Why does Pakistan have to accumulate foreign reserves?

By Dr. Ishrat Husain

The critics of the present policy on reserve accumulation fdl into three
digtinct categories. The first group conssts of ‘I don't accept’ type who do not
wish to be bothered with any facts and for them this is amply juggling of
datisics. They do not have any credibility in these numbers and don't believe
that the country has so much reserves. For them, | can only pray that Allah opens
their minds and alows them to see some light. They can, if they choose to do o,
verify the credibility of these datistics by looking a our weekly Statements over
the past 32 months particularly when we didn't hestate to announce publicly in
October2000 that SBP reserves were down to $ 995 million only. It is ds0 a
widdy known fact that it was the Annuad Report of SBP for 1999-2000 which
disclosed, for the firg time, a complete and comprehensve picture of the
country’s externad debt and ligbilities induding the Military Debt and has been
publishing the updated data every year snce then. We aso regulaly publish al
the inflows and outflows of foreign exchange received or paid by the country.
For greater transparency we have for the firs time since April 2001, begun to
segregate he SBP deposits from those of our banking system. As the banks were

dlowed to retain these depodits and to manage them on ther own in the best



interest of their customers, it was essentid that these should be disclosed
separately.  This has assured resdent and nontresdent Pekistanis that the risk of
freezing their depodts due to mandatory surrender requirement to SBP has been
eiminated and they can safely depost ther foreign currency in Pekigtani banks.
But even despite such transparency and disclosure if this group dismisses the
numbers we can’t do very much to reassure them.

The second group consists of those who condder foreign reserves to be
‘irdevant’ as this hasn't helped the conditions of common man. They confuse
the domestic budgetary resources with external resources and are not perhaps
fully aware of diginction between the fiscd and extend accounts.  Foreign
reserves belong to the whole nation — the government and private sector while
budgetary resources belong to the Government done. In theory these reserves
can be transferred to the Government by SBP in form of loans. This group would
like the SBP to draw down these reserves and provide the equivalent rupees to the
Government. The Government can then use these resources in avariety of ways
(@ increase its development expenditure and thus boogt the declining investment
level, (b) insulate the generd public from hikes in petroleum prices, dectricity
and gas prices by providing subsdies, () devise specid schemes such as
Housing, Yelow Cab, Ydlow tractor, (d) set up programs for direct employment

cregtion, (e) extend concessond loans a low rates of interest for agriculture,



exports, SMIE and IT sectors. What will be the consequences of this policy? The
reserves will ke exhaugted in less than two years, the Government’s domestic debt
will increese by Rs 420 billion and debt servicing component of the budget will
creste additiond annua budgetary outlays of Rs 40 hillion every year and
inflaion will mog likdy be in double digits But none of these schemes or
subsidies can be sustained after two years i.e. after the reserves are exhausted.
This Government can become very popular among this group of critics by
following this course of action and gppeasing the generd public. But the legacy
to the succeeding governments will be an empty coffer, a serious risk of defaullt,
higher burden of debt and severe inflationary pressures. Incidentaly, these were
the same individuas who were usng the gick of levd of reserves in 1999 and
2000 as an indicaior of economic peformance of this Government and derting
everyone to the imminent default on externd debt. Now that these reserves have
reached a respectable level they are poohpashing these as being irrdevant. It is
therefore hard to convince this group. However, an atempt is made in the find
section of this paper to identify the links between reserve accumulation and red
economy.

The third group of critics recognizes that the reserve accumulation is
indeed a remarkable achievement but they dtribute it mainly to non-economic

factors such as the September 11 events and are kepticd &bout its future



sudanability. In ther view this is a one-off change which is unlikdy to recur in
the future. Some of them are aso concerned about the non-traditiond ways in
which the reserves were accumulated in the past.  This group is indeed raising the
right questions and deserves a detailed response.

The more vdid theoreticd argument that under a free floating exchange
rate regime the supply and demand will equilibrate and thus there is no need to
accumulate reserves has not been rased by any one.  In practicd terms
developing countries have become more cautious since the 1997 Asan crisis and
believe that the sudden change in maket sentiment can leave them highly
vulnerable. Therefore they fdl back upon reserve accumulation as a
precautionary sep and a firg line of defence againg such possble eventudities.
China and India’s large reserves today cover more than 12 months imports. So
do a laage number of Adan countries including Jgpan. The following excerpt
from a recent Reuters dory on growth in Adan forex reserves summarizes this
trend more succinctly.

