Campaigners call for debt cancellation for Pakistan 

23 August 2010 

Debt activists fear that aid will be dwarfed by debt repayments and issue warning over new loans 
Anti-poverty campaigners today called on governments and international institutions to effect an immediate freeze on Pakistan's debt repayments, expressing fears that Pakistan's annual $3billion would dwarf current levels of emergency aid. They also expressed concern that international institutions like the World Bank had promised nearly $3 billion in new loans to Pakistan to withstand the disaster, rather than giving grant-aid. Jubilee Debt Campaign says this will only add to Pakistan's enormous and unsustainable debt of $49 billion debt. 

Pakistan's debt repayments already amount to three times what the government spends on healthcare - in a country where 38% of under 5-year-olds are underweight, only 54% of people are literate, and 60% live below the poverty line. The United Nations says it has only raised 70% of the $460 million called for in emergency aid by the institution. But even this amount will be dwarfed by debt repayments unless serious relief is instituted.  

Longer term, the World Bank and Asian Development Bank recently announced loans of $900 million and $2 billion respectively. Campaigners say grants, rather than loans, are essential if countries like Pakistan are ever to develop the means to withstand such disasters in future. 

Pakistan's debt rose rapidly under the military regime of General Musharraf (2001-8) from $32 to nearly $50 billion. In fact campaigners point out that the vast majority of Pakistan's loans were run up under military governments, many offering little benefit to ordinary people. Pakistani groups like CADTM-Pakistan have long called for an audit of the debts, saying it is unjust for the poor of Pakistan to repay reckless loans that borrowers should never have lent. The group is currently calling on their government to repudiate its debts on the basis of a ‘state of necessity'.  

Nick Dearden, Director of Jubilee Debt Campaign said: 
"It is nothing short of criminal that a country as poor as Pakistan is bled of resources every year to repay borrowers who extended unjust loans to that country over decades. It is vital that desperately needed emergency aid is not effectively swallowed up in debt repayments and a freeze on such payments must be called immediately. 

"But the international community also needs to accept responsibility for the poverty of Pakistan. If Pakistan is to build up the infrastructure to withstand such appalling disasters in future it must be freed from its debt trap. A debt audit is needed - and those debts found to be unjust and unbeneficial must be cancelled immediately to give the country a fresh start. Most certainly supposedly anti-poverty institutions like the World Bank should not be making Pakistan's debts even worse."  

Jubilee Debt Campaign calls on the British government to:

1. Call on all bilateral and multilateral creditors to immediately institute at least a two year moratorium with no accrued interest on all debt service payments from Pakistan. All of Pakistan's resources should be directed at recovery, not repayment.

2. Ensure that emergency disaster-related assistance, wherever possible, be in the form of grants instead of loans.  

3. Lead efforts to establish up-front funding for climate change-related disaster preparation. With early warning systems, risk analysis, and preparation, Pakistan could have dramatically reduced the damage caused.  

For a full background on Pakistan's debt, read our new report 'Fuelling Injustice'. For more on CADTM's work, take a look at this report in the Pakistani media. Also take a look at this fantastic article by Omar Warwaich from the Independent. 



High time for flood-hit Pakistan to refuse foreign debt repayments

Country must divert amount for relief & rehabilitation of calamity-hit communities 

16 août par Abdul Khaliq – CADTM Paquistan
Pakistan is facing the worst disaster of its history. About 20 million of its population is badly affected by the recent huge devastation caused by angry floods. Major infrastructure is totally destroyed in major parts of the country. Besides continuous human causalities, the economic loss is in billion dollars. The country has suffered a loss of about Rs250 billion only in the agricultural and livestock sectors and the flood recovery costs may run into billions of dollars. Pakistan is in real and worst human and economic crisis. Though international donors are announcing commitments for relief and rehabilitation, but these are pea nuts vis-à-vis the degree of catastrophe.

