the paper to argue that Pakistan needed special 
support from the Consortium to cover the basic deficit of US$ 175 million 
forecast for the 12-18 months period following the-introduction of the reform. 
Some questions raised and comments made on this argument at t he meeting in Paris 
on September 28, 1970, suggest that it may be useful in preparing for the next 

L. l 
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round of discussions on this subject to elaborate a little further on the 
substance of the case presented in the earlier paper, particularly the 
argument that financing of the basic deficit must come from the Consortium 
rather than from use of IMF resources and/or reserves. 

3. To do so, we have to pick up the main threads of the analysis presented 
to the special meeting of the Consortium in February this year.!f It was 
shown there that, even with highly effective policies in respect of th~ 
domestic mobilization and use of resources, it is the level of net transfers 
from abroad which will determine how much faster than population Pakistan's 
economy can grow. The findings of the IBRD economic mission, which presented 
its report to the Consortium in July, provide no grounds for taking a more op
timistic view of the future; if anything, they suggest that the level of net 
resource transfers needed to support economic growth at an annual rate around 
6% may have been underestimated, rather than exaggerated, in the study on 
external assistance policy. 

4. The next essential point to make is that the introduction of the exchange 
reform will not alter the basic outlook as analyzed in the February paper and 
the July report. As for the outlook for earnings, it must be remembered that 
the present system has been managed quite effectively in maintaining incentives 
for export and that as a result Pakistan's achievement in increasing exchange 
earnings in the 1960's compares favorably with the record of most developing 
countries. The weak spot was in the treatment of most primary products, 
particularly raw cotton and jute. These should increase faster than they have 
in the past, when the more effective returns begin to make themselves felt. 
However, faster growth in primary exports will most probably be needed largely 
to compensate for slower expansion in bonus remittances which accounted for 
a very considerable part of the total increase in earnings in the latter half 
of the 1960's. In any event, the analysis presented in the study on external 
assistance policy was already on the rather optimistic assumption that Pakistan 
would manage to raise its exchang~ earnings by 9.5% a year. An exchange reform 
as now proposed was needed to strengthen the realism of this assumption, but 
it would appear unrealistic to expect that it will accelerate growth beyond the 
rate of 9.5% a year. gj 

5. The same argument applies, mutatis mutandis, to the effect of the exchange 
reform as now proposed on future imports and other payments. The projections 
in the paper on external assistance policy assume that growth of GDP at 6.5% 
a year will be consistent with annual increases in imports of 6.8% in the period 
1970/71 - 1974/75. A fundamental reform of the exchange and import system is 

1/ IBRD, External Assistance Policy Towards Pakistan - A Review of Amounts and 
Terms of Assistance; January 1970. 

~/ In the light of the limited possibilities for stepping up East Pakistan's 
exports in the medium term, this rate of growth implies, inter alia, that 
exports from West Pakistan will grow by 12% annually. (See IBRD, The Current 
Economic Position and Prospects of Pakistan, J uly 1970; p. 121.) 
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needed because it does not seem possible to achieve the relationship between 
GDP growth and imports implied in these projections within the existing system. 
However, it does appear realistic to expect the reform to open up additional 
possibilities for reducing. the dependence of the economy on net imports. Y 
6. In conclusion, the fact that the Government of Pakistan now intends to 
undertake a fundamental reform of the exchange system does not essentially 
alter the grim outlook presented in the paper on external assistance policy: 
unless those providing assistance to Pakistan decide to improve substantially 
their current external assistance policy towards that country, even rapid 
growth in exchange earnings . and savings, combined with careful husbanding of 
available resources, will not give Pakistan the resources needed to support 
growth of GDP around 6%, as inJarge part such internally generated improvements 
would merely compensate for an absolute decline in net transfers from abroad. 
This, of course, is the outlook depicted in Case 1.1 in the paper on external 
assistance policy. ~/ 

7. In brief, the Government of Pakistan must decide now whether or not, in 
conjunction with the introduction of the exchange reform, to allow industrial 
and, thereby, general economic activity to expand significantly, against a 
background that may be summarised as follows: first, a basic, long-term 
outlook for Pakistan's resource and balance of payments position that is 
likely to be difficult even in the event of a substantial improvement in 
e~ternal assistance policy, and very much more so if those providing assistance 
to Pakistan do not act favourably; second, the strong likelihood that expansion 
of industrial and general economic activity in the period immediately following 
the reform will not, directly or indirectly, produce a significant improvement 
in Pakistan's resource and balance of payments position. Were it to decide, in 
the absence of supporting assistance from the Consortium, to make available 
resources for a significant expansion of industrial activity by drawing on 
the IMF or using up its own reserves, it would have to do so knowing that a 
few years hence it will have to achieve a balance of payments surplus to restore 
reserves. Given the basic, long-term outlook, achievement of such a surplus will, 
in the best of circumstances, require economic activity to be slowed down somewhat 
below what is in any event not likely to be very rapid expansion, but may necessi
tate near-stagnation in the event external assistance policy does not improve 
substantially in the longer run. It is diffi.cult to see how a responsible 
government could, in the light of the risks involved, decide to follow such 
a course of action. 

1/ Limitations on the possibilities of further narrowing the savings-investment 
gap by either accelerating the growth of saving (beyond the marginal savings 
rate of 18% assumed) or slowing down the expansion of investment support in 
this argument. 

gj IBRD, External Assistance Policy Towards Pakistan - A Review of Amounts and 
Terms of Assistance; January 1970; pp. 16-19. 

f 
: I 
l_ . J. 
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8. Clearly, had it been possible by now to reach a firm understanding on an 
external assistance policy consistent with reasonably rapid economic growth 
in the longer term, the need for assistance from the Consortium in support of 
the reform would not have arisen with the same intensity. As it is, only the 
ConsoTtium can provide the kind of resources that will not, to an intolerable 
degree, pre-empt future policy options . . In other words, there is essentially 
no difference between the arguments presented earlier for a change in assistance 
policy for the longer run and those made now for special support for the exchange 
reform: in substance, both revolve around the question what level of economic 
activity and pace of development the Consortium is willing to support in Pakistan. 
A positive response from the Consortium now to the request for special assistance 
will not eliminate the need to resolve the problem of external assistance policy 
in the longer run. However, it would provide a little time during which to 
search for such a solution, while in the meantime enabling Pakistan to reap 
substantial benefits from the exchange reform which would otherwise be fore
closed in the short run. 

I 
1 

j 
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II. RECOMMENDATIONS FOR ACTION 

9. If it is agreed that 

(a) the exchange reform, which the Government of Pakistan now 
proposes to undertake, warrants the fullest possible support 
from the Consortium, and 

(b) US$175 million represents a reasonable estimate of the amount 
of supporting assistance that would be needed to enable Pakistan 
to exploit to a significant extent the potential for economic 
improvement opened up by the reform; 

then the next question is how supporting assistance in such an amount may 
be raised from among the members of the Consortium. The section that 
follows deals with this question as its principal subject. It also raises 
the question what might possibly be done now about increasing the value 
of commodity assistance to Pakistan by reducing restrictions presently 
placed on its use. 

A. INDIVIDUAL CONTRIBUTI ONS 

10. For some time, the Consortium has operated without an explicit, 
generally accepted formula for determining individual contributions 
towards the total amount of assistance it is providing to Pakistan. What 
consensus on such a formula existed in the first half of the 1960 's has 
since been heavily eroded, principally by two developments: first , the 
inability of the United States, in the context of its changing total aid 
program, to maintain , much less increase, the absolute amount of its 
commitments to Pakistan; second, the sharp rise in debt service payments 
to most members other than the United States which, as they were not 
matched- · even less, exceeded- by increases in gross disbursements, have 
tended to erode considerably their contributions in terms of net transfers 
of resources. As a result, it is not possible now, by reference to well 
established and universally accepted practice, to make specific recommenda
tions such as are needed for this exercise. This situation was acknowledged 
in the discussion in February this year about the Consortium's future 
assistance policy. It points to the clear and urgent need to evolve a new 
formula which is in line with current realities. However, it is clearly 
impractical in conjunction with the present exercise to attempt to propose 
and seek agreement on such a formula. 

11. In the circumstances, any formula for determining how much each 
member of the Consortium should contribute towards the total of US$175 
million must perforce be fairly rough and ready. Further, we thought 
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that, to be acceptable for even the very limited purpose for which it is 
intended, such a formula must embody two, possibly conflicting, criteria: 
it must employ past shares of individual members in total gross assistance 
provided by the Consortium; it must also take cognizance of the fact that 
fast rising debt service payments are a major cause of Pakistan's 
difficult balance of payments position and outlook and that, because of 
the very wide difference between members in the terms of past assistance, 
individual members have contributed in widely varying degrees to the increase 
in debt service. !J We also thought it desirable to have as simple a 
formula as possible. 

12. We concluded that debt service payments due in calendar year 1971 
offered the most reasonable basis for determining individual shares in 
total supporting assistance. If all members had assisted Pakistan on the 
same terms (and for the same length of time), each country's share in 
debt service payments would be identical with its share in total assistance 
provided by the Consortium. To the extent they differ, they do so because 
countries have been giving their assistance on terms better or worse than 
the average. In other words, a formula so based meets both of the sub
stantive criteria set out above. 

13. Estimated debt service payments due from Pakistan, on debt incurred 
through December 31, 1969, in calendar years 1971 and 1972 are shown in 
Attachment I. Payments due in 1971 to bilateral creditors in the 
Consortium come to US$ 140.9 million. The amount of US$ 175 million to 
be raised in supporting assistance represents 125% of such payments. On 
this basis, individual contributions to supporting assistance are cal
culated as follows: 

!J For an analysis of differences in terms, see Attachment II. 
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Shares in Debt Service and SuEEOrting Assistance 
(US$ thousands) 

Percentage of 
Debt Service 125 Percent of Percentage of Commitments 2/ 

1971 Debt Service 11 · Total 1965/66-1969/70 

Belgium 782 1,000 0.6 0.6 

Canada 5,225 6,500 3.7 12.9 

France 8,163 10,000 5.7 4.4 

Germany 36,761 45,000 25.7 13.4 

Italy 11,428 14,000 8.0 5.7 

Japan 23,372 29,000 16.6 10.3 

Netherlands 1,901 2,500 1.4 1.2 

Norway 500 }/ 0.3 0.3 

Sweden 318 500 0.3 1.2 

United Kingdom 21,077 26,000 1·4.9 9.7 

United States 31,893 40,000 22.9 40.3 

TOTAL 140,920 175,000 100.0 100.0 

!/ Adjusted slightly for purposes of rounding. 

~/ Exclusive of food aid, and Indus/Tarbela. 

]_/ See note on Norway on p. 12 

Source: Attachment I; for last column, IBRD, Reform of the Exchange System 
and Import Liberalization in Pakistan - A Note on Supporting 
Assistance; September 28, 1970; Table 5. 
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14. For comparison, the last column of the preceding table gives individual 
countries' shares in total gross commitments of Consortium assistance in 
the period 1965/66-1965/70. Where there are significant differences between 
the shares as shown in this and the preceding column, they indicate cases 
in which the terms of past assistance have differed significantly from 
the average: France, Germany, Italy, Japan and the United Kingdom are 
examples of countries whose terms have been appreciatively harder than the 
average, whereas in the case of Canada and the United States terms have 
been much softer than the average. !/ 

B. THE FOill~S OF INDIVIDUAL CONTRIBUTIONS 

15. In the next section we offer some tentative suggestions about the ways 
in which individual countries may make their contributions towards the 
total amount of supporting assistance sought from the Consortium. However, 
these should not be taken as more than suggestions, because we do not know 
enough about possibilities and procedures in each of the member countries. 
Therefore, on the whole, we would much prefer to leave it to individual 
members to determine how they can best provide their share as indicated above. 

16. However, it may be useful to make some general observations on this 
subject which members may want to take into account in considering how 
best to contribute to the effort of the Consortium as a whole: 

(a) After further consideration in the light of the discussion in Paris 
on September 28, 1970, we are inclined to uphold the recommendation 
in the earlier paper that contributions in the form of additional 
commo~ity assistance, of shifts in uncommitted pledges from project 
to non-project assistance, and of debt relief should be treated 
equally. In particular, the comment was made at the meeting in Paris 
that contributions made in the form of additional commodity assistance 
and debt relief differed in nature from a shift in pledges in that 
only the former made available additional resources. In principle 
this is, of course, a valid observation. In the circumstances likely 
to prevail over the 12-18 months following the introduction of the 
exchange reform, however, that distinction may largely disappear in 
practice: pledges of project aid are likely to be committed only 
slowly, and a partial shift to commodity assistance would provide 
Pakistan with resources quickly which it would otherwise receive 
only over a considerable period of time. Nonetheless, in deciding 
on the amount to be so shifted members should bear in mind that 
it would be undesirable to reduce aid available for project financing 
to a point where urgent projects, particularly in East Pakistan, would 
have to be postponed for lack of funds. 

!/ See also Attachment II. 

l 
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(b) We should also like to urge that members, particularly those whose 
contributions to the joint Consortium effort are large, make the 
fullest possible use of the possibilities they may have for providing 
debt relief. This provides assistance in the form of free exchange 

. which can most readily be used in support of the objectives of the 
reform. Moreover, we want to reiterate the suggestion made in the 
earlier paper that, if feasible, members may provide temporary debt 
relief by unilaterally declaring a moratorium in the appropriate 
amount, and leave agreement on new terms to the time when agreement is 
reached within the Consortium as a whole on a settlement of ~he issue 
of amounts and terms of future assistance to Pakistan, including 
longer term debt relief. If this is not possible, previous discussions 
on appropriate terms of assistance to Pakistan strongly indicate that 
members should reschedule on terms providing for a grant element 
(at 10% discount) around 60%. 

(c) Finally, for the support from the Consortium to be consistent with 
the requirements of Pakistan's external debt situation, members should 
endeavor to make available their contribution in a form in which it is 
readily usable in the context of a liberal import regime, and on 
appropriately soft terms, i.e., including a grant element (at 10% 
.discount) around 60%. 

C. SUGGESTIONS FOR INDIVIDUAL MEMBERS 

17. We have the following tentative suggestions to make about the form in 
which individual members might provide their contributions. 

(a) Belgium - US$ 1.0 million. 

According to our information, there are no uncommitted pledges of 
project aid outstanding on appropriate terms and debt service obliga
tions are almost entirely due to private creditors. In these cir
cumstances, Belgium may want to consider making available its 
contribution through additional commodity assistance. 

(b) Canada - US$ 6.5 million. 

Information available to us indicates uncommitted pledges of project 
aid of US$ 10.5 million. In the period January 1971 to June 1972, 
about US$ 8.2 million are due in debt service pa~Tients, almost en
tirely on account of official export credits. Canada may want to 
provide both additional commodity assistance and debt relief to make 
up its contribution. 
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(c) France - US$ 10.0 ~illion. 

Uncommitted pledges of project aid, totalling nearly US$ 24.0 million 
according to our records, may offer scope for some shift towards 
commodity assistance, ·although we are not certain how much of this 
amount represents aid on appropriately soft terms. Debt service 
payments due in the period January 1971 through June 1972 come to 
roughly US$ 12.1 million, almost entirely on suppliers' credits. 
Debt relief will probably have to make some contribution towards 
France's share, because otherwise a sizeable amount, in relation to 
historic levels, in additional commodity assistance would be needed. 

(d) Germany - US$ 45.0 million. 

According to our information, US$ 66.5 million is available in un
committed pledges of project aid. Thus, Germany may be able to 
provide a considerable part of its contribution by shifting presently 
outstanding pledges to commodity assistance. Total debt service 
payments due in the period January 1971 through June 1972 at US$ 55.4 
million are large, and even payments due on Government loans -
US$ 28.9 million - are sizeable. Debt relief would therefore appear 
to offer substantial scope for contributing to Germany's share. 

(e) Italy - US$ 14.0 million. 

Uncommitted pledges of project aid are estimated at US$ 52.8 million, 
the third largest amount among the members of the Consortium. Yet, 
little, if any, of it may be usable for present purposes because, 
according to our information, it is all on very hard terms. Unless 
it is possible to soften these terms considerably, or to provide 
additional commodity assistance on appropriate terms, the bulk of 
Italy's contribution may have to come from relief on debt service 
payments which are estimated at US$ 17.1 million in the period 
January 1971 through June 1972. 