“The reserves of Asan and Japanese Centrd banks jumped more than 10
percent in the firg haf of this year as they bought dollars to dow the rise of thar
currencies, giving a vduable hand to ther exporters and helping to fend off
deflation. The developing economies of Asa were naura importers of capitd

until 1997 financid criss brought home with a vengeance the vulnerability of



running current account deficits in an era of footloose globd capitd.  Their
resarves meted away like a snowman in the sun, forcing Thaland, South Korea
and Indonesa to ask the International Monetary Fund (IMF) to bal them out.
Since that traumatic episode, Ada has saved more than it has invested resulting in
big current account surpluses that have been partly recycled in the form of an
accumulaion of officid resarves.”

To those Pekiganis who would like the country to be free from the
influence of the IMF there is no other better option to assert our economic
sovereignty than to accumulate these reserves.

Of course, there are many well-informed observers and commentators who
are aware of the pogtive benefits to the country from pursuing such a policy and
who fed good about it. The arguments presented in this paper will reinforce ther
conviction and inform the rest of the community which would like to be
enlightened on thisissue.

| would therefore like to divide my presentation today by addressng the
fallowing three questions-

@ Why does a developing country have to accumulate reserves? What is
an optimd leve of reservesfor Pakistan?
(b) How did we accumulate reserves during the last 32 months?

(© How doesthe leve of reserves affect the real economy?



@ Why does a country accumulate reserves?

There are severa reasons for a poor developing country to accumulate
reserves.

First, Resaerves are used as a tool of exchange rate and monetary policy
management. The Inter bank market is used to affect monetary policy by ether
supplying domestic currency to the market or buying it in the market agang
foreign currencies.  This affects the domestic money maket baance and so
domestic interest rates.  In Pakistan where the foreign exchange market has been
liberdized the State Bank of Pakigtan intervenes to affect the rate a which rupee
trades. The objective of a stable, redigtic exchange rate which does not erode the
competitiveness of Pakistani exports can only be redized if the SBP has adequate
reserves and can intervene a times to achieve this objective. In the long term we
have to maintain or enhance Pakistan’'s share in the world markets and this market
share cannot be dlowed to dip away due to voldility or violent swings in the
exchange rate. A pro-active policy of Reserve management helps Pakistan in
maintaining the competitiveness of its goods and servicesin the world economy.

Second, reserves provide funds in foreign currencies for servicing externd
debt and liabilities. Adequate foreign currency is needed a the time when debt

sarvicing payments fal due to avoid a default.  Unlike in the past when the State



Bank and the Government had to raise expensve commercid loans to make these
payments, gradua accumulation of reserves through non-debt cresting means to a
aufficiently comfortable level avoids the panic in the market and obviates the need
for contracting additional debt for the country. This gpproach of raisng resources
a the time of making payments reduces credit rating agencies confidence in the
country and dso entails large open currency risks on the liability portfolio. The
cods become invariably quite high when the lenders know that the country has to
make payments and has very little choicee A high levd of reserves provides
implicit guarantee to the creditors that the country will be abile to meet its
obligations on time.

Third, in case of Pakidan, reserves are hed as a defence agang
unforeseen emergencies or as a cushion againgt unanticipated exogenous shocks.
In May 1998, the open market exchange rate took a deep dive because the level of
reserves was inadequate to meet even patid withdrawa of foreign currency
deposits.  Agan in 2000-2001 when the SBP reserves were hardly around $ 1
billion enough for 3 weeks imports the free float of currency led to a Seep
depreciation of 18-20 percent shaking the confidence of the markets. There was
no economic rationde for such a free fal of rupee. In contrast, the country had

accumulated reserves upto $ 3.2 billion by September 10, 2001 and there was no



speculative attack on rupee either after September 11 or December 13 or May 8,
2002 or May 13, 2003.

The market participants were in no hurry to ether hoard the dollars for
ther future requirements or to withhold supplies in anticipation of further
depreciation of currency. This confidence building messure dong with favorable
externad developments such as sringent conditions imposed on Hundiwdas in the
U.S. and UAE helped a great ded by accelerating inflows of workers remittances
to Pakigan through the banking channels. The experience of the unforeseen
shocks recorded during the last one year does subgtantiate the belief that large
reserves do act as a cushion agangt possble exchange rate ingability and
consequentid flight of capital.