We think this is the time, instead of begging for much-needed aid for relief and rehabilitation, Pakistan must stand up and announce unilateral suspension of repayment of foreign debts, owed to IFIs, donor countries and clubs. Currently Pakistan is paying about $ 3 billion on debt servicing every year. As our present foreign debt of $ 54 billion is increasing, the debt servicing will be up by the same ratio.

Under the prevailing critical circumstances, we have to think about coping with this severe debt domination. Various laws and international protocols favor if Pakistan refuse to pay its debts right now, especially under the prevailing circumstances, Pakistan is passing through. To refuse payment of debts is not a new thing ; many poor countries had exercised this just and lawful right in the past.

There are spaces in international law that can be invoked as legal justification to refuse the external debt. One of these justifications is called “State of Necessity”. This rule is characterized by a situation that jeopardizes the economic or its political survival- such as the situations which creates the factor of impossibility of fulfilling the very basic needs of the populations (health, education, food, water, housing etc). The "State of Necessity" justifies the repudiating of debt, since it implies the establishing priorities among different obligations of the state.

Therefore, a natural calamity-like the one hitting Pakistan creates the very factor of “State of Necessity”. The UN Human Rights Commission has adopted numerous resolutions on the issue of debt and structural adjustment. One such resolution was adopted in 1999, asserts that “The exercise of the basic rights of the people of the debtor countries to food, housing, clothing, employment, education, health services and a healthy environment cannot be subordinated to the implementation of the structural adjustment policies, growth programs and economic reforms”
State of Pakistan is no more able to fulfill fundamental human needs of its 20 million flood-hit population. People are facing worst hardships, have no access to food, clothing, shelter and medicines. Therefore, Pakistan is simply unable to repay or service its debt responsibilities. IFIs and the creditors should not expect Pakistan to continue debt repayments, leaving its people hungry, shelter less, close its schools, its hospitals, its courts and abandon the public services, creating chaos and anarchy in the communities.

The first and foremost thing in such circumstances is the fulfillments of all fundamental human needs of the populations, hit by natural calamities and disasters. So this is high time for Pakistan to stand up to its creditors and say a big NO. Pakistan had already missed one such opportunity in 2005 when devastating quake hit Kashmir, leaving millions of people in misery. This time it is more lethal calamity, and we should no more be silent. We have number of precedents in history when debtor countries refuse debt payments on account of “State of Necessity”. Latin American countries including Argentine, Burkina Faso, Peru, Mexico, Paraguay, and Ecuador took such positions in the past. Very recent IMF had to cancel all its debt (US $ 268 million) owed by Haiti, after devastating earthquake hit Haiti in 2010.

The cancellation is given via the newly established Post-Catastrophe Debt Relief Trust Fund, which was set up for this purpose and which can now be accessed by other indebted, low income countries hit by disasters. Another example is Argentine. The country went into serious crisis after 2001 economic crisis. Though Argentine leaders had always implemented unpopular policies dictated by IMF, it was the people of Argentine who come on the roads in 2001 to protest the debt domination. This popular action succeeded in altering the history. As a result country’s president announced the biggest unilateral suspension of foreign debt in history, a total of more than $ 80 billion, owed to private creditors, countries and Paris Club. Thus Argentine demonstrated that a country could stop debt repayments for a lengthy period of time.

Burkina Faso is another country, which stood against IFIs and refused payment of debts. In 1987, its President Thomas Sankara announced unilateral suspension of foreign debts. What he said. “The debt cannot be repaid, firstly because if we do not pay, the money lenders will certainly not die, on the other hand if we pay, we will certainly die. Those who have led us to debt trap have gambled as though in casino. When they were winning there was no debate. But now when they have lost through gambling, they demand that we repay them. No ! According to rules of the game we cannot pay and refuse to pay all foreign debts.”
Pakistan’s current external debt liabilities stand at $ 54 billion. It spends $ 3 billion at average every year under debt-servicing. With the rising of foreign debt liabilities the ratio of debt servicing is also increasing. Pakistan’s total debt-to-GDP ratio has crossed 61 percent this fiscal year, breaching the 60 percent limit set under the Fiscal Responsibility and Debt Limitation Act. According to WB if Debt-to-GDP ratio exceeds the limit of 80%, the default is sure. The major portion of Pakistan’s national budget is consumed by two Ds ; Debt-servicing and Defense. We have to review allocations against these two Ds. Under the circumstances, there is no denying the fact that Pakistan’s single source of economy vulnerability is debt crisis. We do not have any other option to come out of this economic but to refuse repayment of debts.