(f) Japan - US$ 29.0 million. 

Japan's situation appears to be quite similar to that of Germany, 
except that the amount of uncommitted pledges of project aid - at 
about US$ 20 million - is very much smaller. A sizeable amount of 
debt relief - against payments of about US$ 36.2 million due in the 
period January 1971 through June 1972 - is likely to be necessary to 
enable Japan to make up its contribution. 

'-- -



. . 

-12 -

(g) Netherlands - US$ 2.5 million. 

In view of the relatively small size of the amount involved, the 
Netherlands may find it possible to provide all of their contribution 
in the form of additional commodity assistance. However, according to 

· our information, there is also a small amount- US$ 3.4 million
outstanding in uncommitted pledges for project aid of which part could 
perhaps be shifted to commodity financing. 

(h) Norway- US$ 0.5 million. 

Because no debt service payments are due to Norway in the period 
covered, the formula here adopted would not require Norway to make 
a contribution. However, it was thought that Norway may want to 
contribute, nonetheless, and US$ 0.5 million was therefore included 
among the contributions. 

(i) Sweden - US$ 0.5 million. 

In view of the small amount involved, Sweden may want to consider 
raising its commodity assistance by US$ 0.5 million. 

(j) United Kingdom- US$ 26.0 million. 

If our information is correct, only US$ 10.4 million is outstanding 
in uncommitted pledges for project aid, which would appear to offer 
little scope .for a shift towards commodity contributing significantly 
to the share of the United Kingdom. In the circumstances, the bulk 
of the United Kingdom's contribution would probably have to come from 
additional con~odity assistance and from relief on debt service payments 
which are estimated to total US$ 32.3 million in the period January 1971 
through June 1972, including roughly US$ 17.7 million due on Government 
loans. 

(k) United States - US$ 40.0 million. 

The United States has the largest amount of uncommitted pledges of 
project aid- US$ 68.7 million- but the bulk consists of offers of 
financing by the Export-Import Bank, on terms that are not appro
priately soft. The Ex-ImBank also accounts for US$ 14.7 million 
out of a total of US$ 47.4 million due in debt service payments. 
Still, debt service payments due on Government loans are substantial 
at US$ 26.2 million, and debt relief could perhaps form part of the 
United States' contribution. The bulk, however, will probably have 
to come from additional commodity assistance. 

,.._.. 
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D. LIBERALIZATION OF COMMODITY ASSISTANCE 

18. We stressed in the earlier paper the difficulties of inserting 
commodity assistance into an economy operating under a liberal exchange 
and import regi~e, when such assistance is subject to numerous detailed 
restrictions as~ts use and the source of procurement as well as to 
complicated procedures, all of which have the effect of reducing its 
real value below that of freely usable exchange. We should like to 
reiterate our recommendation that members of the Consortium consider 
seriously to what extent they are able to reduce such restrictions 
and simplify procedures. Specifically, we should like to hear from 
members whether they are prepared 

(a) to shift from a positive to a negative list, i.e., allow their 
commodity assistance to be used for the procurement of all goods, 
except those specifically excluded; 

(b) to untie procurement of goods under their commodity assistance, 
i.e., allow Pakistan to buy such goods not only in the aid-giving 
country but also in other developing countries as well as in other 
Consortium countries that are prepared similarly to untie their 
cclliillodi ty assi s tance to Pakistan. 

South Asia Department 
October 13, 1970 
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CA.lendar Year 
v · 

(iv) Gover nment Loans 69 ,028 79,168 

Amortization 30,467 40,673 
Interest 38,560 38,493 

- 1. Bel gium 782 723 

Amortization 474 473 
Interest 308 280 

A. Sunpliers 1 Credits 708 644 

.Arnorti zation 474 439 
I-nterest 234 206 

B. Government loans / 74 108 

Amortization 34 
Interest 74 74 

2. CP.nada 5,225 5,875 

Amortization 2,587 3,327 
Interest 2,638 2,547 

• 
A. Government Loans 233 162 

Amortization 
Interest 233 162 

B. Official EXP. Credits 4.992 ;?,713 

Amortization 2,587 3,327 
Interest 2,405 2,385 

3. France 8 16~ 7286~ ' . 
Amo;rti zation 5,957 5,940 
Interest 2, 206 1,924 

A. Suppliers 1 Credits 8,040 7,747 

Amortization 5,856 5,839 
Interest 2,184- 1,908 

B. Government Loans , 123 118 

Amortization 101 101 
Interest 22 16 
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Calendar Ye ar 
V" 

h. Germany 36,761 ~12~08 
~ 

Amortization 23,672 25,059 
Interest 13,089 12,249 

A. Sunnliers · Credits 12776 _lJ1]_ 

Amortization 5,869 5,634 
Interest 1,907 .1,543 

B. Government Loans 18,618 202 221 
' 

Amortization 9,260 10,937 
Interest /9' 358 9,360 

c. Official Exo. Credits lS1221 9,834 

Amortization 8,543 8,488 
Interest 1,824 1,346 

5. Italy 11,4~~ J.l , 325 -

Amortization 8, 01.9 8,049 
Interest 3, 379 3,276 

A. 0'unp li ers 1 Credits _102 761 102689 

Amortization 7,542 7,542 
Interest 3, 219 3,147 

B. Government Loans _§.67 636 

Amortization 507 507 
Interest 16q 129 

' t 

6. Japan 23,372 25, 63Q-

Amortization 13,838 16,604 
Interest 9,534 9,026 

A. SupnJ.ier~ .. J~redi ts 22 292 22211 

Amortization 1,612 1,612 
Interest 683 605 ... 

'4p 

B. Government Loans £h.Q11 232413 

Amortization 12,226 14,992 
Interest 8,851 8,421 
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Calendar Year 

1211 121.f 
., 

7. Netherlands 1,901 2,201 

Amortization 960 l, 309 . 
Interest 941 892 

A. Fin c:mcial Institutions 1,354 1,297 

Amortization 960 960 
Interest 393 337 

B. Government Loans 548 _2Sll! 
/ 

Amortization 349 
Interest 548 555 

8. Sweden 318 230 

Amortization 147 356 
Interest 171 174 

A. Suru?.liers' Credits 3~ 22 
Amortization 26 26 
Interest 10 9 

B. Government I.Dans 282 495 

Amortization 121 330 
Interest 161 165 

9. United Kingdom .f.hQTI 222~62 

Arnorti z a ti on 12,560 13,872 ' I 
Interest 8,517 8, 590 . 

A. Sunpliers' Credits 6,708 ~h2 

Amortization 5,109 4,982 
Interest 1,599 1,363 

B. Financial Institutions ~018 .-:h.l2.f 

Amortization 2,432 2,83.5 
Interest 585 557 

c. Government Loans 11,322 12272~ 

Amortization 5,019 6,055 
Interest 6,333 6,670 

. 
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Calendar Year 

1211 19ll 

10. United States :21illl 32,0tl_2 

Amortization 14,252 14,656 
Interest 17,641 17,393 

( i) Supp liers 1 Credits -l.Jill 1,371 

Amortization 1,111 1,111' 
Interest 321 260 

( ii) Financial Institutions Lt,882 -o-

Amortization 4,644 -o-
Interest ~38 -0-

(iii) Official Exp. Credits 9,525 10,368 

Amortization 5,264 6,177 
Interest 4,262 4,192 

(i v) Government Loans 16,054 20,310 

Amortization 3,233 • 7,368 
Interest 12,820 12,941 

b. International Organizations ~002 ~2,262 

Amortization 25' 015 28,412 
Interest 21,987 24,157 

1. IffiD 44.289 l±Z.JU 

Amortization 24,890 28,207 
Interest 19' 699 • 21,526 

' ! 
2. IDA 2,412 2,836 

Amortization 125 205 
Interest 2,288 2,631 

II. NON-CONSORTIUM 33,244 . 33,907 

Amortization 28,43? 29,027 
Interest 5,112 4,880 

III. TOTAL 221,466 232,472 

Amortization 135,943 lh7' 084 
Interest 85,523 85,388 

..§~: lBRD 
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PAKISTAN - TERY$ OF LENDING - Page 2 

1964/65 1966L67 1967 /_68. I 1968/69 1969/70 
Avera~es 

1965L66 Second Plan Third Plan All Loans 

ITALY 

Maturity 11.3 11.1 11.4 10.9 1).0 11.2 ll.J 
Grace 0.9 0.6 0.7 0.7 3·5 0.7 0.9 
Interest 6.0 6.0 5·9 6.0 6.0 6.0 6.0 
Grant Element 17.4 16.7 17.5 16.6 21.8 17.1 17.4 

JAPAN 

Aaturity 16.3 18.0 15.2 16.6 17-.5 14-4 16.8 1h.8 
Grace 4 • .5 .5·.5 6.) 4.6 r;.o 4.1 5·3 4.3 
Interest 5.8 5.8 5.8 5.6 5·3 .5.9 '.5.6 5·1 
Grant Element 26.2 28.5 27.5 28 •. 1 )1.1 24.2 28.8 25.8 

NETHERLANDS 

!·!a turi ty 18.5 25.1 24.1 26.0 25.5 18 • .5 2.5.2 18.5 
Grace 4.6 1·3 6.9 8.0 1·5 4.6 7.4 4.9 
Interest 5.6 ).6 3·3 J.O 3·0 5.6 3.2 4o6 
Grant Element 28.8 49.8 51.1 55-4 54·7 28.8 52.7 )6.) 

S~'-'EDEti 

Maturity - 17.2 20.0 46.1 - 29.8 29.8 
Grace - 10.0 5.5 19.0 1).1 13.1 
Interest - 2.2 2.0 0.75 - 1.6 1.6 
Grant Element - 57.2 55.6 87.7 . 73.2 73.2 

UNITED KINGOOM • 
¥1S.turity 17.5 26.3 20.2' 18.6 19·3 21 • .5 '" 20.1 18.6 
Grace 4.2 7.6 5.1 4.7 3·1 5.7 5·3 5.0 
Interest 6.1 1.8 1.9 ).0 7.2 1.8 4.8 
Grant Ele1r.ent 24.6 78.8 57.8 53.6 42.6 20.0 .57.2 34.8 

- Continued -
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PAKISTAN - TEIDfS OF LENDTI~G - Page 3 

Averages 1964/65 1965/66 1966/67 1967/68 1968/69 1969/70 Second Plan Third Plan All Loans 
UHITED STATES 

Haturity 39·1 )8.7 35·3 35·1 40.5 37.8 36.7 36.5 Grace 10.2 10.0 8.9 10.0 10.5 9.6 9.8 9·5 Interest 2.1 2.6 ).0 3.2 ).0 1.7 ).0 2.) Grant Element 69.9 64o9 6o.o 59.0 62.) 72.0 60.6 66.8 
B. rr ~rLTrLA~RAL 

IBRD 

r-~aturity 17.0 22.4 16.5 22.6 22.8 21.1 20.6 Grace ).0 3·1 2.5 6.2 5.8 5.0 4.9 Interest - 5.5 6.0 6.3 6.4 5.5 6.2 5-7 Grant Element ··- 27.1 27.5 21.8 26.4 32.9 26.4 29.4 
IDA 

Haturity 5.0 49.6 48.5 49.5 49.8 49·9 49-5 h9·7 Grace 1.0 10.1 10.2 10.0 10 • .5 10.4 10.2 10.3 Interest . 0.15 0.75 0.75 0.75 0.15 0.75 0.75 0.75 Grant Element . 84.4 84.2 84.0 84.1 84.4 8L.4 84.2 84.3 
TOTAL CONSORTiill.f 

Maturity . )6.3 30.1 28.3 30.2 28.5 31.6 29.3 29.1 Graca 9.0 7.1 I 6.9 8.0 7·1 7.8 1·3 7.2 Interest 2.7 3·4 ).6 3·6 4.2 3·3 3·7 ).6 Grant Elmoont 63.3 53.6 51.1, 52.6 46.1 55.6 50.7 51.6 

- Continued -
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PAKIS ·rAN - TEffi.ts OF LENDING - Page 4 

Averaqes 
196h/65 1965/66 1966/67 1967/68 1968/69 1969/70 Second Plan hird Plan All Loans 

II. NON -CONSORTIU~f 

Haturity 17.1 11.3 12.7 11.1 13.8 16.1 1?..4 13·3 Grace 7·9 1.3 1.5 0.8 5.7 4.9 2.8 3·3 Interest 1.4 2.6 2.2 3·3 2o2 2.1 2.5 2.4 Grant Element 60.4 32.8 31·5 28.5 47.8 49.8 )8.4 41.4 
III. GRAt1D TOTAL 

Hat urity 3h·9 26.6 26.5 28.3 25.8 )0.8 26.8 27.7 Grace 8.9 6.0 6.) 7oJ 6.8 7.6 I 6.6 6.8 Interest 2c.6 3·2 3·4 )..6 3·8 ).2 3·5 3·5 Grant Element 6.3·5 52.0 50.9 51.5 47.6 55.6 50.4 51.5 

11 Derived f.rom the Bank's debt file; grants are not included. 

3/ }faturity and grace period in years; interest in percent; grant element in percent, discounted at 10%. 

Source: Statistical Services Division, IBP~. 
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FoRM No . 57 

TO: 

FROM: 

SUBJECT: 

.. 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR ' 
ASSOCIATION RECONSTRUCTION AND DEVELOPMEN T I INTERNATIONAL FINANCE 

CORPORATION 

OFFICE MEMORANDUM SECRET 

Files I DATE: September 24, 1970 

WIV'--i-I.P.M. Cargill DECLASSIFIED 

MAY 0 8 2013 
WBGAR~illVES 

Present: Nawab Mozaffar Ali Khan Qizilbash, Minister of Finance 

Annual Meeting 1970 
Mr. McNamara's Meeting with the Pakistan Delegation 

Ghulam Ishaq Khan, Secretary to Government of Pakistan, 
Ministry of Finance 

s. Osman Ali, Executive Director, IBRD 
M. Syeduzzaman, Joint Secretary to the Government of Pakistan, 

Ministry of Finance 
Messrs. Knapp, Cargill and Kavalsky 

The meeting took place at the Bella Center from 2.30 - 3.30 p.m., on 
Thursday September 24, 1970. 

Exchange Rate Reform and the Level of Aid 

The Nawab said that President Yahya Khan had been reluctant 
to postpone the election and had only done so at the request of the 
election commissioner for East Pakistan since the election officials 
and buildings had been used for relief work made necessary by the 
disastrous floods in August . Mr. McNamara had been under the impression 
that the postponement of the election would also mean a postponement of the 
announcement of the new exchange reform, but was informed that the President 
had decided to go ahead with this at the end of October pending some 
reassurance on the availability of additional external assistance. The 
Nawab said that Pakistan faced a difficult internal political situation 
which was not made easier by Mr. McNamara's reference in his speech to 
the groldng inequalities between East and West Pakistan. Mr. McNamara said 
that he recognized that there was a new awareness on the part of the 
government of the need to remove these in~qualities, but there was no 
advantage in not recognizing the fact that these inequalities existed ~nd 
were gro1iing greater. His remarks have been intended not so much as a 
criticism as evidence of the need for greater efforts to improve the 
situation. 

Mr. McNamara cited three reasons ~my Pakistan had only been 
allocated $50 million of this year's IDA funds. First, IDA had limited 
funds available this year in relation to the demands being made on it and 
the need to give additional allocations to Africa and Latin America. Last 
year Pakistan had received some $5 million more than its allocation and that 
had in a sense been a use of this year's allocationo Secondly the deferment 
of the exchange reform made it difficult for the Bank to act in support of 
the policies being pursued. Finally there had been a constant problem .of 
slow disbursement on projects in Pakistan. (Mr. Cargill mentioned that 
there had been improvement in this matter in the last six months). However, 

Pre ident has seen 
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if action were taken to reform the exchange system and speed up . 
disbursements, he was hopeful that funds would be available to bring 
total commitments to Pakistan up to $70 million. 