Fourth, in addition to improving liquidity in foreign currencies high leve
of reserves dso contribute to the creditworthiness of the country. By repaying
mogt of its expensve commercid and short term ligbilities during the last two
years, Pakistan has improved its debt indicators. The standard practice of Bank of
Internationd  Settlements is to show net externd debt and obligations of each
country. This figure is derived by deducting the country’s reserves lodged as
deposits overseas from the gross clams of the externa creditors. The reserves of
the country reflect both the SBP and banking sysem’s holdings. But for the

purpose of net externd debt caculations we use only the SBP's own reserves. In



1999 when Pakistan's gross externd debt and ligbilities amounted to $ 38 hillion
and the liquid reserves hdd by SBP were dightly above $ 1 hillion the net
externd debt and ligbilities of Pekistan was gpproximady $ 37 billion and the net
debt/GDP ratio was 62 percent. As the SBP has accumulated reserves of about $
5 billion and the gross debt stock has been reduced to $ 36 hillion the net externa
debt and lidbilities at end-June 2002 amounted to $ 31 billion. The net debt/GDP
ratio has lowered to below 50 percent. This improvement in credit worthiness and
debt indicators has hdped in the upgrading of the rating of the country by
Moody's and S&P and dso has a direct influence on the decisons of foreign
direct investors and portfolio investors. It is another story that the perceived
security and political risk of Pakigan is dill quite high and thus act as an
inhibiting factor in the flow of foreign invesment.

What is optima level of reserves of Pekitan? There is no precise
measure which can provide a guidance to this question but a number of partid
indicators can be taken into account. One is the traditiona indicator i.e. coverage
of months of imports On this indicator we have progressed from a low of 3
weeks of coverage to 7 months coverage i.e. a jump of amost 9 fold. The second
is the ratio of short term externd debt to foreign reserves. This ratio has come
down ggnificantly from 207 percent in 1999 to 42 percent a end June 2002.

Third, we have to relae the levd of reserves to servicing of externa debt and
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ligbilities. In 2001-02 the country actudly paid dout $ 6 hillion in sarvicing its
externa debt which is amost 40 percent of foreign exchange ernings This was
despite the rescheduling of our Paris Club debt on which we saved $ 1.5 hillion
debt servicing. Had the reserves been low it won't have been possible to make
such large payments.  Findly, comparison with other countries in the region can
adso provide some indghts. In 1999, the retio of foreign reserves held by India
was 40 times that of Pakistan. By June 2002 this raio has declined to 8 times
while the size of Indian economy is about 6 to 7 times that of Pakistan.

It can be seen from an examination of our debt indicators and comparison
with other countries that the country hasn't yet reached the optima reserve leve
as the debt burden is 4ill quite heavy, and while the risks and vulnerabilities have
been mitigated to some extent te country has ill a long way to go before it can
declare victory.

(b) How did we accumul ate these reserves?

There are two popular viewpoints expressed in the media about the
sources of reserve accumulation. Prior to September 11, 2001 the concern was
that the SBP was purchasing dollars from the open market and this was not the
right way to build up reserves. As | have explaned on numerous occasons in the
past the country did purchase dmost $ 4 billion from open market during 1999-00

and 2000-01. Pakistan had no other choice as medium and long term externd
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capitd flows to the country had turned negative in both these years (minus 380
million in 1999-00 and minus 738 million in 2000-01), i.e. a poor country such as
ours was paying that much more out of its own resources than it was receiving
from abroad. Payments of $ 3,756 million and $ 5,101 million had to be made for
debt servicing in 1999-00 and 2000-01. We had two options available — ether to
resort to the usud commercia borrowing and thus add to an dready unsustainable
level of debt causng additiona debt servicing obligations for the future or
purchase the remittances of Pekistani workers channeled through open market at
the prevailing rate which was Rs 2 — 3 higher than the inter bank rate. We chose
the second option, made dl the payments due on time, built up our reserves,
avoided commercid borrowing and saved the country from future debt servicing
of approximatdy $ 400 million annudly. In the process we pad Rs 11.6 hillion
over and above the inter bank rate to acquire this amount of $ 5.2 billion. In
terms of cost benefit andyds the country was definitdly a net gainer by choosing
this option.

After September 11 it is being argued that al this build up has taken place
due to politicd and non-economic factors as Pekistan had digned itsdlf with the
U.S. in the fight againg terrorism and this largesse is a direct result of this reward.
In other words, this is a one-off phenomenon which is unlikely to recur in future

and thus the Government should not sdf congratulate itsedf on this achievement.
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They bdieve tha the fundamentas haven't changed in any dgnificant way and
the underlying determinants are still wesk.

