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Dr. Ishrat Husain

Institutional Reforms and Austerity;
Ex-Governor, State Bank of Pakistan (SBP)
and a Renowned Economist

Inflation has originated both from global supply shortages and bottlenecks
which, in turn, had adverse repercussions for the Pakistani economy.
Imported inflation, administered prices and depreciation of exchange rate

amplified the impact of global supply shocks
— L ——
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ICMA: What is your viewpoint on the current economic ‘ ‘

situation in Pakistan and key challenges in the backdrop of

recent price increases globally? Centra| Bank has to tlghten
Dr. Ishrat Husain: Inflation has originated both from global .

supply shortages and bottlenecks which, in turn, had the monetary pollcy and
adverse repercussions for the Pakistani economy. Imported . . .
inflation, administered prices, and depreciation of exchange calibrate pO|ICy rate while
rate amplified the impact of global supply shocks. On the . )
demand side, higher producer prices for farmers for wheat, also using macro-prudentlal
sugarcane, rice increased the incomes and purchasing

power of the rural population and combined with additional tools such as Statutow

five billion dollars of remittances from workers abroad,

concessionary financing by SBP, and fiscal stimulus by the Reserve Ratio and Cash
Government added to the aggregate demand. )

ICMA: How the rising inflation is impacting Pakistan's Reserve Ratio ,’

economy, especially the common people?

Dr. Ishrat Husain: Inflation is generally welfare depressant  |cpmA: What should be the preferred role of the Central
and particularly inimical to the poor, the middle classeswith  gajkin reducing inflationary pressure?

no tangible assets, the salaried class, pensioners, widows,

and other fixed-income earners. The propensity to Dr. Ishrat Husain: Central Bank has to tighten the
consume for all these groups is relatively high - they spenda  monetary policy and calibrate policy rate while also using
substantial part of their incomes on essential items suchas ~ macro-prudential tools such as Statutory Reserve Ratio
food, rent, utilities, transport, and clothing and therefore ~ and Cash Reserve Ratio. There is a trade-off between
they feel the pinch of inflation the most. Given the trade-off  interest rates and exchange rates. Higher interest rates
between inflation and unemployment, some observers stabilize the exchange rate as the liquidity is sucked in
argue that keeping a job is preferable both as a social status ~ while the opposite is true for lower interest rates and
as well as economiclivelihood. depreciatingexchangerates.
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Export earnings from goods
and services, remittances,
and higher inflows of Foreign
Direct Investment (FDI) can
subdue the pressure on the

”

ICMA: What can be done to arrest the declining value of
the Pak Rupee and bring stability to the exchange rate?

exchange rate

Dr. Ishrat Husain: Export earnings from goods and services,
remittances, and higher inflows of Foreign Direct
Investment (FDI) can subdue the pressure on the exchange
rate. But the current account by itself is not something
undesirable initself. As long as capital account and financial
account can offset the current account deficit and the SBP
foreign exchange reserves remain at a level covering three
months' imports, the speculative demand for dollars is
likely to remain subdued.

ICMA: Do you think the Government should give targeted
subsidies to the people and small businesses to help them
manage the impact of inflation?

Dr. Ishrat Husain: Government has already a targeted cash
transfer program for assisting five million poor households.
With the completion of the National Social and Economic
Registry, it is now possible to move away from the present
system of across-the-board subsidies on wheat, electricity,
fertilizer, seeds, etc to a system of targeted subsidies. Not
only is it a fiscally responsible measure that would result in
savings on public expenditures it will also help smooth
consumption and enhance the productivity of deserving
households. The impact of these targeted subsidies in the
farm sector for promoting the production of oilseeds, pulses,
and other commodities, short in supply, could be significant.

ICMA: Even many smaller countries are exporting more
than Pakistan. What are key reasons which impede our
export growth?

Dr. Ishrat Husain: Export growth particularly in new sectors
of the economy should be possible now with a
remunerative exchange rate but careful planning has to be
done for each sector to identify the specific constraints
faced by the exporters. It is not realized that in a world
dominated by global value chains, tariffs on imports of

components and intermediate inputs act as a tax on
exports. There has been some positive development in the
last few years on IT exports. The scope for further expansion
is quite large and the government should keep its hands off
this sector and adopt a 'do no harm' policy, only removing
theimpediments from their way.

I have published a five-part series of articles in the last few
weeks on “Enhancing Export Competitiveness.” Please refer
to this series as it outlines practical and workable
suggestions. It is difficult for me to compress this body of
research into a few sentences. Had we continued to attain
the average export growth rate of only 7 percent per annum
during 2010-2020, our exports by 2020 would have been
around $50 billion and the imports of $86 billion could have
been financed from exports and remittances without
creating any pressure on current account and without
resorting to excessive external borrowing to the tune we
have witnessed in the past decade.
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ICMA: Currently, non-accounting professionals are
performing in specialized fields of accounts and audit.
Don't you think that recruitment of certified professional
accountants in Pakistan Audit and Accounts Services
(PA&AS) would improve corporate governance and
financial managementin public sector companies?

Dr. Ishrat Husain: You are right. The restructuring plan of
the Audit and Accounts organization approved by the
Cabinet and currently under implementation is built on
professionalization by eliminating lower cadres of
unqualified staff and substituting them by inducting subject
matter specialists, continuous learning programs,
automation and computerization of data and processes, a
shift from transactional audit to” value for money” audit.

The Editorial Board thanks Dr. Ishrat Husain for giving his exclusive
interview for Management Accountant Journal.
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