Ghulam Ishaq pointed out that while the $70 million reprepented 
the normal level of assistance, Pakistan was facing a special situation. 
The devaluation in a setting of fundamental internal political change 
had led to a quest for additional aid. The first approach was of course 
the Fund. The standby would be conditional on restrictions on deficit 
financing and a balance of payments test. This limited its usefulness. 
They were seeking commitments of $570 million against which only $380 
million seemed to be available. Mr. Cargill pointed out that the meeting 
of the Heads of Consortium Delegations in Paris on September 28th would 
aim at getting' more non-project aid and debt relief. Mr. McNamara said that 
two things would have to be accepted. Firstly, IDA could not go above $70 
million for this .year. IDA did not have additional money and relative to 
the claims on existing resources of India and Indonesia, he could not make 
out a case for giving more to Pakistan. Second, the Bank could not participate 
in debt re-scheduling. There was every indication that more and more 
countries would in the years ahead experience difficulty in repaying their 
external debt, and the credit of the Bank in the world's capital markets 
would be seriously affected for the worst if the Bank embarKed on the course 
of joining with other creditors in providing such relief. Ghulam Ishaq 
said that he recognized these constraints. The problem was to secure 
additional net funds on a non-project basis. Mr. Cargill said that we had 
been assuming a lengthier timing but now that the decision had been taken 
we would move as fast as we could. 

Increasing Revenues 

Mr. McNamara asked about the scope for increasing revenues, 
especially by taxing agriculture, and for using the tax system as a means 
of income distribution. The Finance Minister seemed much put about by 
these inquiries, and his reply lacked some coherence. He claimed that 
taxation had already reached levels where any further increase in direct 
taxation would affect incentives. What with income tax and the wealth tax, 
a man worth Rs. 3 million would have an annual income of some Rs. 300,000 
of which after tax only Rs. 5o,ooo would be available for him to eke out a 
living. The case for taxing agriculture failed to take into account the 
realities of the situation. Any increase would ruin the green revolution, 
and these proposals were based on the fallacious assumption that there was 
a lot of money in the rural sector. Large land holdings had been eliminated 
by the land reform and the small farmer, Whom he depicted as working day and 
night in the fields with his whole family, obtains a very meager return for 
his efforts. Mr. McNamara asked Whether land values had risen. The Finance 
Minister replied that this again was greatly exaggerated. His experience 
suggested that only land near cities in which there was heavy speculation 
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was being sold at inflated prices. The value of agricultural land had 
not appreciated. Rich people choose to buy land as the most secure form 
of investment but this did not increase the taxable capacity of the agricultural 
sector or indeed of the economy as a whole. Ghulam Ishaq pointed out that 
income redistribution tended to reduce the tax base. Lower profit margins 
led to lower tax revenues, but higher wages did not raise revenues to an 
equivalent degree . 

Flood Control in East Pakistan 

The Nawab mentioned the desire to set up a fund for flood control 
in East Pakistan. Mr. McNamara said that his own experience of funds had 
not been particularly happy but that we would certainly look into the 
matter. 

cc: Mr. McNamara (2) , Mr. Cargill, Mr. Votaw, Mr. Melmoth, Mr. Wiehen, Mr. Blobel 
Mr. Knapp 





TO: 

FROM: 

SUBJECT: 

t 
' ·I NTERNA T I ON AL DE VELOPMEN T I 
t ASSO CIATION 
~· 

INTERNAT IONAL BANK FOR 
RECONST RUCT ION AND DEVE LO PM ENT 

I NTERNATIO NAL FI NANCE 
CORPORATION 

l OFFICE JV\EMORANDUM 
Files DATE: August 12 ,· 1971 

I. P. M. Cargill 

PAKISTAN--Visit of Ambassador Hi l aly to Mr . McNamara on Februar y 17 

Ambassador Hila ly called on Mr. Mc Namara on February 17 to de
liver a letter from President Yahya Khan thanking Mr. McNamara for the 
initiative the Bank had taken in making a $25 million IDA Credit for 
reconstruction in t he cyclone area . The discussion was quite incon
sequential, being concer ned chiefly with t he Ambassador's feeling that 
the United States could have done more t o help. 

cc Mr. McNamara 

IPMCargill:cmc 
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May 5, 1971 

Professor Rehman Sobhan -- Member of the Economics Department of the Dacca 

University. One of Sheik Mujibur Rahman's closest economic advisers and 

editor of Forum, the intellectual organ of the Awami League and one of 

Pakistan's most influential journals over the past few years. 
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CORPORATION 

TO: 

OFFIC): · MEMORA 
Mr. Robert S. McNamar~ DECLASS 

~I _fl I 

I.P.M. Cargill \VJVL-l G~- MAY 0 8 2013 

D M 
May 14, 1971 

FROM: SECRE T 

SUBJECT: PAKISTAN - A Note on Discussions WBGARCIDVE 

. . 

1. Mr. M.M. Ahmad, Economic Adviser to Pr~sident Yahya Khan, accompani ed 
by Mr. Sartaj Aziz, Joint Secretary, Planning Division, were in Washington 
from May 10 to 14 for discussions 1~th the United States Government, the I MF 
and the Bank. Before proceeding to London, Mr. M.M. Ah~ad plans to meet with t he 
Secretary General of the United Nations on May 17 to discuss the possibility of 
the UN organizing an international relief effort to prevent widespread famine in 
East Pakistan. 

2. In their discussions here the Pakistan delegation endeavored to. make the 
following principal points: 

(a) President Yahya Khan conducted his negotiations with the Awami 
League in good faith. By March 22, agreement was reached on 
all issues of substance, political and economic, on t he basis 
of the A~vami Leaguers nsix ·Points n, and a joint proclamation 
was being drafted. At that point, Mujibur Rahman abrogat ed the 
agreement and demanded immediate independence for East Pakistan. 
Faced with this demand, and upon the discovery of plans for 
imminent armed revolt, laid out in connivance with India, Yahya 
had no choice but to order the army to intervene. 

(b) The first phase of the armyrs intervention, the restoration of 
law and order, was essentially completed. The army was now in 
the second phase of its operation, the restoration of normal 
conditions, and in fact economic activity and public administra
tion were fast returning to normal, although the disruption of 
communications - rail, roads, waterways and telecommunications -
was impeding progress. It was the judgement of the Governor 
of Fast Pakistan that foreign technical assistance personnel 
could resume work in urban areas on May 15 and over the whole 
Province on Ju.L·1e 1. 

(c) President Yahya Khan was determined to reach a political 
settlement on the basis of the agreement reached with the 
Awami League prior to the intervention of the army. He 
envisaged early establishment, on the basis of an interim 
constitution, of an elected provincial government in East 
Pakistan. To this end, he intended to invite the representatives 
elected in December, except for alimited nlli~ber of Awami 
League leaders considered traitors, to form a provincial 
legislature. Elected members of the banned Awami League would 
be free to establish, under another name, a~ party they 
wished. Preparato~ discussions were alrea~ underway between 
the President and East Pakistan politicians. 
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(d) Paki&an faced a very serious liquimty cr1s1s and exchange . 
assets were likely to be exhausted by August . Financial assist
ance, in appropriate form, was needed quickly if the crisis 
was to be averted. They were looking to the IMF for such assist
ance, in the context of an exchange reform. 

(e) The Governmentr of Pakistan was aware that the suspension of 
debt service payments to Consortium countries was complicating 
their relations with the Consortium. They were therefore anxious to 
resume full payments, but lacked the resources to do so, save by 
means of an emergency drawing on the IMF. 

(f) A sharp deterioration in the economy of West Pakistan later in the 
year would become inevitable unless aid relations with the Consortium 
were normalized quickly, new commitments, essential~ of commodity 
aid, made promptly to replenish the pipeline, and early agreement 
reached on debt relief on a longer term basis. 

3. Separate notes are attached on the discussions of the Pakistan delegation 
with the United States Government, the IMF and the Bank . For obvious reasons, 
neither the interpretation given by the Government of Pakistan to the events 
leading up) to the armed intervention nor the realism of their optimistic assess
ment of the present situation in East Pakistan and of the prospects for a 
genuine political settlement were discussed. Nor was there any reason to 
argue extensively about the Government's assessment of the country's severe 
economic and financial difficulties because all available information supports 
this view. First, it is evident that the suspension of economic activity 
in East Pakistan, superimposed as it was on the adverse effects of procrastination 
in undertaking the thorough exchan~ and revenue reforms, has led to crisis 
conditions in the external and internal financial situation: exchange assets in 
convertible currencies are likely to be exhausted within the next two to three 
months; expansionary financing of at least Rs.l,6SO million will be required 
by the Government (as compared to Rs.600 million in the budget), at a level of 
public development expenditures no higher in real terms than that achieved in 
1966/67. Second, West Pakistan must expect a sharp reduction in industrial 
activity, with all the attendant social unrest, unless the economy of East 
Pakistan is restored quickly, both as a market for West Pakistan's manufactures 
and an earner of exchange, and unless very substantial amounts of external 
assistance are committed soon. 

4. Despite differences in emphasis, a common theme ran through all the 
responses given to the presentations by the Pakistan delegation. Most 
generally this was that, understanding for the tremendous difficulties of 
resolving Pakistan's problems and willingness to help notwithstanding, there 
was at the present time no basis on which financial assistance could be given. 
Pakistan's present image in the world presented very strong political constraints, 
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\_ 
and there was no economic program to serve as t he framework for external 
assistance. It was up to the Government of Pakistan to remove these constraints 
by demonstrating, in terms of concrete action, that it was capable, by follow
ing the approach indicated, of achieving a political settlement that held out 
the promise of restoring political stability, and of undertaking the necessary 
economic reforms. 

5. MOre specifically, the discussions suggest the following scenario 
for normalizing relations between Paldstan and the ~nsortium: First, to 
overcome the political constraints, it would be essential that conditions con
ducive to restoring normal life be created in East Pru{istan; that the prospect 
of wide-spread famine in East Pakistan be averted by appropriate arrangements 
with the United Nations, possibly involving UN observers stationed in East 
Pakistan; that sufficient progress be made towards a political settlement to 
demonstrate the effectiveness of the Government's approach. Second, on the 
economic front, it would be essential that the Government, in consultation with 
the IMF and the Bank, work out a reform program - involving in particular the 
exchange and revenue systems, with the assurance of equitable treatment for 
East Pakistan being one of the prime objectives of these reforms - to serve 
as the basis for consideration by the Consortiwn of external assistance. 

6. Concretely, it was agreed between the Prucistan delegation and the I MF 
and the Bank that 

(a) a Fund mission, accompanied by Bank staff, would visit Isl&~abad 
as soon as practicable for a comprehensive review of the economic 
situation and discussions of an appropriate package of measures 
for the reform of the exchange system; 

(b) The Fund's mission would be preceded by a Bank mission, accompanied 
by Fund staff, to East Pakistan to assess the outlook for normaliza
tion of the economic situation and functioning of the provincial 
and local administration as well as the related balance of payments 
and fiscal outlook. Their findings are intended to assist the Fund 
mission in determining what an appropriate reform package would 
comprise and in judging the prospects for effective implementation 
of a package. 

The Fund mission will be led by Mr. Gunter, the Bank mission probably by 
Mr. Cargill. Subject to confirmation by the Government of Pakistan, the mission 
to East Pakistan will start its work about June 1 and the Fund will begin its 
discussions in Islamabad around June 10. Both missions may be able to complete 
their work by June 18 or 19. In this case, as the India Consortium will meet 
in Paris on June 17 and 18 and in view of the urgent need at that time for con
sultations, the Bank may want to convene a meeting of heads of delegations in 
Paris on or about June 20. 

MGBlobel :ad 
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Discussions 1·n th the United States Government 
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Annex I ----

1. During its visit to WashingGon, the Pakistan delegation met with 
President Nixon, Secretary Rogers , Mr. Kissinger, Mr . Hannah (AID Administrator) 
and 1-1r . HacDonald (Assis tant Administrator, AID, Near East and South Asia). 

2. According to oral reports we had on these meetings, the position of 
the US Government as presented to the Pakistan delegation may be summarized as 
follov.rs : 

(a) The Administration appreciates that Pakistan is beset by very serious 
political and economic problems and that the task of resolving 
them will be difficult. It is prepared to help financially. How·ever, 
at the moment the basis, on which such help might be given , does not 
exist. Constraints arising out of the political process in the United 
States do not now allo·w the Administration to act. Removal of those 
cons traints is crucial to the ability of the Administration to help. 
Although the Administration considers the East Pakistan problem an 
internal matter for the Pakistan Government to resolve, as a practical 
matter and if Pakistan needs help quickly, only positive steps by 
the Government of Pakistan, demonstrating its determination to seek 
a political, rather than a military, solution and significant progress 
to1vards its achievement, can clear the -r.·Jay . 

· (b) Furthermore, the Administration would have to consider any request 
for financial assistance in the context of an economic progr~n. 
It urged the Pakistan Government to seek the collaboration of the 
IMF' and the Bank in the preparation of such a program, as the US 
Goverment would be guided by the advice of these institutions . 
Moreover, the US Government Hould regard any help it might be able 
to give as a contribution to an international aid effort within 
the framework of the Consortium. 

(c) More specifically : 

(i) Mr. Hannah dealt extensively with the concern of the US Govern
ment about the prospect of widespread famine in East Pakistan. 
He said that in their vieYT the United Nations 1tras the appropriate 
agency for organizing an international relief effort and urged 
the Pakistan Government to seek arrangements with the United 
Nations that would assure public opinion that famine vrould be 
averted and donors that their contributions would serve their 
intended humanitarian purpose. He held out no hope for any 
discussions about other forms of aid, before this problem was 
resolved. 
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(ii) The Pakistan delegation pressed for early conclusion of an 
agreement on a commodity loan of US$70 nullion under this year's 
pledge. }~. MacDonald turned this request down, referring to 
the political constraints which had been explained to the dele
gation earlier as well as the absence of an economic program 
in the context of which such a request could be considered. 
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Annex II 

1. In his discussions 1dth Yr. ~chweitzer, Mr. M.M. Ahmad once 
again asked the IHF to consider an emergency drawing, arguing principally 
that such a drawing in the order of US $60 million vrould enable the Government 
to lift the suspension of service payments on certain external debts which 
was complicating the Government's relations with the Consortium countries . 
~tr. Schweitzer turned this request down on the grounds that the situation 
in Pakistan provided no basis for justifying a departure from normal Fund 
practices . 

2. He made it clear that use of the Fund's resources could be con-
sidered only after a mission had thoroughly reviewed the economic situation 
and outlook in Pakistan and in the context of an acceptable economic program 
which the Fund was satisfied could be put into effect by the Government in all 
of Pakistan . Mr. Schweitzer went on to explain the need, in this context , 
for a comprehensive review of the situation and outlook in East Pakistan. 
He said that it was their intention to have the Bank take the lead in con
ducting this review, although Fund staff would be associated with the Bank 
in this mission. Similarly, the FUnd's discussions in Islamabad about an 
appropriate exchange reform package would be held in close collaborati on 
with the Ban..l{. In view of 1-'lr. M.M. Ahmad's assessment of the situation 
in East Pakistan, he thought the discussions in Islrunabad might start about 
June 10 . On this basis, ass~~ing the mission reached agreement 1dth the 
Government by June 20, he would probably be able by the end of June to 
inform the Govern.i1lent of Pakistan of his reaction to the proposed reform 
package . 
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1. The discussions of the Pakistan delegation in the Bank centered 
mainly around Pakistan's relations with the ~nsortium, the steps the Government 
might take to create a climate conducive to normalization of relations with 
Consortium, and the role the Bank, as Chairman of the Consortium, might' play 
in this process. 

2. In his meeting 1-rith the delegation, Mr. NcNamara expressed the Bank's 
wish to be helpful. The Bank could, in his view, help most effectively by 
assisting Pakistan, in close collaboration with the Il~, in preparing an economic 
program for presentation to the Consortium as the basis for their consideration 
of Pakistan's need for external assistance. 

3. However, Mr. McNamara cautioned that an effective economic program, 
while undoubtedly a necessary condition for assistance from the Consortium, 
was not a sufficient condition. Indeed, as he saw the situation in Washington 
and other capitals, political constraints were the dontinant obstacle to any 
donor coming fort·lard with assistance. Irrespective of the merits of the case, 
this was the factual situation which the Government of Pakistan now faced. 
He urged the delegation during the remainder of their visit here and in Europe to 
try their utmost to comprehend the strength of the political constraints. Further
more, he emphasized that only the Government of Pakistan could remove these 
constraints, by demonstrating, through its actions over the next several weeks, 
that it was seeking a political, rather than a military solution to the problems 
of East Pakistan, and by moving to1-vards its achievement. 