What are the economic fundamentals which determine the path of reserve
accumulation while moving towards a path of debt sudainability? These are (a)
reduction in trade, fiscd and current account balances (b) net inflows of non-debt
cregting foreign private capita i.e. remittances, FDI and portfolio investment (c)
reduction in debt servicing payments (d) net inflows of offica assgance on
concessiond terms from internationa and bilatera donors.

During the last three years (1999-00 — 2001-02),

?? Trade gap has narrowed from $ 1.6 billion to $ 1.2 hillion. Current account
baance has turned surplusto $ 2.7 billion from a deficit of $ 1.9 hillion.

?7? Fiscal deficit has been reduced from 6.1 % to 4.9% of GDP.

?7? Remittances have jumped 2.5 times from $ 1,060 million to about $ 2400
million.

?? FDI flows have averaged around $ 400 million annudly.

?? Reprofiling of bilatera debt stock has resulted in a saving of debt

savidng of $ 1 billion annudly.
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?? Repayment of $ 4.5 billion private, commercid and short term debt and
lighilities has reduced the stock of debt and thus extinguished future debt
sarvicing obligations.

?? IMF, World Bank, ADB and other donors are providing concessond
assigtance of about $ 2.5 — 3 hillion annudly while their hard term loans
are being repaid.

It may thus be seen that reserve build up has in fact taken place mostly
through a combination of those measures which are underpinned in economic
fundamentals. The end result of the above measures is that Pekistan has
generated a current account surplus for the firg time in many decades and its
vulnerability to externa shocks has reduced to a large extent.

Will this process sudtain itsdf over time?  Conceptudly, the podtive
reserve would result from the interaction of current account and capital account
balances. Very few deveoping countries can show capital account surpluses until
foreign direct investment exceeds dl other cepitd outflows. Thus the only
plausble way is to generate current account surpluses which are larger than
capita account deficit.  Again, developing countries cannot be expected to have
exports higher than imports on a consstent basis for long periods of time. Thus
current account surpluses are likdy to originatle from services and current

transfers accounts and by reducing net exports to a managegble leve.
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Services include interest payments on externa debt. As bilatera debt has
been redructured only moratorium interest payment will be made. Multilaterd
debt is undergoing a shift in its compogtion as new loans are being contracted on
concessona terms and old non-concessond loans are being repaid. Expensive
commercial debt and short term debt have been repaid during the last two years
thus reducing the interes payments due. Debt sarvicing payments will thus be
lower than origindly due.

The more criticd factor in case of Pakistan is workers remittances.  In
1999-00 and 2000-01 these remittances were channdized by the State Bank of
Pekistan by using both the open market as wdl as the inter bank market. These
aggregate inflows into the current trandfers averaged about $ 3 hillion annudly.
Since September 2001 these remittances are coming mainly through the inter
bank market but the overdl amount has remained unchanged as the inflows from
open market have consequently declined. As foreign exchange market is further
liberdlized and the two markets are unified this volume of $ 3 hillion will continue
to flow into the current transfers account. It is quite likely that it may in fact go
up as our foreign exchange market becomes integrated and thus more efficient.
So those who beieve tha the increase in remittances flowing through the inter
bank market in post September 11 period is unsustaingble are mistaken. It was

amply a shift in the source of mobilization of these remittances — from the open
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market to inter bank market but the overdl volume flowing into the country’s
current account has remained largely unchanged during the last three years.

Looking forward, the grant assstance received from the USA and other
donors this year was of a temporary nature and should be discounted. Assistance
from IMF (gpproximady $ 500 million annudly) should dso not be counted
upon after 2004 when the present agreement is concluded. Beyond 2004,
exceptional financing of the type received in the past two years should not be
included in any cdculations except that the reprofiling of Paris Club debt has
been secured on along term basis.

The volume of assstance from the World Bank and ADB will depend
upon the implementation of various dructurd reforms agreed with them. To the
extent we continue to remain on track their concessond loans will reman
avalable. But as soon as we break these commitments these flows will disappear.

FDI flows will depend upon the macroeconomic environment, hasde-free
and liberd regulatory regime, improved law and order and geopolitical Stuation.
Exports are expected to increase at average 10 per cent annualy but it needs to be
recognized that no developing country is expected to build up reserves by smply
increasing exports because its imports will dways be higher then its exports. In
other words, its exports will not be sufficient to finance its imports and its net

exports will be negative. What the country can do is to minimize the gap between
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its exports and imports and this is exactly what has been accomplished during the
last three years and should be pursued in the future too.