Our immediate demands
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 This is high time for Pakistan to announce unilateral suspension of the all external debts and divert that amount for the relief and rehabilitation of 20 million flood-hit people The government should approach the newly created Post-Catastrophe Debt Relief trust Fund to get its foreign debt liabilities cancelled.
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 The Government can also invoke the international protocol of “State of Necessity”, introduced by UN Human Rights Commission in 1999, to refuse payment of debts.

[image: image3.png]


 As government is planning to review economic priorities and budget allocations, it must take steps to reduce military budget, cut non-development expenditures and other unnecessary heads. The amount, thus saved should be shifted to social sector.



Pakistan needs debt cancellation, not new IMF loans

26 August 2010

By Nuria Molina 
Unprecedented flooding this month is pushing Pakistan to the brink of collapse. Widespread devastation will require massive external financing to meet the basic needs of six million homeless and 20 million affected overall. However, the response by the World Bank and the IMF threatens to pile new debts on a country where, before the flooding, debt interest payments already consumed about one third of budget revenues. Instead, the international community should provide more grants, not loans, to help Pakistan withstand the disaster. In its turn, the IMF should revisit conditions attached to their current loans to Pakistan which civil society had already warned could exacerbate the economic downturn and poverty. 

New IFI loans will push Pakistani debt to unsustainable levels 
Even before the flooding, Pakistan’s external debt was a heavy burden for the country. In 2009, the country owed US$ 50 billion, and the government consumed a third of its budget revenues to honour only interest payments in a country where 60% of people live below the poverty line. However, things were only going to get worse for Pakistan. 

In June 2010, during the review of the IMF loan for Pakistan, key debt indicators assessed by the IMF were projected to get worse in the coming years. [1] Total external debt was projected to jump from US$ 50 billion in 2009 to $US70 billion in 2015. [2] 
More than half of the country’s external debt (US$ 28 billion) is owed to the IMF, the World Bank, and the Asian Development Bank. After the catastrophic flooding, debts owed to the IFIs are set to increase further.  The World Bank and Asian Development Bank recently announced loans of $900 million and $2 billion respectively. [3] This is despite the IMF’s recognition that “ public debt is a source of vulnerability and needs to be reduced.”

IMF conditions threaten to further impact on the country’s poor 
In November 2008, the IMF approved a new loan for Pakistan (Stand-by Arrangement) to respond to the country’s external financing needs resulting from the impacts of the global economic and financial crisis. 

The  loan  came with the requirement  to reduce the government deficit  from 7.4% of GDP to 4.2%  through large budget cuts, and to raise interest rates to contain inflation. Other loan conditions included reducing energy subsidies through a hike in electricity tariffs of almost 20%, and putting in place a value-added tax (VAT).  Although it also called for strengthening social safety nets, the Pakistan newspaper Dawn reported that “the government had been left with no option but to cut development expenditure and take other measures to meet the budget deficit target of 4.2 per cent by the end of June, as agreed with the IMF.”

Hikes in energy prices, fiscal tightening and regressive taxation such as VAT were harshly criticised by civil society as they would hinder, rather than support, the economic recovery and would have harmful effects on the country’s poor .

Even the IMF acknowledged that the “decline in poverty during the pre-crisis period… may have been partly reversed … (due to) the economic slowdown.” However, the Fund continued to pressure Pakistan to implement such controversial conditions, including by withholding a US$1.8 installment of the loan because of a disagreement between the government and the Fund on the imposition of value added tax increases and fiscal tightening for 2010 and 2011.