4. In this context Mr. McN&~ara singled out the food situation in East 
Pakistan as a matter of very serious concern. He saw no possibility of moving 
towards normalizing Pakistan's relations with the Consortium until Consortium 
members were assured that every possible effort was being made to avert wide
spread famine in East Pakistan. Mr. McNamara went on to say that President 
Yahya 1 s reply to U Thant 1 s offer of United Nations assistance vras widely inter
preted as being intended to keep the UN out of East Pakistan and therefore had 
worsened, rather than improved the general climate. He urged }~. M.M. Ahmad 
in his discussions with U Thant on May 17 to pave the way for arrangements 1dth 
the llli that would provide the assurance that famine would be prevented in East 
Pakistan. 

5. As for direct relations between the Bank Group and Pakistan, the 
Pakistan delegation confirmed that debt service payments to the Bank Group 
were excluded from the 'moratorium' and would be made as usual, and that the 
Tiovernment had withdrawn the request, dated April 5, 1971, for relief under 
Section 4(c)(i) of Article IV of the Bank's Articles of Agreement. They accepted 
that, for the tL~e being, no new loans or credits were being made. 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
. ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I INTERNATIONAL FINANCE 

CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert McNamara 

Gregory B. Vat~ 
DATE: June 9, 1971 

Your Appointment with Dr. Nundl Islam - Noon, Friday, June 11, 1971 

1. I attach a c.v. for your information. I have deleted a six page 
list of 14 books, 34 articles and 16 international conferences. 

2. Dr. Islam is presently attached to the Economic Growth Center 
at Yale and is writing the "Memoirs of a Miscreant" regarding his 
experiences prior to the tragic effects of March 25. 

3. Dr. Islam was closely associated with Sheik Mujib and the Awami 
League. He was intimately involved in the constitutional negotiations and 
in all aspects of planning economic policy for the Awami League. 

4. I would expect him to emphasize to you inter alia (a) the importance 
of relief for refugees already in India as the only immediately available 

~non-politicar( means of getting food and medical supplies across the border 
into East Pakistan and (b) the dangers of aid givers trying to prevent a 
collapse of economic life in West Pakistan in the absence of a political 
settlement within Pakistan. 

5. I wish I could join your discussions, since I admire Dr. Islam and 
always learn from him. However, the signing of the Khanabad credit~as also 
been arranged with the Afghan Ambassador for noon Friday ~ ~ for ceremonial 
reasons I must give that priority. 

6. I believe you know that Dr. Islam is on Hollis Chenery's Economic 
Research Advisory Committee. 

President has seen 
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Nurul Isla rri 

Curriculum Vitae 

I 

Date of Birth: April 1, 1929 

Place of Birth: Pakistan 

Marital Status: Married - two children 

Academic Record 

B. A. Dacca University, Pakistan, 1949 -First Place in First Class 

M. A. Dacca University, Pakistan, 1950 -First Place in First Class 

M. A. Harvard University, U. S. A., 1953 -Grade "Excellent 11 in general examination~ 

Ph. D. Harvard University, U. S. A., 1955 -Grade 11 Excellent Minus" in special 
examination on thesis. Special field 
for Ph. D. - International Economics. 

Ph. D. Dissertation - "Studies in Foreign Capital and Economic Development" -
published as a book in 1960 by Charles Tuttle & Co. 
(Tokyo and Vermont, U. S. A.). The book has run into 
third edition since then. 

Nuffield Foundation Fellow (1958-59) in United Kingdom at 

(a) London School of Economics, C.,Jndun, England 

(b) Department of Applied Economics, Cambridge University, England 

Working on problems of mathematical ·programming and application 
of programming techniques to development planning, especially in 
international trade field. 

\:Ockefeller Fellow at Netherlands Economic Institute, Rotterdam, Holland, working 
with Professor J. Tinbergen during the last quarter of 1959. Working 
on the use of econometric models in development planning. 

ofessional Ex erience 

1. Reader in Economics, Dacca University, Pakistan, 1955-60. 

2. Professor in Economics, Dacca University, Pakistan, 1960-64. 

3. Chairman of the Department of Economics, Dacca University 1962-64 
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4. Taught International Trade and Development Economics in the post graduate 
classes, Dacca University, 1955-64. · 

5. Director, Pakistan Institute of Development Economics, Karachi, Pakistan, 
1964-71. Teaching an advanced course in International Trade and Development 
in the Training Programme of the Institute. 

6. · UNESCO Consultant in Paris, France, for three months in 1960 on 
the integration of the techniques of economic and educational 
planning. 

7. Consultant to the UN/ECAFE at Bangkok, Thailand, for six months 
(April-October 1963) on trade and development preparing papers 
for the ECAFE Working Party on Trade and Development held in 
September 1963. Specially prepared two papers (a) Regulation and 
Development of .Exports, and (b) Techniques of Foreign Exchange 
Budgeting; published in the ECAFE Bulletin, December 1963. 

8. Prepared a paper under Special Service Agreement with the FAO 
Commodities Division on .. Problems and Effects of Transition from 
the stage of Raw Material Production to that of Manufacturing or 
Processing of Raw Materials - a case study of jute, .. 1964. 

9. Member, Expert Group on Trade Liberalization in the ECAFE Region, 1964, 
Bangkok, Thailand .. 

10. Member, UNCTAD, Committee of Experts on Trade Expansion and 
Economic Cooperation among Developing Countries, 1966. 

£\,isiting Professor, Economic Development. Institute, International . (l.:./'- Bank for Reconstruction and Development, September 1967-March 1968, Washington 

12. Senior Research Associate, Economic Growth Center, Yale University, 
A.pril 1968 - December 1968. 

13. U. N. Visiting Professor on Economic Planning and Development, 
Warsaw School of Economics and Statistics, Warsaw, Poland, during 
first half of March 1968, at the invitation of the Warsaw School of 
Economics and Statistics. 

14. Member, Committee of Experts on Projections of Supply and Demand of 
Agricultural Commodities. FAO, Rome, March 1970. 

15. Visiting Lecturer, SEANZA, Central Banking Training Course, Manila, 
on Techniques of Plan Formulation and Implementation, at the invitation 
of the Central Bank of the Philippines, October 1970. 

! . 
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Government Assignments within Pakistan 

1. Member, Prices Commission, Government of Pakistan, 1960 

2. Member, Panel of Economists, Ministry of Finance, 
Government of Pakistan, 1962 

3. Member, Finance Commission (lst), Government of Pakistan, 1962 

4. Member, Industrial Advisory Council, Government of Pakistan, 1962 

s. Member, Finance Commission (2nd}, Government of Pakista·n, 1964 

6. Member, Advisory Panel of Economists for Fourth Five-Year Plan, 1970 

7. Member, Finance Committee of Government of Pakistan, 1970-71. 

8. Member, Commission on Taxation, Government of Pakistan, 1971 

9. Member, Expert Committee on Transfer of Resources between East 
and West Pakistan, 1971 .. 

\ . 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Leif E. Christoffersen 

R.A. Clar~ 

Mr. P.K. Basu 

DATE: July 14, 1971 

Mr. McNamara has agreed to see Mr. P.K. Basu at 6.30 p.m. on 
Friday July 16. As you may lmow, he is the son-in-law of G .L. Mehta. 

Mr. Basu has been in the United States for the past month as a 
visiting Professor of Economics at the University of Minnesota's 
Summer School. A ver,r good friend of Bill Di~ond 1 s, he has held 
ve~ high positions in both the public and private sectors in India 
and has a ver,r impressive record. Certainly, his experience is 
broad gauged and of potential interest to the Bank. He expressed 
keen interest in the Industrial Projects Department when it was 
established, but Mr. Fuchs did not have available the kind of senior 
position which Basu would reasonably expect. Moreover, he already 
had commitments outstanding to two senior Indian economists with a 
very similar background, who have since joined the staff. Mr. :F\l.chs 1 

vacancies are extremely limited and he does not feel he should take 
on another Indian unless his background is quite different from that 
of the two Indian economists he already has. To do so would also 
pose other problems (limitation of travel to India and Pakistan or 
to other areas where knowledge of French or Spanish is essential). 

In May 1971 Mr. Basu wrote Mr. Diamond referring to advertise
ments in India for the post of economist in the Industrial Projects 
Department. We did not ask India, or any other countr,r, to prospect 
for this vacancy in either 1970 or 1971, although job descriptions 
were included in the complete list given to our recruitment contacts. 
Mr. Fuchs' attitude remains the same. As for other possibilities, 
EDI is looking for a junior industrial economist for the position of 
lecturer. IFC has only one economist vacancy and is seeking to fill 
it from within the Bank. They do not, moreover, feel that he fits 
their particular needs. We do not yet lmow whether the Economics 
Department (Economics of Industr,r Division) will provide a fit. 

In addi ion to interviews with Mr. McNamara and Mr. Knapp, 
requested by Basu, we have arranged interviews with Mr. Fuchs, 
Mr. Mathew (in Diamond's absence) and Mr. Henderson. The fact is 
that openings for senior and experienced people of Mr. Basu 1s 
background are rare and we already have a number of Indians in 
this type of post. On the face of it Basu would be an attractive 
candidate for UNIDO but we do not know whether he has approached 
them. 

cc : Mr. J. Burke Knapp \dent as e 

F.G.STONE/R~A.CLARKE/vlr 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

I NTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Files 

DECLASS lED 
MAY 0 9 2013 

July 22, 1971 DATE: 

Gregory B. Votaw CONFIDENTIAL 
WBGARCIDVES 

Mr. McNamara's Meeting with Messrs. Hamidul Huq Chowdhury and ~1ahmood Ali 

The attached paragraphs were prepared jointly by Mr. Osman Ali 
and myself as a record of the meeting in Hr. McNamara's office on the 
afternoon of July 9, 1971. 

Attachment 

cc: Mr. Christoffersen (2) 
Mr. Blobel 
Mr. Shibusawa 

GBVotaw: jw 
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¥ i 
~j OFFICE MEJV\ORANDUM 

TO: Hr. S . Osman Ali DATE: August 12, 1971 

FROM: I.P.M. Cargill 

SUBJECT: Discussions between Mr. Cho-vrdhry and Mr. McNamara (July 9, 1971) 

1. I have read the minutes \·rhich you and Mr. Votaw prepared of 
these discussions. If ' l~. McNamara was understood to say that we had 
signed the sub-projects under the Cyclone Reconstruction Credit, he 
vras wrong. However, it would be a pity to allow this to distract us 
from the important and subst&'1ti ve point Mr. McNamara was making, namely, 
that in present circumstances the administration in East Pakistan does 
not appear to be in a position to execute projects. 

2. At the moment, of course, construction work seems to be at a 
very low level, if not at a standstill, on ·account of the monsoon. However, 
indications are that even before the monsoon started construction work 
had come to a virtual halt on practically all IDA projects. Since April l 
we have disbursed about $4.75 million on fourteen projects in East 
Pakistan, but except for payments to consultants disbursements have been 
in respect of equipment ordered, or civil '\-Torks done, prior to March 71. 
Further, we understand that quite a lot of equipment to be delivered after 
April l had to be diverted to ports outside of East Pakistan. When we 
visited East Pakistan in June we vrere able to see that almost all work 
on IDA projects had come to a halt. 

3. To state these facts is not criticism of the administration in 
East Pakistan. Given the dislocation of the transport sy stem and the 
priority be ing rightly given to distribution of food, it would be sur
prising if the facts were otherwise. Since in any event very little work, 
if any, can proceed until the next dry season, I concluded in June, amongst 
other things, that there was no point in signing a sub-project agreement 
until we had more assurance that the vrork could proceed. In early July, 
I sent Mr. Kuriyama ~ack to Dacca for a month and have asked him for a 
report on this matter which we expect shortly. 

cc Mr. McNamara 

IPMCargill/AHShibusawa:cmc 
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CONFIDENTIAL 

Mr. McNamara's Meeting with Messrs. Hamidul Huq Chowhury and Mahmood Ali 
July 9, 1971 

Messrs. Hamidul Huq Chowdhury and Mahmood Ali called on Mr. 
McNamara on July 9. Mr. Farooqi, of the Pakistan Embassy, accom
panied them. Mr. Osman Ali (Execuuive Director) was also present. 

Introducing Messrs. Chowdhury and Mahmood Ali, Mr. Farooqi ' 
said they had no official connection with the Government of Pakistan 
and were visiting several capitals as private citizens to clarify 
the current state of affairs in East Pakistan. 

Government had taken steps to revive economic activity. When 
he left the country on June 15, things were slowly returning to normal 
- this was just a matter of time - but much remained to be done, parti
cularly to restore communications which had been badly disrupted. Many 
transport vehicles had been taken across the border to India (1,500 from 
tea estates alone, which meant that tea could not move from field to 
factory), railway signalling equipment destroyed, bridges and roads 
damaged and boats sunk. He emphasized the urgency of the food distri
bution problem. Despite theft of foodgrains from government storage 
points, stocks were still adequate. Sugar was in ample supply but, 
as in the case of foodgrains, the difficulty was to move the supplies 
into retail markets. He then asked what the Bank was going to do for 
East Pakistan. In answer to a query, he confirmed that what he had in 
mind was emergency relief to be followed by reconstruction. 

Mr. McNamara commented that he had not understood from Pakistan 
sources that the situation was still so bad in respect of communications. 
He agreed with Mr. Chowdhury t hat the first step was to provide emergency 
relief. Such relief was not handled by the Bank. It was for this reason 
that he had urged Mr. M. M. Ahmad to see U Thant, which, no doubt, he 
would have done even without that urging, to line up international assis
tance. He was quite sure that there would be a wide response and that 
equipment, like trucks and so on, could also be quite easily supplied. 

Mr. Chowdhury said that, as regards reconstruction, he understood 
that the Government had given lists of immediate requirements to the U.N. 
and bilateral donors, like Germany, U.K., and the U.S. 

Mr. Chowdhury went on to say that there were many projects to be 
undertaken in East Pakistan, and asked if there were any holdups at either 
end. Mr. McNamara referred to the problem of slow disbursements and said 
that the Bank had ua pot of money" ready for disbursement but no requests 
for disbursements were coming through. He cited as examples the Tubewells 
and the Cyclone Rehabilitation Projects. He amplified his statement by 
saying that where projects had been approved, the Bank stood ready to 
finance them. He added the assurance that the Bank was still working on 
project preparation and appraisal for East Pakistan. 
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Mr. Chowdhury said he had seen in the newspapers, and heard 
rumors also, that nothing much would be done because of the political 
situation. Mr. McNamara, in reply, said that so far as the Bank was 
concerned, it was prevented by its Articles from bringing in political 
consider a tiona. He also thought there was some "verbal shorthand" in
volved here. What people in donor countries meant when they talked in 
these terms was that to put in capital equipment, they needed to see 
that this could be done physically, and that it would be used properly. 
In other words, the economic situation had to be right, and to achieve 
this might mean, in turn, politically settled conditions. He maintained 
that the only constraint that the Bank had was that it must be possible 
effectively to put capital into a stable economic milieu. 

Mr. Osman Ali pointed out at this stage that he had been told by 
the Bank staff that a sum of $200,000 for a livestock survey in West 
Pakistan was held up along with all other projects, although this one was 
not adversely affected by local economic conditions. Mr. McNamara said 
that he had no details on this particular project. 

Mr. Chowdhury said that there were many problems in East Pakistan 
to be tackled, including the question of flooding and irrigation. He 
thought it would be helpful if the Bank had somebody from East Pakistan 
on its staff who would have a better understanding of East Pakistan's 
requirements. Mr. McNamara replied that the Bank had a full division 
working on the problems of East Pakistan and he hoped that, if normalcy 
could be restored, hopefully soon, some of them, primarily in the field 
of agricultural development, could go forward. 

Mr. Chowdhury said that the Bank and others should not wait until 
things returned to normal or we would be caught in a vicious circle because 
normalcy could not be restored without aid. If full normalcy were restored 
by say August or September, the Bank must be in a position to act. Mr. 
McNamara said that he did not foresee such a vicious circle and that Pakis
tan could continue to draw on loans and credits committed earlier. 

Mr. Chowdhury emphasized again that, while he thought the situation 
would quickly return to normal, recent events had created new economic 
problems which urgently required external assistance. Mr. McNamara said 
that the Bank was planning for a quick resumption of lending as soon as 
development prospects permitted. Bilateral aid givers also were working 
on the same basis, so far as he knew. Mr. Chowdhury emphasized that Pakis
tan was a sovereign country and would not tolerate any outside recommenda
tions regarding a formula for political settlement. Mr. McNamara said he 
understood that and, as far as he knew, no outsiders had any particular 
formula in mind. 

There was a further brief discussion of Bank Group projects which 
it was agreed would be reviewed in the usual way to see how disbursements 
could be speeded up. 
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Pakistan: Your Meeting with Mr . 
Mr. Mahmood Ali 

DATE: July 8, 1971 

Hamidul Huq Chowdhury and 

1. An appointment has been arranged for you at 2.00 p .m. on Friday, 
July 9, to meet Mr. Hamidul Huq Chowdhury and l'.tr. Mabmood Ali . The meeting 
has been arranged at the request of the Pakistan Embass,y. 

2. These gentlemen are two of some half-dozen Bengalis who are currently 
touring the capitals of the world as emissaries of the Government of Pakistan. 
The stated purpose of their mission is to give an alternative account of the 
situation in East Pakistan and thus correct the allegedly false and exaggerated 
picture that has been portr~ed in the western press. 

3. Both men have had prominent political careers . Mr . Chowdhury, who 
is 68, was active in Bengali and Central Government (of India) affairs before 
1947, and immediately after Partition became a member of the Pakistan Con
stituent Assembly and of the East Bengal Legislative Assembly. He held the 
portfolio of Finance, Commerce, and Industries in the East Bengal Cabinet 
from 1947-49 . In the early 19.50 's his career was interrupted for a felv years 
after being found guilty of various charges of corruption, but he was soon 
active again and was Foreign Minister in the Central Government in 1955-56. 
In 1958, at the start of the ~b regime, he was barred from politics along 
with maqy other politicians . He has not sought public office since then, but 
has remained active in politics throug~ association with various parties 
(notably the Pakistan Democratic Party_/) and also through the medium of three 
newspapers of which he is the owner . He has also continued with his legal 
practice which is considered as probably the leading practice in East Pakistan . 

4. Mr. Chowdhury is said to be an extremely wealthy and cultivated person, 
with a charming and articulate manner. He has travelled widely in his private 
capacity and from 1948 to 1966 he led or was a member of the Pakistan Delega
tions to a number of international conferences and treaties . Three of his 
daughters have married members of the Pakistani Foreign Service and a fourth 
daughter is currently attending western College, Oxford, Ohio . 

5. Mr. Mahmood .Ali, who is 51, has been active in provincial politics 
since his student d~s although his primary concern has been in business. 
In the 1940's his politics were radical and left-wing, but since then he has 

!( The leader of this party, Mr. Nurul .Amin, was one of the two non-Awami 
League politicians elected in East Pakistan in the recent elections. 
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moved steadily to the right while the general trend of provincial politics has 
been to the left. In the 1950's he was for short periods a member 'of the 
Provincial Assembly, a member of the national Constituent Assembly, and a 
member of the East Pakistan Cabinet. Throughout his career he has been involved 
in the establishment and leadership of numerous political parties, most recently 
the Pakistan Democratic Party of which he is the senior vice-president~ 
Mr. Mahmood Ali was an unsuccessful candidate in the recent national elections. 

6. Both Mr. Chowdhury and Mr. Mahmood Ali have lost touch with the evolu-
tion of political sentiment in East Pakistan over the last 10-15 years. The 
Pakistan Democratic Party with which they are closely associated is generally 
and not too unfairly caricatured as a "party consisting only of leaders 11

• 

Neither is in ~ sense a Bengali nationalist, and each is known to harbor an 
intense personal feeling against Sheikh MUjibur Rahman. Nevertheless, 
Mr. Chowdhury 1 s newspapers have followed a relatively independent line. His 
newspaper. editorials have been consistently critical of the Awami League, but 
they were also critical of the Ayub Government; and over the years his paper 
has not failed to point out the economic disparities between East and est 
Pakistan. During the present crisis Mr. Chowdhury has publicly criticised 
the .Arr.rry "excesses", though both he and Mr. Ali have strongly defended the 
need to bring in the .Arr.rry • 

7. Before coming to Washington Messrs. Chowdhury and Ali have had 
meetings in Paris, Bonn, Geneva, and London. I believe that, broadly speaking, 
their approach has been to emphasise Indian involvement in the present crisis 
and the danger of disintegration of Pakistan and to try to play dow the 
refugee situation as well as the deep-seated political, economic, and cultural 
grievances of the Bengalis against west Pakistan. They have also argued that 
the Awami League is by no means the monolithic party it appears to be and that, 
were it not for the threat of assassination, many of the elected representatives 
to the National Assembly would have responded positively to President Yahya 1s 
recent appeals for cooperation from the East Wing. 

8. In their meeting with you I would expect them to take much the same 
line. In addition they might well appeal for fresh commitments of aid to 
Pakistan on the arguments that a deteriorating economy in west Pakistan would 
have serious political repercussions and that it will be the common man in 
East and West Pakistan who will suffer most if development activity is cur-
tailed. (In this connection it might be useful to point out that Pakistan ~ 
has drawn at least $80 million from the Bank Group in the last twelve months, 
almost as much as any other member country, and still has far more than 
$200 million to draw if it would implement agreed schemes. Some discrimination!) 

9. You may wish to explore the following questions at your meeting. 

(a) What in their opinion would constitute a feasible political 
settlement acceptable to both East and West Pakistan? What 



~ . 

Mr. Robert s. l-1cNamara - 3 - July 8, 1971 

do they think the expi7ts' constitution, mentioned in 
Yahya' s recent speech- , will look like? 

(b) If an accommodation cannot be reached in the relative~ near 
future, what do they see as the likely development of events? 
lv.ill there be an intensification of guerilla activities? 
"What will be the cost to the West Pakistan economy of a 
prolonged military operation in East Pakistan? 

(c) What is the nature and quantitative basis of their support 
in East Pakistan? In addition to their mandate from the 
President, to what extent do they consider themselves 
representatives of widely held views in East Pakistan too? 

10. For your easy reference, I am attaching a copy of the report of 
June 26, 1971, on Mr. Cargill's recent visit to Pakistan. This coP.Y does 
not incorporate editorial changes proposed by Mr. Knapp and has had no 
distribution. I also attach some patently biased biodata supplied by part 
of the Bangla Desh lob by. 

:Ehcs. 

cc. Messrs. J. Burke Knapp 
w. Clark 
L. Christoffersen 

NSSegal :ccs 

!( In brief, the President stated that the task of drawing up a constitution 
for the country, which should have been done by the elected National 
Assembly, had now been assigned by him to a "group of experts" of his own 
appointment. He expected that the constitution would be ready in "four 
months or so 11

• This constitution would provide the framework for the 
National Assembly and could be amended by the Assembly according to 
procedures laid down :in the constitution. There would be no fresh general 
elections. The Awami League remains banned, although representatives 
elected under the banner of this party who had not committed "anti-state ••• 
and anti-social activities" would be permitted to sit in the AssemblY in 
their individual capacities. In the meantime, Martial Law will remain 
operative. 

The general reaction to the speech in the western world has been one of 
disappointment. The President has made no real concessions to the Bengalis 
and his tough attitude to East Pakistan apparently remains the same. 
Already it is reported that the Mukti Fouj (the Bengali Liberation Ar.my) 
have damaged various power installations to declare their dissatisfaction 
with the President's intentions. 
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I. P. M. Ca.r6ill 

I. Introduction 

1. Tbe Ban.'lt and. Fund missions that jointly visited P3.1:istan frore 
June 1 to 19 have now returned. 'Ihey spent about ten days in East Pakistan 
to revi.e·.r the situation there. Subseqt:.cntly, they !novcd to Isla::-.abad for 
e.bout a week to report to. the Central Governr:ent on the situation in the 
East wing ~~i to discuss r,eneral issues of econo~ic policy. John Glli~ter 
of the Fund and I ~et with President Yabyn r~en on June 15, pri~arily to hear 
-w-hat he. hnd to sa.y about his intentions on the poli ticul front. On the 'Way 
back, I stopped in Pe.ris :for an infor.c:al meetin~ on June 21 with the u:erubers 
of the Consortium, which John G~"lter also attended. 

2. As you -...rill recall, ue agreed in !~ay, follo• .. ;ing J.!r . H. I·!. Ahr::8d' s 
vinit here, that the only ·r~asible course for un to tat.:e vas to give the 
Uovernr.:e:1t of Pa.1~istan t~e · chance of deRonstratinp: that ita a.pproac~ to 
dealing with the poli ti c:ll and econo::1ic problei:s conf:r·ontin~ the~ vas vorka.ble. 
As we saw it, in order to make it ponsible for the Consortium to 'resu.··ne aid 
to Pakistan, for purposes other thc.n relief on hun:nnitirian grounds, it vas 
essential for the Govern~ent: ·· 

(a} with respect to East Pakistan 

(b) 

(i) to create conditions conducive to restoring no~al life; 

(ii) to avert thG prospect of widespread famine by working out 
arrangementn ~·i th the United He.tions for the provision of 
relief; 

(iii) to tthcv concrete evidence of progress beinh rnade tova.rds 
a poli t:tcal Rettlement to mollif:r public opinion etc.; 

on the general cccno:nic front, to work out a reform progra..~-
involving in particular tee exchanGe and revenue Rystems, with the 
assurance of equitable treat1~:ent of .r~ast Pa.kiste.n beir...£ one of the 
pri~e objectives of these reforms--to serve as econor:1ic basis for 
consideration by the ConscrtiUI!l o! external assistance. 

It ~as the principal purpose of these nissions to assess tbe situation in 
Pakistan in rel~tion to the various obstacles as outlined ebova to the 
res~~ption of aid by the Consortium. 

II. Findin~s and Conclusions 

3. As dfjcussed in <leta.il in the mission's re~ort vhich is attached 
( Attacr.L.":1ent I), t!-1e si tuo.tion can Dot }"J OSs i bly -be dencribed as being anyvhere 
near normal now. Furtherrr.cre, it is (1i i'ficul t to discern in the present 

!( Not included. -.. 
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situation any basis for rupid pro~ress towards nor~ality. Econo~ic activity 
eenerally is at a very lo·" ebb. 7h~ int.eGrat~_nr, links of the econorr.y--cot:".r:erce 
a.nd the t'love:r:.ent of r,oods bet·· .. reen regior.s and sectors--have been severely dis·-

. rupted. As a rcsul t, the ec0no:;v has fo.llen apart into a ~~ul ti tude of 
isolated r.dni-econonies. In the circur::stances, industry, vhich is also 
sui'ferinr, fro~1 the C.isE'-.::;:!Je[lXance of n l~re:e p~t of its labor fcrc~, is at 
best operating at a fr~ction of its norr.~l level of ~ctivity; ~oreovcr, ~uch 
of what is beins produced roes into stcckn, and storaee cn.paci ty P.nd the plants' 
liquidity position ..,..·ill dcterr.::i'1c bo·..r lone; production can be kept f'Oing. l:.."'ven 
s~ricultural production bas been adversely affecteu as field activities have 
been disrurted; output of both rice and jute are e):pected to be si r.nificantly 
below nor~al levels. Follo~;ing the disa?pearance of two British tea planters, 
all expatriate personnel has been recalled. from the estates, nnd tea production, 
suffering in any event frot1 the inability to ~ove output to rr.arkets, has 
presurna-l;ly dropped to a very leVi· level. 

4. Economic recovery vill depend on the speed vi th which the intcr;rating 
links of the econo~ are restored. T.~is is in part a natter of reconstruction 
and reh~bilitation of physical facilities. The transport net~ork is the 
principal bottleneck here. Damage to bridges and conplete ais~ption of the 
co:rJ!'lunication system have reduced operations of t!-le ruib-tays, b~r far the largest 
carrier of eoods, to e fraction of their fo~er level . ?he vital rail li~~ 
between Chittagons, t~e ~in port for ir.ports, and Dacca and other points ~orth 
e~e still out of co~~ission. Critical parts of the rail network. in the ~antern 
and ¥iestern extrer.1es of th~ Provinces ure hir;hl:-,r vulnerable to insurp-ent activity. 
In the circt.n:lste...nces, the railva.ys cannot be counted on .to opere.t~ E.nyvhere near 
nor:~al levels for so!:le ti~e to co!:"le. It is difficult to see hov the ot1:e~ f:jOdes 
of transport could offset the lees of ra.il'\oray carrying capacity.. Efforts e..re 
bein~ ~~de to increase the fleet . of coastal vesseia {in ' present circln~ntnnces 
the only mee.ns of noving eoocls out of Chi ttagong) , but hP.ndling capacity at 
either P.Dd will i~ose li~its on the extent to which this is feasible. Country 
boats are still hardly to be neen. The truck fleet has been severely reduced 
by r.tovemcnt into India and corr:r.1andeerint; by the f.rrrr:.r; destruction of bridp.:es and 
culverts i mpede s hiGhway traffic. In any event, road transpo1~ is severely 
handicapped during the oonsoon season. 

I 

I 5. Furthen:-.ore, if wid~spread famine is to be avoided, the trannpo~ 
system, with its wuch reduced co:ryinr: capacity, will have to handle movements 
of food grains very considerably nbove nornal levels, because -only very s~all 
quanti ties have been moved since early !,~arch nnd the Province's food deficit 
this year is expected to be larger thr~ usual. In brief 9 it is difficult :to 
see the transport system be:i.ng able over the next several r.:onths to provide 
more than a. verJ linited basis for re-integrating the econor~. 

6. ~be other area of major physical destination is market places. ;These. 
too, will have to be rebuilt if the economy is 't<).fUnction normally. Reconstruc
tion itself vill probably not pose insuperable problens, althou__~h little J 

building activity usually tru:es place during the ~onsoon season. Lack ol 
fundo for rebuildinr. and re-stocking will probably be the main problem. 1 

I 
I 

1. Apart from pr..ysical destruct :ton, the other 'Principal cause of the 
disintegration of the econoEy--and in the medium term the ~ore important--is 

•. 
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the ps:rc11olop:ical f'act of ;.;i :l~sprea.d fce.r. People are still lg.r~o"':elr absent 
fr01J places where thc:r fe~l prysically exposed to the Arr~y--tbe ~o,m£, areas 
a.rour:d e.rcy po3ts, er..d ar~as alone: tbe 'borc!.er. ~lerchants are e.frn.id to r1ove' 
thro~~~ t~e cou~tryside. In the eenerLl atcoophere of ~~certainty and in
security, banks are relucts.nt to provide credit. Certr~in fields of econo1::ic 
activity have suffered se".te:rely fro::t the lur~c-scale exodu3 ncross t~:e border, 
incluiing ir: particular Eindus . Al t~iouz,h a la.r{3e percenta.~e of govcrn!:K:nt 
et'1ployc~s have returned to their offices in Dacca s.nd elsewhere, the adr:inis
tration io not f~~ctionin~ because there is very little contact bet~een the 
various layers o:" tr_e ad:~i.nistration (-particularly bet-ween ·De.cca and ot.her 
parts of the Frovi!1ce, a.nd bet;.;een the various co~-ponent parts of o.d:-::inistration 
vithin the district); because officers in Dacca heve not seen the situation in 
the re~t o~ th~ Province ar.d district and thana officers have not ventured out 
of their o:ffices, people a.rc a:'raicl to hn.ve anythinG to do with p;overn:11ent; 
a.nd becauue the emphasis of the :-!a.r~ie..l Lo.-J Arlrrd.nistration is on • return to 
norn:alcy' so that '\<lhe.t a.ill::inistration there is takes place on n plane that 
h~s little to do with reality. 

8. In conclu51on, even vith the best of efforts, full economic recovery 
is me.ny months a".;ay and pro~ress towardn success vill be 13lO'tl because of t~1e 
physical destruction that h~g taken plo.ce and beca~se the los~ of production, 
that cannot be recouped, coupled with the withdraw-al of' liquidity throue;h de
r.lonetization, vrill keep purchasing pm.rer r.mch belolr the nornal level, little 
as that ¥as. However, it is also clear the~t what pror:ress rr.a:r ot'her1rise 
be possible vlll be retarded severely ~~less the present 'all-pervasive fear 
is re~~ved fron the scene. 