In its meeting with the IMF this week, the Pakistani government is expected to ask the IMF not to insist on increasing their power tariff or on the implementation of taxation reform, both hotly contested issues in Pakistan. In an interview this week , Masood Ahmed, Director of the IMF’s Middle East and Central Asia Department, said that “the budget targets and growth projections that were included in the (IMF) programme (with Pakistan) will need to be revisited.” It is unfortunate that it takes a natural disaster for the IMF to revisit conditions which, from the outset, civil society warned would slump economic recovery and have harmful effects on 60% of the country’s poor.

Aid – not loans – should be given for climate change-related disasters 
Grants, and not loans, should be provided to countries facing humanitarian disasters. In addition, international institutions should immediately freeze Pakistan’s debt repayments, to free up resources for assisting the millions affected. “It is nothing short of criminal that a country as poor as Pakistan is bled of resources every year to repay borrowers who extended unjust loans to that country over decades. It is vital that desperately needed emergency aid is not effectively swallowed up in debt repayments and a freeze on such payments must be called immediately,” said Nick Dearden from Eurodad member Jubilee Debt Campaign in a press release issued this week.

In the press release, Jubilee Debt Campaign also called on all bilateral and multilateral creditors to immediately institute at least a two year moratorium with no accrued interest on all debt service payments from Pakistan and to establish up-front funding for climate change-related disaster preparation.

Key links: 

Press release by Eurodad member Jubilee Debt Campaign, 23rd August. 

Jubilee Debt Campaign:  "Pakistan: Drop the Debt"    



[1] External debt as a share of GDP was projected to increase up to 32.4% in 2013 up from 30.5% in 2009; external debt-to-exports ration was projected to increase up to 262% from a 219% in 2009; gross external financing needs were increasing from US$9.7 billion in 2010 to US$12.5 billion in 2013; and total external debt was projected to increase to US$70 billion from a baseline of over US$50 in 2009.

[2] In 2015 debts restructured after 9/11 in exchange for Pakistan’s cooperation in the “war on terror” will come back into play. 

[3] World Bank Flash: World Bank Helping Pakistan Weather Floods, 16 August 2010; ADB Announces $2 Billion Package to Help Pakistan Tackle Flood Devastation, 19 August 2010.



A CALL FOR TOTAL AND UNCONDITIONAL DEBT CANCELLATION FOR PAKISTAN!
The Jubilee South-Asia/Pacific Movement on Debt and Development (JS-APMDD) joins the international community in expressing deep solidarity with the people of Pakistan who continue to suffer from the devastating floods that has so far claimed more than a thousand lives, left four million people homeless and damaged 7.9 million acres of farmland and other economic structures. Not only did the floods wreak havoc to lives and property,  it also intensely exacerbated  the already  dire situation of the Pakistani people. 

The JS-APMDD together with all its member organizations throughout the Asia-Pacific joins in the call for repudiation and cancellation of the debts claimed from Pakistan. 
 It is urgent that the government of Pakistan is to repudiate all illegitimate debts, especially those which were incurred during the military dictatorships that spanned for decades, and use the freed funds for relief and rehabilitation Notably, one-third of the Pakistani budget is spent on debt servicing. This meant $3 billion in 2009.  
International lenders should immediately and unconditionally cancel all debts claimed from Pakistan. It is condemnable that international financial institutions are asserting that this is the most opportune time for Pakistan to borrow funds in order to rebuild and upgrade the devastated economy. While the country is suffering human, social and cultural impacts of floods, these institutions are tempting the Pakistani government to accept new loans. These new loans will lead to further expansion of international lenders’ influence and pressure on Pakistan’s economy and will multiply the debt burden of the people.
We are also reminded of lessons and experiences in the aftermath of the tsunami of 2004 December when the International Financial Institutions used the relief and rehabilitation process in several Asian countries to hasten the privatization of essential services such as water, related infrastructure and public lands. This must not be allowed to happen again in the wake of the disaster in Pakistan.
We join our Pakistan colleagues in calling on peoples organizations, movements and civil society groups to pressure northern governments and international financial institutions to cancel debts claimed from Pakistan, stop them from pushing more loans and exploiting the situation to advance their vested interests, and instead mobilize financial reparations to be used for relief and rehabilitation efforts that are designed and led by the people of Pakistan themselves. 
Lidy Nacpil
Coordinator
Jubilee South - Asia/Pacific Movement on Debt & Development (JSAPMDD)
Telefax 632-9253036
34 Matiyaga Street, Central District, Quezon City, Philippines 1100