' 9. In contrast to the general situation in E~st Fakistun, con£iderable 
pror::;ress a~)pears to have been I:Jr.~de in the United nat ions' ne~otio.tions with 
the Goverr .. "':'lcnt of Pul~i stan on arro.nre!:1ents for the prov5.sion of relief. llhen 
I met wi t1~ ! ·~r. Tsn.s.t K. tte.ni in l'acca he expressed hir:self se.tisfieC: .. •,.;i th the 
e.greer::ent he ::a<.l reached :Ln Islamo.bad, o.lthoue:h he cautioned thn.t of course 
much reflained. to be done to trr:.nslo.te the 1:w.nic n[(ree~ent into -worl.;:able 
arran~ements on the ground. ~e SecretarJ General's ~crsonal representative 
has been in Dacca since Jun~ 7, together with representatives of U~IICEF un,C: 
vlFP. I understand that he has recently sent to Hew York u procrrun for the 
deployr~ent in East Pakistan of a. staff of 100. I do not kno':-r -;.rh3.t the sta.tua 

I 

of this prot,Ta::l is, but obYiously -we she-ll have to watch further develop~epts 
carefully, Separately, USAID has xaade available lJS~: l. 0 million t o })ay fo'r 
the charter of co2.stal vessel~ and crevs to r.r;ove foo1 to the cyclone G.is:.1s:ter 
areas, a...TJ.d invi tn.t ions to bid have gone out. USAID is considering si milar. 
assistance for shipping foo1 into otht;!r parts of the Province. I 

10. Finally, my meetinp: with President Ya.hya Khan gave 1:e little ground 
for beine optir:listic t!1at the Goverru:.ent will within the very ne3.r future ; 
undertaJ:e major new poll tical ini tiati v~s that would be effective :f.n over-1 
corninz the opposition in Consortium coli!ltries to ne·.r aia bein.; ci ven to / 
Pakistan. ll.y SU£gcstion th3.t the Central Goverr.a1:1cnt :place n co:-L"?etent hfgh 
level official in Dacca to serve as the hee..d of the civil acL"llnistr~tion ,and 

I 
insulate it ar,ainst the militf~J, was receivec favorably, P~d sor.:~thing along 
these lines may be done. However., beyond that the discu~nion vas qaite ~1satis
factorJ. Yahya. YJ1an reacted anerily at the slightest nugget>t ion that ir:prove~ent 
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in t h e cllr:ate for Rid. de!"'ended essenti~.ll:t on the Governr;ent 's actions. 
E~ obviously listened vith cl:i.sbelie:' to 1r:y report about the situation in 
gast Pal{is"tan. He rei tere.ted his intention to transfer political po-wer 
to p~ovincial assen~lics in ~nst nnd West Pa~i stan, but said nothins new, 
exc,..pt that he \/ould nnnou.'1ce d(~tails , s.lon.~ the lines of his presn con
ference on l·!ay 2ll, in a speech to the liation on Ju!1e 23. He shall have 
to see ~·rhat that speech says, but I must confess th n:t X n...-rn hir;hly skeptical 
that anytl:.ing \:ill er.crr.e tbat ;;ill berdn to turn pu:-Jlic opinion abroad. 
Indeed, it is q_ui te concei vnblc th~t it 1-ri::!_l be so hedged with respect to 
Es..st Fakistan thnt it "-'il l h:::.ve the oppo3 i te effect. reyond t!'utt, of course, 
looi!l vcr:r considera-:Jle doubts thG.t prorrens to\fa.rds a. 1;oli tical solution is 
possi blc .. ..;i thin the present context, at the Center as ";.;ell a.s in East 
Pakinto.n. 

General InRues of Economic Folic~ 

11. Discuscions on eencral issues of econo~ic policy vere held in 
Isle.rr.abnd under the l eadership of the Fund, al th~u("h there was ver-J close 
cooperation \fi th the Bank tee.ra and the working r:roup on fiscal policy and 
the budget for 1971/72 vas headed hy , ~r. Blobel. 1.'he principal purpose of 
these discussions vas to explo:r-e hov· far the Pal~istani uuthori ties were 
prepared to go in devis ing an econonic re forr.;-: pro~ra:.J appropriate to present 
circu.~:stances, incluc!.inr. i.n yarticulnr the direct and indirect ir.1plice.tions 
of the situation in :...:as t PakistD..rl. Tile hope ,.ras the.t 1 t would be· -possible 
to ,,~ark out a. reali sti c pro1~r~ of su: ... ficient stren:::th t o. serve as : th~ ba5i s 
for preli'!:!inn.ry d.ise;ussions \:ith the Conso~·tiur.. a:;ainst the ti:r~e \lnen consider
atio:1s ot1:cr than econor.ic ones "..rould no lon r:cr stand.. in the -way of bilateral 
aid to PAl:istan , and for a Fund ntand-'uy credit, possibly sor:1cvhat in advance 
of the actual resu~pt ion of aid. 

12. As was to be eA.--pected, the greate nt difficulty in these discussions 
lny in reachin~ a cor-r.:on vieu on the general econo!l:ic context vi thin "Which 

' the econor.d c refor:r. progr~--n vould have to be formulnted . The Fa.Jtistan 
·., authorities were obviously procee.iine: on the a.ssu!:'lption that in East Pakistan 

. the econoc:y, includin~ foreir.n tro.de, vould function norr!:all:r fron the second 

. quarter of t he next fi sce..l yen.r ·oe:?,inning July 1, 1971; that \~est Pakistan': a 
ccono;rzy- would o:perute at a very h:i.L;.h level o f a.cti vi ty 'tecause tr.e econoniq 

· si tuP.tion in the East -wing vroul l!. no loneer affect 1 t ndversely to any significant 
extent e.nd that sufficier.t aid ( includinp: us~ of the '?und stand-by) vould be 
available to meet nor:r.al need.c, ,,~~ ile all extraordin2.ry aid requiref:je nts (for 
food, for rehabilitation and reconstruction in East Pakistan ) would be met by 
additional aid. 'Ibus, they had in Liind a rather modest reforn prOfT~. Their 
propos9.l of the exche.nge systel!l. w~s essentially the sru:;e as that vorked out 
last year, although at a sone\-lhat 1~ore depreciated official rate o f exchange. 
As regards the budGet, cou.~tinG on a 10 percent increase in central t ax I 
revenues at existing rates and a 50 percent rise in provincial revenues in / 
East ?akir.>tan, they propone d to raise e.ddi tional revenues of Rs. 750 rrd.lli9n 
(equivalent to about 6 percent of total pres~nt reven~e) through nev reve~~~ 
measures. 1'hey expected, ho"revcr ~ despi t,e these r.:.easu.res, to l::.ave about / 
-Rs. 700 r.~illion less in rupee r('sources availublc for pu'l.Jli c developr.1ent 1 

expenditures, partly beC2..U3e the f.l7:".0U.'1t bucl :~~ted for defense is fls • 400 
million higher .than the original estimate for 1970/71. 

\ 
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13. On our ni de, we C!3ti::-::ate1 that, in the econo:1ic situation as 
·.rc sa\! it develor ·ove r the ne xt :le?_r, the Governrnent '\-:-ould collect -perhaps 
as much a s Rs. 1,000 ~illio~ l 2ss in revenues than the y had projected, 
nuch of it goin£S to reduce t·ne resource::; evailable to East Fakist-e.n. We 
therefore caJne to the vie~1 that substantia l additional revenue !'.ca.sures 
( ir.cluiin6 reductions in subsidic3, tax e.:CT:'ll)tions, etc.) would te required, 
1Jot1'. to increase the resource: ;.:, e.v~ilable to the Goverm-:.ent, particularly in 
i.ast Pak istan, a.nd to Enke a si ~~ificant 1x~.r.:innint. vi th genuine fiscal 
reforr:1s. \-le also considered es s ential ~.ajor ~odificutions in the exchange 
rcfo!'~ e.s vorl:ed ou-t lc.st year, r:·a'!"tly ·oecnuse the enrlier proposal. contained 
serious t...ref'.knesse::> ~ partly because since that tir::e th~ econon:;ic context, in 
'Hhich the s:rste!!l ,;ould. opera-te, had deteriol"ated considerably, including 
the pro~pects for external assistance other than food aid. 

14. When the last me~bers of the Bank ~ission left on June 18 to pre-
pare for the Consortiu.~ meetint; in Paris., the vievn about the contents o f an 
~ppropriate refor::l package were still al~ out as far e. part as they could be. 
By th,-; tii!le th~ FuDd n:iasion left two do.ys later, they had I!lB.naccd to obtain 
from the Goverrn:'!ent of Pakistan a draft letter of intent. Its contents, rli th 
rt:··spect to both exchant;e and fiscal policy, clearly int!icate that the Governncnt 
is not at this point prepared to underte.J::e the kind of thoro~h-t:oing refor:1 
program that would be required to J1U11 P3J.:ista.n out of the present difficult 
econc::·1ic situation n3 vell as the protr~:.ct~d state of nee.r-sts.E:1Ption of its 
clevelopr.:ent effort, and that v.ould proviG.c a. strong economic c2.se for external 
assistance. As it is, the di f i'ie!ultien o-f: the situation H.re ver-y.largely 
ob~cured by the ns s:u:-!ntion that ? akista:-1 '1-d.ll recci ve vpry consj_dernbly nore 
aid in 1971/72 th~~ it did in recent years. · 

III. The Consorti~ !~~ee~ 

15. At the Consortiuo rcetinc I r2ported briefly on the situation in 
East Pakistan as w~ had four1d it, a.nd Er. Gunter presented the r:uin features 

·, of t~e economic reforT.1 pacl:r.~c cont&ined in the draft letter of intent. The 
I uiscussion that follo,rcd c.cr.tcrcd a.roUJ1d the present r:o:>i tion of !:1ember 
. countries on new aid to Pakistt->~n. Pnkintnn' s unilateral suspens:i.on of service 
paymentn, ,or part of its externe.l debt Tf\-as also discussed briefly. 

16. Attached is the sta.te~ent by the Canadian c!~lep:ation \lhich most 
· succinctly states the views expressed by everybody (Attachnent II). Thus, 
the ne~bers of the Consorti un \>rere U..'1an12lous in the vie"' that, except for 1 

food nid to East Pakistan for huno.nitarinn purposes, they vere r.ot prepared 
for the present to consider providing ne~1 o.id to Pal:istan!l because: 

(a,) 

(b) 

public and parlia=.entary opinion ue-re stron~ly opposed to aiding! 
Pakistan in present circumstanceo; j 

necessar.t reformn. , . 

even limited res~lption of aid was likely to be misinterpreted T 
the powers that be in Pakistan nnd therefore further delay the 

------------------ I 

1/ Everybody, however is contir.uing to disburse ~ain5t existinr, co~itmcnts. 
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/.t the £H'1!:e ti~e, ho~.rc·ver, 1 t "'.raG clear thn.t no:0ody· looY..ed to co-:-:1~lete 

restoration of norr:.r-:li ty in I:ust Pn.~':.istan and. to·.;a.rcn full transfer of 
political rc~;er to elected pro~1inc ial fl..sse:-:blies as p~e-condi tions to ne'\1 
lendin?. \lhat was esDent.:.al \lG.S "',risi1le p:r-o r;:: ress to>;cJ.r<ls these objectives 
vi:lich w·erc ii1 accord vi th the Go [f~rru::.ent' D o· rn a.'!nounced intentions. In 
this connection, the dcle .~ate for the United 1··:inpdom ux~cd that all 
Consortiw:1 Govcrnr.-:ents seek every possible op·portuni ty for making this 
J)OS i tiort clear to tl1e Governr.1ent of Paltistan. '· 

17. Sor:c f1e!':bers, notably J2.pan and the ~~etherlanns., asked '\·Thether 
sorr.e atten:pt should not be made 1,o . .; to substitute an ap:rc~d. noratori U!!l 

for · the present l.ll11latert:..l. suspcnnion by PuJ:intan w-hicl1 contained serious 
iniquities and in its prene-:.1t forr1 caused so::1e r~embers considerable difficulty. 
In tte c:1d, it was a~recd that B .. ny L!ove in t l.ds directior. s ould be deferred 
to the tir:;e when it could be dealt \:i th as part of the ;:-eneral question of 
aid to Fal~istan. 

18. I concluded the meetinr, 1)y sa.yine that in rrr;r vie~., a full r.:eeting of 
the Consortiu..~ in July, as ori t;inally planneC., 1:1ould :1ot serve a:1y uzeful 
purpose, but that a. meeting n:i c~-tt be possible in September /October~ I said 
further tha.t in the nc<:>-ntitr~ ve would keep th~ dialo:-;.ue vii th Pa}:istan going 
and in p~rticula.r would e.tte:c-tpt to reach arreer:ent vi th the Gove::-n~ent of 

. Pakistan on a. realistic progror.. of economic rcfort1. This was agreed. 

IV. Future Course of Action 
I • . 

19. In order to continue the dialogue o.nd, if pos3:tble , ac!1i~ve 
proeress during the next two to three _months, I suggest tlat we co the 
folloving: 

(a.) In the first instance, you vrri te to President Ynhya. Khan, 
o~sentially to reiter~te the need on the Govern~ent's part to 
create ccn'li tions in Pa~-:istan that \Tould overcome the present • 
very strong op:p~sition of public and parlia:::ento..ry opinion 
abroad to aid beine g iven to Pal:istan. I propone that a copy 
.of our report on East Pa1-:;.istan be attached to this letter. 

(b) Sinultaneounly, I write to t·~Uzaffar Ahmad, re:r:orting on the 
Consortiur;1 r.1~eting on June 21 and outlinin;r in sor~e detail the 
kind of refor.:1 pro£:r8n that " .. ould, in our vi ~!w- , be req_uired both 
to deal effectively ·uith Pakistan's econor-Jic ])roble~s and to 
provide a strong econo~ic case for aiJ. 

(c) CFv-er the next several vreeks, lre "~ould, in clcne consultation with 
the TI,1F, work out in d~to.il the eccnor~ic context in which the 
econonic reforn progrn::1 should be forr:~ulated and the contents 
of such a pro[!ra.m . \{e 1-rould furt1: er refine our esti!!!atcs of 
the B..r!lOlh'1t of new e.id r (:(1uired in order to keep West Pakistan's 
econo!:ly r;oinf, at a rcasonr.:..ble level a.nd to -provide for E.a.st 
Po.1~ista.Tl' s needs . Fin(.'..Jly, we \-lould \Tor};. out a possible debt 
relief schcr.:~e for the full year 1971/72 that ':<ould be sub
stituted for the pren ~nt unilateral suspension of sone service 
payr.ents. 
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(d) Up en co:1plct ion, t!1e st u d.i c !I outlir..cd uncl~r (c) 'l..:ould be sent to 
the Go~-1ern.r:1ent of PoJ~istan to serve as the basis for :further 
discuss ions n.s vell az, at lenst in part, to the menbers of the 
Consortium for a!lY co~ents they n:ieht he.vc. 

I • ... 



ATTACHMENT II 

- 22 -

Mr. F~ Chambers (Canada) 

'rhank you, Hr. Chairman. I would like to take this opportunity to 
thank yourself and your colleagues, in particular ¥.u-. Gunter, for bringing us 
up to date on the conditions in Pakistan. I must confess that they are not 
as encouraging as one might have liked after your return. I am quite impressed 
with the amount of work which both the Fund and the Bank have done on the ' 
balance of payments and resource requirements for Pakistan as they see it .at 
this moment. It seems quite clear that much technical progress has been made , 
at least on the short-term balance of payments situation. Nevertheless, I 
cannot help but feel that the main question is not confined to a question of 
meeting the technical requirements for Fund support and perhaps even for ,con
tinuation of Bank support. I think the factors which will determine the ·action 
of governments at least, and I am sure of the Canadian Government, are not 
limited to questions of appropriate financial and fiscal m3asures, although 
this is certainly one of the conditions. The difficulties in the Sub-continent 
are of great concern to the Canadian public and the Capadian Goverrunent! and 
as a result our freedom of action is not entirely unrestricted. We hav~ 
divided this question, at least conceptual~, into thr~e parts. The first is 
the question of support for Pakistani refugees in India; the second is ,the 
question of continuing or re-establishing normal aid flows to Pakistan; : and 
the third one is the question of relief in its purest sense for East Pakistan. 
I've already indicated in the meeting of the Indian Consortium what we have 
been 1-1illing to do for the refugees :i.n India, and that 1-1e hope to be able to 
do more in due course. But as serious as the problem. in India is, the question 
of assistance for Pakistan itself is a much more di.fficult one. The Canadian 
Government has given some considerable thought to this question, md although 
our position is not yet f:inal, a number of central points seem to be emerging 
at this time. In the light of the difficulties m Pakistan, the Canadian · 
Government has not yet determined the level of assistance it is prepared to 
make available to Pakistan :in the current year. But 1ve would be prepared to 
participate in the program, along with other donors, .provided the following 
general conditions were met: 

(a) Since Canadian aid is provided only to countries which 
are in a position to make effective use of the funds, a clear 
requirement for the resumption of CMadian aid activity would 
be a viable and effective government, capable of providing 
an enviro1~ent for orderly development; 

(b) To this end, efforts should be 1nade to establish a form 
of government in Pakistan having the confidence of the people, 
and a less obvious role for the military and greater civilian 
participation. Since the maintenance of security and stabili t'IJ 
in East Pakistan may require some milita1~ presence, a complete 
withdrawal of militar,y forces is not a necessa1~ condition at 
this tline, but a minimal role for the military would appear to 
be desirable. 

I 
I· 
I. 

·I 
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(c) The Goverrunent of Pakista.1'1. should be making efforts to 
repatriate refugees back into East Pakistan, and the political 
and economic environment there must be such as to allow them 
to return without fear, and programs for their rehabilitation 
and reintegration into East Pakistan should receive a high 
priority. I might say, Mr. Chairman, that this is a condition , 
on which our authorities attach a considerable degree of 
importance, because it would be quite impossible to have a 
sort of a permanent refugee problem established in that par
ticular area. 

(d) The Govern.ment of Pakistan must present a program for re- , 
habilitation a..~d the establishment of development that at leas-t;,: 
:in broad outline will: 

I • •. 
i) restructure its priori ties to take acc.onnt of the impact 

on the economy of the recent troubl~s; · ! 

ii) outline an appropriate division of resources for dev~~op-
ment between the two parts of Palcistan; ,; 

, 
I 

iii) take serious steps to conduct economic and financial ' · 
policies in a manner which would alle¥iate its current 
debt servicing problem. ' · 

(e) Finally, in a general sense, Pakistan should be seen' to 
be acting within the community of nations in a manner which VPuld 
be acceptable to the donor countries of the Consortium. Cru1ada 
would only be prepared to resume aid activity in close cooperation 
with other Consortimn members and members of the United Nations. 

These are the major conditions as we see them at the moment for 
re-establishment of the main aid flows to Pakistan. There is still the 
question of emergency relief assistance to East Pakistan itself. I find 
it extremely difficult to define whether and at VThat point emergency assist
ance 1rould start to affect the general pressure on resource flows in Pakistan, 
and thus negate the efforts of the conditions for re-establish~ent of the 
main assistance program. Nevertheless, I think the Canadian Government "t·lOUld 
want to reserve some scope for emergency assistance to East Pakistan, but it 
would have to be provided under effective supervision of some acceptable 
international or ganization or agency. I would like to emphasize again, 
Hr. Chairman, that this is still somewhat in the nature of provisional 
thinking. This will continue to be re-assessed and will have to be re
assessed again after this meeting, but that is by and large the way the pic
ture appears at the moment. Thank you very much. 

,, 
I l 
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~ '"'j -: - - --~f v-----et:" 
Dr . ." Sajjed Hossai n served the .Ayub Khan regine by par ticipa ting in a t temp ts 1 

to s uppress the autono:;1y of Benga li uni versities. To this end'· t he Uni ver s i ty 
Ord inance Ac t o f 1959 was fornrulat ed . This ac t would have curbed acad emic 
fr e ed om by bringi ng the university nore t i ghtly under control of the army. 
In 1969, Dr . Hoss a i n tvas r ewarded fo r h i s l oyal ty 'tvi th the Vice-Chancellorship 
of Ra j shah i Uni vers ity . His ap?ointment en countered wi despread opposi~ion 

f rom the f a culty and students, but their s entiments were overridden by 
martial l m.; authoriti es . 

Hamidul Huq Chowdhur y h as never won an ele c t ion and has never had a 
constituency of his own. Rather, he was 2.pp oin ted to the Hus lim League 
Cabinet in 1949, even though he \v as not a memb e r of the Legislative Assembly, 
Because of corruption and mis approp riation of public funds, he was the 
first to be dismissed u nde·r the Pub lic Repres entative Offices Disqualification 
Act in . 1951. Since then he has occupied a number of positions in legislative 
bodi·es·

1 
but not because he was p opularly elected, 

Kazi , Din Hohammad is currently cha irman of the department of Bengali at the 
University of Dacca. He collaborated 'tvi th the Ayub regime in its campaign 
to suppress the Bengali l anguage and culture in East Pakistan, The program 
was aimed partially at r emoving all courses on Tagore at universities and 
colleges, banning all writings and books on Tagore, and banning all songs by 
Tagore from the programs of Radio Pakistan. This campaign was strongly 
resisted in East Pakis tan and \vas finally withdrawn because of the popular 
opposition it encounter ed. Thereafter Mr. Hohammad was ostracized by all 
literary and cultural societies in Dacca~ 

Justice Nur ul ,Is l am \vas a relative ly undistinguished la~;vyer in Dacca before 
being appointed~the High Cour t of East Pakistan, His appointment came 
not as a result of hi s popularity in the East but as a result of his political 
support by the Hes t. As a student he \vas active in local Mus lim League 
politics. More recen t ly he has s e rved on the Executive Comrr.ittee of the 
Dacca Muslim League, The Muslim League, which has its base in West Pakistan, 
has never h a d popular support in East Pakistan. It is solidly opposed to 
the Awami League, 

'£r. ,Moh~~~, professor of history at Dacca University, has the reputation 
of a staunch conser-vative, He is identified with extreme religious ideology. ~ 

During his . tenure as pr octor at Dacca University, he served as an informer to 
the Ayub regime, reporting on the political activities of students and 
professors, 

'--.:.Be gum,·Akh tar,'S-ulaiman is the daughter of the late Bengali politician Sun.rardy, 
who. founded the A"tvami League, She is, ho'tvever, a totally unknown figure 

./ 

in Bengal. She has never lived in East Bengal, is married to a \.Jest Pakistani, 
has never b e en politica lly active, and does not speak Bengali. · she was recently 
s ~nt by Yahya Khan to recruit ele cted members of the Awami League ' to form a 
Quisling administration in East Bengal, She has failed so far. 

' Mahmud<Ali ran as a member of the People 1 s Democratic Party in the recent 
e\ection and lost to the representative of the Awarni League, Mr. Ali lost 
the support of his constituency in Sylhet a fter his attack on Maulana 
Bhashani and his .collaboration \vith West Pakistani landlords • such as 
Nawabzada Nasrullah, of the P.D.P, In the ~lection, he came in a poor 
fourth~ with 15,628 votes against the winner's 53,749 votes. 

I 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I INTERNATIONAL FINANCE 

CORPORA T1 ON 

OFFICE MEMORANDUM 
TO: Records DATE: October 5, 1971 

FROM: Michael H. Wiehen CONFIDENT s .. _; ~ m 
MAY 0 ~ 20·{3 

WBG ARCHIVES 

SUBJECT: .Annual Meeting 1971: Meeting of Pakistan 
Delegation with Mr. McNamara 

. . 

1. A meeting of the Pakistan Delegation with Mr. McNamara took place 
on Wednesday, September 29, 1971, at 8:30 a.m. in the Sheraton Park Hotel. 
The Pakistan Delegation comprised: 

Mr. S. U. Durrani, Governor, State Bank of Pakistan 
Mr. Aziz Ali F. Muhammed, Adviser, Ministry of Finance 
Mr. ·M. Syeduzzaman, Joint Secretary, Ministry of Finance 
Mr. s. Osman Ali, Executive Director, IBRD 
Mr. A. R. Bashir, Economic Minister, Pakistan Embassy. 

Also present: Messrs. J. Burke Knapp, I.P.M. Cargill, G.B. Votaw, M.G. Blobel, 
D.L. Gordon, and M.H. Wiehen. 

2. Mr. Durrani opened the meeting by expressing his regret that 
Mr. M.M. Ahmed was not able to attend the .Annual Meeting as he had planned to do. 
Mr. McNamara asked Mr. Durrani to transmit his best wishes for a speedy recovery 
to Mr. M.M. Ahmed. 

3. Thereafter Mr. Durrani, with reference to the Bank's June 1971 
report on East Pakistan, said his Government would like to know what precau
tions the Bank had taken to assure that its reports would in future not be 
available to those for whom they were not intended. The question remained un
answered. 

4. Mr. Durrani then briefly described the present political and economic 
situation in Pakistan, with the following major points: The general amnesty 
declared for participants in East Pakistan's disturbances has partially restored 
confidence. A new constitution was about to be announced; it would be presented 
to the National Assembly after the by-elections which are necessary to fill 
vacant seats in East Pakistan. The by-elections would now, after a brief post
ponement, be held in late December; and the National Assembly would convene 
early next year. The appointment of Dr. Malik as the head of a civilian 
government in East Pakistan was a big step forward. 

5. Regarding the economic situation, Mr. Durrani first summarized the 
findings of a State Bank report on East Pakistan that was prepared last August 
(and of which he had earlier given copies to the Bank staff). He highlighted 
the situation of the jute sector; while movement of jute at all levels had 
been completely disrupted, the very special efforts of the Government in this 
field had been successful, and jute was moving again in satisfactory volumes 
(during July exports reached 75 percent of July 1970 levels). All commercial 
bank branches (except for 9 in border areas) have been reopened, special bank 
booths have been set up in jute collection areas, and in some regions cash would 
be flown in by helicopter every day if necessary. Industrial activity has 
reached high levels, and production was about 65 to 75 percent of normal. 
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Foodgrains are reaching Chittagong in sufficient volume, and arrangements for 
movement up-count~ are well in hand. The recent monsoon floods had caused 
considerable damage (value of foodgrains destroyed about $50 million, other 
property damage about $60 million), about 6.5 million people had been affected 
by the floods, and consequently imports of foodgrains into East Pakistan would 
have to be increased to 2.5 million tons in FY 1972. Ave~ large public sector 
program has been prepared to cope with the specific problems facing East Pakistan; 
about Rs. 250 million (approximately US $50 million equivalent) would ,be spent 
this fiscal year for rehabilitation (Rs. 150 million) and for reconstruction 
(Rs. 100 million). About one-fourth of total development outlays would be 
channeled into rural works. In general, ongoing and flood control projects 
would have high priority. 

6. In West Pakistan, the public sector is severely squeezed, and 
Pakistan's balance of payments problem is causing a serious constraint on the 
use of industrial capacity. While great success was being achieved in expanding 
exports, sound balance of payments management would be impossible if all debt 
service were to be paid in full. 

7. Mr. Durrani continued that it was in this context that his Government 
had requested debt relief from the Consortium, and that the absolute minimum 
needed to overcome the present difficulties was $90 million for the current 
fiscal year. He recalled that only a few years ago Pakistan had been cited 
as a model for sound economic development and said that, while at present no 
developmental progress was being made, the question was how fast Pakistan would 
be able to revert to its previous position. With particular regard to the 
informal meeting of Consortium members set for October 2, Mr. Durrani requested 
that the Bank play the role not of a neutral chairman, but of an active leader, 
initiating new assistance for Pakistan and also setting a date for a full 
Consortium meeting to discuss long-term debt relief and other long-range 
assistance. 

8. Mr. McNamara replied that by calling the October 2 meeting the Bank 
had indeed taken considerable initiative. This was done even though Consor
tium members had shown no enthusiasm at all to discuss the subject of debt 
relief. It was not clear how far the Consortium countries were prepared to 
go at this time, but the first hurdle to be taken clearly was to neutralize 
the problems caused by Pakistan's moratorium. Mr. McNamara said that one should 
be quite satisfied that all Consortium members were at least prepared to attend 
the October 2 meeting. Mr. Cargill added that he felt several decisions taken 
recently by President Yahya were steps toward a political solution, and that 
these should be given emphasis in Pakistan's bilateral discussions with Con
sortium countries. Mr. McNamara concluded the discussion of this subject by 
reiterating that the Bank would not get involved in such political considera
tions, but that these matters were important for Pakistan's talks with its 
bilateral creditors. 

9. In response to Mr. Durrani's question when the Bank/IDA would resume 
normal activities in Pakistan, Mr. Cargill stated that fresh commitments could 
hardly be made in the absence of a development plan, and that the Bank would 
instead concentrate first on a reactivation of the existing projects in East 
Pakistan. Mr. McNamara confirmed this view, citing as a particularly unfortunate 
example the Cyclone Reconstruction project, which had been approved by the 
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Executive Directors within 60 days after the cyclone, and on which now, almost 
nine months later, no progress had been made at all. Mr. Cargill said that a 
technical mission would visit East Pakistan in about 10 days to determine 
whether conditions allow implementation of this project to start. · Mr. Osman 
Ali expressed the hope that this mission would lead to some action by the Bank, 
and not just to another mission, as he claimed had happened in the past. 
Mr. Durrani emphasized that this project was related to a particular purpose 
reconstruction of cyclone damage -- and that with an even longer delay the 
project would be less and less effective. Mr. McNamara agreed with the need 
for action as soon as feasible, but he said that as long as cash had to be flown 
to jute buyers by helicopter, the situation could not really be considered 
normal. Besides, he added, there were ver.y few disbursement requests on other 
projects where action depended entirely on the Government authorities. 

10. Mr. Aziz Ali, with reference to the immense shortage of rupees in 
Pakistan and the heavy flow of debt service payments to the Bank in the next 
few years, asked whether the Bank/IDA would consider non-project lending to 
Pakistan in the next year or two. Mr. McNamara replied that he would not rule 
this out during the entire period mentioned by Mr. Aziz Ali, but that in the 
present circumstances he could not recommend anything to the Executive Directors. 

11. In conclusion, Mr. McNamara said that the reactivation of existing 
projects should get priority attention; and that other Bank activities in 
Pakistan would depend substantially on the progress achieved with existing 
projects and also on the outcome of the October 2 meeting of the Consortium. 

cc: Mr. R.S. McNamara 
Mr. J .B. Knapp 
Mr. I .P.M. Cargill 
Mr. G.B. Votaw 
Mr. C.G.F.F. Melmoth 
Mr. M.G. Blobel 
Mr. M.H. Wiehen 

MHWiehen/lgl 
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SUBJECT: PAKISTAN -Visit of N. A. M. Raza WBG ARCHIVES 

• l 

Pakistan's new Ambassador to the United States, Nawabzada Agha 
Mohammad Raza, will call on you today at 4 o'clock p.m. A brief biography 
is attached. Ambassador Raza may use this opportunity to raise questions 
on the following subjects: 

East Pakistan qyclone Reconstruction Project 

2. A five-man Bank mission visited East Pakistan October 15-30 to 
form a judgement on whether it would be feasible t o proceed with the first 
of the sub-projects for which agreements had been negotiated last Februar,y 
but which had not been signed due to the start of disturbances. The 
cyclone shelter sub-project had been thought to be a good case to test the 
implementation capacity under the disturbed circumstances, and the mission 
therefore spent considerable t±me looking into the feasibility of commencing 
with its ±mplementation. The mission's report, which is being finalized 
now, and its recommendations have of course been overtaken b,y the events of 
last week, namely stepped up fighting and the declaration of a state of 
emergency. While the mission reported difficulties in travelling in the 
cyclone area and substantial increases in the local market cost of the 
materials and services required for the building of shelters, the Government 
gave assurances that it could deal with these difficulties. I might have 
been tempted, then, to recommend to you that we sign the respective sub
project agreement and let the Governne nt prove that it can be implemented. 
SUch a recommendation, however, would have implied minimum supervision 
opportunity for us as well as the Government. In view of the increased 
military activity there is no question that we will have to defer our 
decision to go ahead, even on a very limited scale. 