Jubilee Debt Campaign

2 september 2010

Jubilee Debt Campaign (1) has harshly criticised today’s announcements by the International Monetary Fund and World Bank of emergency loans to Pakistan, calling them ‘cynical’ and ‘dishonest’. The IMF has announced an emergency loan of $450 million to the disaster-stricken country while the World Bank has ‘increased’ its $900 million loan to $1 billion. 

 

But anti-poverty campaigners have been campaigning for the IMF to cancel Pakistan’s debt and all donors to provide aid in the form of grants not loans. Pakistan currently pays £3 billion per year (2) in repayments on its sharply increasing debt burden. The World Bank was accused of ‘playing with figures’, as its ‘additional’ $100 million was actually already earmarked for Pakistan, but has now been diverted into the emergency fund. 

 

The IMF - announced that it would release the next tranche of its ongoing loan programme to Pakistan – of $1.7 billion – once Pakistan has met conditions which are extremely unpopular in the country. 

 

Nick Dearden, Director of Jubilee Debt Campaign, said:

“These two announcements today are nothing but cynical attempts to make it appear that these two international institutions are helping Pakistan, when in fact they are doing the opposite. Of course Pakistan desperately needs aid, but it is simply dishonest to dress up loans – some of which were already promised to the country – as new aid. 

 

 “Pakistan’s debt is totally unsustainable and unjust by any standards – based as it is on reckless lending by Western powers to military regimes in that country for decades (3). To continue to force Pakistan to repay these loans, giving even more loans in the meantime and forcing the country to implement economic conditions that will make poverty even worse, is reprehensible and reckless.” 

 

Jubilee Debt Campaign calls on the British government to:

· Call on all bilateral and multilateral creditors to institute a two year moratorium with no interest accrual on all of Pakistan's debt payments to free up $3 billion per year for recovery. This should be a first step towards permanent debt cancellation.

· Use their World Bank seat to ensure that Pakistan is given aid in the form of grants not loans. We think this accords with the Government's pre-election policy paper on International Development, ‘One World Conservatism', to give grants rather than loans wherever possible and encourage the World Bank to do the same.

· Support the auditing of Pakistan's debt to examine the legitimacy of these debts, and cancel those found to be unjust. Pakistani civil society should monitor spending of funds freed up by debt cancellation to make sure they are used for development purposes.

For more information contact:

Nick Dearden, Director, Jubilee Debt Campaign, +44 207 324 4724 or +44 (0) 7932 335464 or nick@jubileedebtcampaign.org.uk

 

NOTES

(1) Jubilee Debt Campaign is a UK coalition demanding 100% cancellation of unpayable and illegitimate developing country debts. For more information see www.jubileedebtcampaign.org.uk.

(2) Pakistan paid $2.9 billion in debt repayments in 2008, the last year for which statistics are available. Pakistan’s debt repayments already amount to three times what the government spends on healthcare – in a country where 38% of under 5-year-olds are underweight, only 54% of people are literate, and 60% live below the poverty line.

(3) Pakistan’s debt rose rapidly under the military regime of General Musharraf (2001-8) from $32 to nearly $50 billion. In fact campaigners point out that the vast majority of Pakistan’s loans were run up under military governments, many offering little benefit to ordinary people. Pakistani groups like CADTM-Pakistan have long called for an audit of the debts, saying it is unjust for the poor of Pakistan to repay reckless loans that borrowers should never have lent. The group is currently calling on their government to repudiate its debts on the basis of a ‘state of necessity’.  