Other Bank/IDA Operations in Pakistan 

3· Under the present circumstances we should of course not make 
any new loans or credits. Existing projects in West Pakistan are generally 
making satisfactor,y progress; supervision missions are being carried out 
again in a normal manner. At this moment, a mission supervising the West 

~ Pakistan education projects is winding up its review in Islamabad, and one 
other staff member is in Karachi reviewing the port projects there. Projects 
in East Pakistan, on the other hand, are progressing at a much less satisfac
tor,y pace, if at all. Information is scarce, and we have not had - or 
scheduled - any supervision missions to that wing since last March. We 
continue to support efforts b.Y the various project authorities to achieve 

re31 · t a een 
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whatever progress is possible but we will not know, until the security 
situation allows resumption of mission visits, the status of our projects 
there. 

4. Disbursements under existing commitments in both wings (and 
debt service to the Bank Group) are continuing (in $ million): 

DISBURSEMENTS DEBT SERVICE -- B!ANK + IDA 
BANK IDA TOTAL Principal Interest TOTAL --

FY 68 59-3 63.7 123.0 16.0 11.4 27-4 

FY 69 89.2 29.1 118.3 18.2 J.4.6 32.8 

FY 70 66.7 28 .o 94.7 20.8 18.9 39.7 

FY 71 56.1 25.8 81.9 24.0 20.5 44.5 
1st Quarter 17.2 3·9 21.1 
2nd Quarter 10.6 4.6 15.2 
3rd Quarter 11.2 9.0 20.2 
4th Quarter 17.1 8.3 25.4 

FY 72 28.5 36.6 65.1 26.0 24.2 50.2 
lst Quarter 9:8 9.2 19.0 
October-November Actual 2.2 4.4 6.6 
December 71-June 72 Proj • 16.5 23.0 39.5 

Of the total amount disbursed during the period April 1-November 25, 1971, 
about 20 percent related to East Pakistan projects (7 percent of Bank dis-
bursements, and 30 percent of IDA disbursements). It is interesting to note 
that both Bank and IDA disbursements related to East Pakistan have begun 
to drop considerably during the last few weeks. 

Ex:ternal Debt 

5. The six-month period for which Pakistan originally deferred debt 
service payments on nmch of its external debt ended on October 31. While 
most of the Consortium countries appeared ready to "acquiesce tacitly" in 
continued deferment of part of the external debt during the remainder of 
Pakistan's current fiscal year (June 30), the Governnent of Pakistan decided 
that "tacit acquiesce" would not achieve their objective of replacing the 
default by a mutual agreement, while at the same time it would narrow their 
room for maneuver in bilateral negotiations. During discussions with Con
sortium countries in October I got the impression that all countries were 
interested in working out an arrangement under which the default with its 
discriminatory features could be replaced b.Y a more orderly arrangement under 
which an amount of something between $75 and $90 million of debt due before 
June 30, 197 2 would be deferred. Most countries appeared prepared to accept 
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one of the formulae proposed by the Bank for a modified burden sharing, and 
the Bank's proposals would have allowed Pakistan to p~ all those types of 
debt non-payment of which proved particularly embarassing and could soon 
lead to a halt in disbursements. 

6 Although we have very little direct information it appears that 
Pakistan, in ear~ November, again approached the Consortium countries 
extending the 1'moratorium" through January 31, 1972, and hmting at bilateral 
talks towards a formal agreement. I expect that such bilateral talks will 
soon connnence with Italy and Japan, the two countries where the default by 
Pakistan caused particularly great inconvenience. I have assured the 
governments of both these countries that they should not feel inhibited in 
their bilateral talks by the fact that the Consortium as a group at present 
was unable to come to a general agreement - formal or tacit - with Pakistan. 

7. Ambassador Raza may also reiterate earlier requests of the Pakistan 
Government to deal with the present short-term moratorium as part of a long 
term debt rescheduling. However, since the February 1970 Consortium meeting 
it has been clear~ understood in the Consortium - and communicated repeatedly 
to Pakistan - that proposals for long-term rescheduling of debt would have 
to be considered in the context of long-term economic development and could 
in any case not be undertaken until Pakistan had implemented exchange and 
fiscal reforms which had been agreed with the F'und. Pakistan has persistently 
procrastinated on this issue. Those reforms as agreed with the Fund are now 
out of date and new schedules will have to be l«:>rked out. There is no 
possibility that the Consortium will agree to any proposals for longer-term 
debt rescheduling without suitable reforms supported by the Fund and the 
Bank being implemented. 

cc. Mr. Knapp 

Mffiviehen/ccs 
November 30, 1971 



ATTACHMENT 

N. A. M. RAZA 
PAKISTAN'S NE,W AMBASSADOR TO THE U.S. 

BIOGRAPHIC DATA 

Nawabzada Agha Mohammad Raza, 66 years old, comes from the 
Qizilbash fami~ of the Punjab. He was educated at the Bishop Cotton 
School in Simla and in England. He graduated from the Royal Mi.li tary 
College in Sand.hurst and was connnissioned in 1927. During World War II, 
he was Commander of a brigade in Burma. After the war he was Director 
for the selection of personnel for the Armed Forces. At the time of 
Independence, he was appointed Senior Member for Pakistan on the Army 
Resolution Committee. On the establishment of Pakistan, he became Adjutant 
General and was responsible for the reorganization of the Pakistan A~. 
Ambassador Raza holds the rank of Major-General. 

Raza was Pakistan's first Ambassador to the Peoples' Republic 
of China from 1951 to 1954. He then served as Ambassador to Iran from 
1955 to 1959, and as Ambassador to France (and the Vatican) from 1960 
to 1962. In August 1962 he was reappointed Ambassador to the Peoples• 
Republic of China and was concurrentlY accredited to the Mongolian Peoples' 
Republic. From August 1966 to January 1969 he served as Ambassador to 
Italy and was concurrently accredited to Malta and Albania. Since early 
1969, he has been one of the Directors of Pakistan National Oil Company. 

NHWiehen/ts 

November 30, 1971 
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Mr. David L. Gordon 
IffiD 
P. 0. Box 1025 
Islamabad , Pakistan 

Dear DHve: 

October 9, 1970 

I spoke to the TI•fF' yesterday to learn vrhat came out of their discussions 
,n_ th the Pakistanis in Copenhar.ren in the week follo-vri.ng the Annual Heetj ng. 
In brief, there is no1·1 an agreed draft of a Jetter of intent - broadly follo·w-:ing 
the usual lines of ~uch agreements, including restrictions on credit - to serve 
as the basis for a stand- by agreement of $125 million . Unfortunately, the 
contents of this agreement are not such as to give much cause for satisfaction. 
Indeed, t here ar e tlJO aspects of the reform as non proposed which disturb ne 
grePtly •. Let me explain in some detai 1 ·t-.>h a t my problell!s are because I \,;ant 
you to talk t.o the Goverrunent about them. 

\fuat disturt.s me most is the impact of the reform on the budget. As you 
kno'.J, I vias quite unhappy a.bou t the Government 1 s failure in June to take 
decisive action in raising additional revenues. InformAtion prepared at our 
r equest lnst 1-1eek by your people in Islamabad and Dacca about the current 
budgotar;-r outlook broadly confirms our earlier fears , indicating th9t at best 
to tal public development expendi tureG this year \·rill come toRs. 660 crores, as 
against a gross program of Rs. 770 crores and l~st year's actual outlays of 
Rs. 620 crores. This by itself uould hardly amount to giving the Fourth Plan 
a very· auspicious start and -vmuld raise questions in my mind about the reali s:-n 

·of the assumptions on v:h.ich 1,re arc proceedin~ i n preparing the action program 
.for East Pakistan. I 2m novJ told by the I H.F that the Pakistanis h~~ve estimated 
the reform of the excha.nge systew to red~ce the resources available in the budget 
for development by . s much as R • 95 ere res. Claims on tbe bud~et ,,JOuld resu.1 t fr or-: 
various subsidies on i mports of foodgrains, edible oil, ferijilize r and other ~o
called essentials (Rs ·. 94 crores ), net reductions in impvrt duties (30 crores) 
and, of course, tbe sbal"P increase in i.ih--- excrwnge rate for debt service payments, 
defense J :;nd other Govermnent imports and p3yrnents. These claims 'tJould be 
partially offset by additional revenueG o.rising out of t .be reform - principally 
export duties and exc!1ange taxes - but the net effect is, as I said above, 
esti~rrated to be a suhstantial reduction in resources avail[·ble for development. 
As far As vie kno-vr, there is no :int ention on the part of the Governme~.1t to maka 
up for this impact by addi tiona1 revenue measures; the IHF sa;rs th[lt they tri ed 
but failed to move the negotiators on t.bis ·point . As a result and pro·vided the 
Pakistani estimate is re3son:qbly nccurate , 1-ra now face the pro'spect of a further 
drflstic cut in the development program to, say, Rs. 565 crores. I suspect th::·t. 

....... see~ 
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WBG ARCHIVES 
not only would such a cut in development outlays fall disproportionately 
on E~-t P2kistan, but also the regional composition of Government expenditures 
would shift in favor of vest Pakistan because a very l2rge part of the increase 
in non-development expenditures - defense, debt service, fertilizer subsidy
would be on behalf of the West Wing . I am not sure how tbe Centre expects to 
be a.ble to persuade East Pakistan to sw·allow such further cuts, but th ere J.S 

no question in my mind that if the Government sticks to its prBsent intentions, 
our position in arguing with the Consortium about support for the reform will 
be weakened considerably . Furthermore, I simply cannot see how in these 
circumstances we ·could go ahead with the action pro gram for East Pakir; tan. 

I am particularly upset about the outcome of the discussions on this 
particular point because· I h~d thought that I had made my concern about the 
budgetary situation perfectly clear to John Gunter and Ishaq before I left 
Copenhagen . Horeover, it was quite obvious in our meeting with the heads of 
delegations in Paris that the Consortium shared this concern. It is impossible 
to guess how they would react if they had to be told that the additional resources 
accruing to the Government from their support - '\·Thether through additional 
commodity assistance or through debt relief - 1\"'0Uld merely compensate for the 
negative impact of the reform on the budget and thus enable the Government only 
to keep the development program at the present unsatisfactory level, particularly 
as far as East Pakistan is concerned . Ho1-ever, I am afraid that vJe ;rould find 
it very difficult to get anywhere near the $175 million that we have been talking 
about. 11anfred made this quite clear to both John Gunter and the Pakistani 
negotiators -vrhen he met 1n th them in Copenhagen after the Paris mee·ting. 

The second major ·Heaknes s is that, as the proposal stands at present, 
it "hTOUld idden rather than n~:-row the difference in effective cost of imports 
of finished capital goods and raw m~terials. According to our calculations, 
the details of uhich are shovm in Attachment I, the difference 1-muld increase 
from Rs. 1,.92 toRs. 4.30 per U.S. dollc.1r~ Consideri tl !~ that underpricing 
of investment and the large spread bet1;reen the cost of capital goods and raw 
materials was perhaps ·the largest source of inefficiency in the allocation of 
resources in the exchange and import regime as it developed during the s~cond 
ha lf of the 1960 ' 8, I just cannot see h01iJ 0:1e can contemplate u~dertaking a 
major reform vli thout tackling these problems. 

Undoubtedly, an increase in the effective cost of imported capital goods 
above the level noH contemplated 'Hould raise political problems. In p~rticular, 
East Pakistan vrould certainly argue that cuch a move is essentially designed to 
frustrate their plans just at the time when they had thought they had fin8lly 
won the battle for a l~rger sh~re in the country ' s totctl resources. I btlieve 
'\Ire all syr~athize '\vi th this concern, but I believe it also needs to be said 
th~t this problem is essentially one of transfers and of budgetary allocations. 
To try to deal w.i. th it through the Axchc: nge rate structure is not only highly 
inefficient, but also highly undesirable because of the disadvantageous position 
in which domestic manufacturers of capital goods v-!ould be placed as a consequence. 
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I should have thought that as far as East Pakistan is concerned at l-rhatever 
level one putfl the effective cost of imported capi tBl goods it is essentially 
an accounting price: most investment is undertaken by tbe public sector , and 
additional outlays arising out of higher duties 'h"'Uld be matched by additional. 
receipts; surely some ·Hay eould be found a.round the difficulty that outlays 
would have to be made by the Province while the revenue "YJould accrte to the 
Centre . A net shortfall in resources would only occur to the extent that , 
as a result of domestic manufacturers being placed in a better position to 
compete , capital goods are procured domestically rat.her bha~ abroad . However , 
I -.vould be quite sururised if this came to more than US$30 to $40 million a 
year f or East Pakistan . ·This v1ould be quite a substantial amount for domestic 
manufac turers ' but the net budgetary i nrpact should surely be manageable . 

So , unless you have strong objections to the positions I have outline d, 
here is wh ~t I riant you to do : I 1·Jant you to call on the Finance Hini ster -
rrho I hope 1vill ask Ishaq and others ,,nth kno1-ledge on the subjec t to attend -
and explain to him that 1rre are deeply disturbed about the -v;ay the reform se ems 
to be shaping up in some highly important areas . R~ferring to Hanfred's meeting 
v.'i th the negotia1Jors in Copenhagen, you. should point. out that i f vihat I have said 
above , particularly on the budgetary front, is a reasonably accurate d.ascription 
of the implications of the reform, we would enter into ou.r discussioLs with the 
Consor tium about supporting assistance for the reform "With a very much 1-teaker 
c ase than \"Je thought vre \-Jould be able to present and than we would regard as 
essential for getting anywhere near the amount for l·rhich vie have asked., 

Ideally, -what ue would want them to do is through a combinati on of a 
reduction in subsidies belo1-1 the level noH contemplated and addi tionaJ. revenue 
measuren, to keep the public development progr am in real terms intact at the 
present level, say, Rs . 660 crores. I expect the Consortium would be prepared 
to go along -rri th something less than tbis i cieal si tuc.tion but it is essential 
that they be assured that the Govern~ent i~ prep ared tb t ake such fiscal measures 
·as will be necessary to ensure that the major p 2rt of their support will be used 
for increDsing the development progr , m beyond Rs. 66U crores . 

I personally do not feel quite as strongly about the cost of capital goods 
and its implications for domestic suppliors.t although I think the present 
proposal is foolish . Ho1rever, it is also obvious that our argument vis-a- vi s 
the Consortium that what is proposed ~mounts to a major reform and therefore 
deserves their fullest support -vrill be 1-1eakened considerably if t11e r eform 
in fact fails to resolve s a tisfactorily this i ssue of rrlJich everybody in vhe 
Consortium is only too ,.,."ell a1v-are because 1-Ie have hit it so bard in successive 
economic reports. Horeover , I know that the United States response is likely 

"· 
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to be influenced by Government action in this respect . Here aeain it i.s 
difficult to be precise about l-rhat vould be B s 3tisfactory resolution, 
but I would be prepared to defend art a .. J er ge e ffective r nt e of Rs. 10 to 
the U.S. dollar, incluclin!S duties , for capita l ecods , perllaps somewhat, 
but not much, less, for East Pakistan. 

For your general information, I am also enclosing copies of the paper 
we distributed to the Consortium in Paris and of the minutes of that meeting. 

11anfred a nd I have tentativeiy planned to leave 1,-,!::.shington on Oct.ober 21 
for further discussions in London, Donn, Paris _ and Rome on L~tober 22 and 23. 
It would obviously be helpful if 1-1e could have some initial reaction from you 
before we leave. 

One last thing: ·He promised to let the Government know 1v-hen vie would 
have our next round of discussions ,,fi th individual members of the Consortium. 
Would you, therefore, please convey to them our plans as indicated above. 
In addition, 14e wi 11 meet with the c~nadians and. the U. So either shortly 
before or after our trip to Europe . You should also tell them that in the 
event -they are not prepared to strengthen substantially the present draft 
agreement al ong the lines indicated in this letter, we v-rill almost certainly 
have to h ave another meeting of heads of' delegation3 at which ue ~-.rould -~~ ant 
the Pakistan Government to be represented, both to explain their position and 
to hear for themselves the reacti ons from the Cons ortium. 

Attachments 

HG Blobe l :os 
I ffiD 

Yours sincerely, 

I.P.H. Cargill 
Director 

South Asia Department 
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