It may be rdevant to point out that the biggest quantum jump in our
reserves had taken place between July 2000 and June 2001 i.e. wel before
September 2001. During this one year period the reserves increased by 138
percent to $ 3.1 billion. The rate of increase during July 2001 and June 2002 was
105 percent. Thus it should be noted that the perception that the windfall gains of
September 11 helped build up Pakistan's reserves, while partly true, is highly
exaggerated and the red turn around had in fact begun to take place a year before
that. The maor reason for this improvement was rescheduling of debt by Paris
Club and purchases of workers' remittances by the SBP.

To sum up, the question whether the reserves will continue to accumulate
in future dso will depend upon the record of the country in adhering to macro-
economic  objectives, pursuing good economic management and implementing
dructural policies.  In case the progress is on track the reserve accumulation will
be durable and sustainable.

(© How doesthe leve of reserves affect the read economy?

As we have explained in earlier sections foreign reserves management is
an important tool for monetary policy and exchange rate determination. The

Stuation can be contrasted for fisca years 2001 and 2002. In FY 2001 when the
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reserves were low there was a steep depreciation of rupee due to speculative
attack and flight of capitd. The SBP used interest rate as a tool for semming this
ondaught. Although low inflation and a narrowing of the current account deficit
did not judify an escdaion in the interest rates the free fdl in the foreign
exchange market and the inability of the SBP to use sufficient reserves to avert
this fal left it with no other choice but to raise interest rates.  The discount rate
had to move up from 11 to 14 percent in 2000-01 primarily to support exchange
rae. The codts to the red economy in form of higher lending rate was thus quite
substantial.  In contrast, the reserves had reached a comfortable level of Rs 3.05
billion by June 2002. The exchange rate remained stable around Rs 64 for next
three months and there was very little speculdive activity as the markets were
assured of the availability of foreign currency as and when they required. As a
matter of fact and quite unusua for Pakistan the rupee appreciated by 6.6 percent
after September 11 and again remained dtable at the new level of Rs 60 for the
next nine months or so. The differentia in the rates between the inter bank and
open market has dmost disappeared leading to a virtua unification of exchange
rale.  Thus a mgor digortion in foreign exchange market which was fudling
gpeculation and dso promoting flight of capitd has been diminated. The forex
markets have been operating camly without much turbulence.  Consequently, the

SBP was in a position to ease the monetary policy stance and by January 2002 the
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discount rate was cut by 5 percentage points and brought down to 9 percent.
Government’s debt servicing costs were aso reduced as the T-hill rates declined
from 12.9 to 64 percent. The weighted average lending rate of the commercid
banks has aso gone down to 12 percent from 14 percent without any serious
effect on depost rates. Export finance rate was adso adjusted downwards from 14
percent to 8 percent thus providing a large boost to the profitability of exporters.

Although the red interest rates are ill high in the economy the beneficid effect
of lower interest ratesis quite Sgnificant.

Another way to examine the impact of reserves on every day life is to pose
the counterfactua question: what would have happened in post September 11 or
post May 8 or 13 or June 14 period in absence of such high leve of reserves?
Although this is a purely hypotheticd question and the critics can aways find
faults with the scenario we are going to sketch but the past empirica evidence
from previous episodes in Pakigtan is quite strong to place a higher probability
that such an outcome would have materidized.

In absence of a drong reserve postion the currency would have again
suffered a free fal to Rs 70 per dollar or more and would have continued on a
downward dide. The SBP would have intervened by raisng interest rates and
thus increasing the cost of borrowing for both the public and private sector. The

prices of raw materias, inputs and other imported commodities would have
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jumped up and scarcities would have dso surfaced. Petroleum and petroleum
product prices which are linked to import parity prices would have been raised
with consequentid effect on domestic prices of fud oil, diesd for trangportation,
Kerosene etc. As fud ail is used for power generation, by cement industry and
other indudries the profitability of these sectors would have been hit hard.
Electricity and gas prices which are dready being resented by the middle class
consumers would have jumped to unbearable proportions. Increase in prices of
medicines would have caused an uproar in the society. Higher trangport costs due
to rise in diesd prices would have pushed the prices of essentid commodities up
and dso resulted in higher taiff for low income traveling public which uses
public transport. Even the vocd higher middle class which uses cars would have
fdt the pinch. As the Government’s budget deficit would aso have expanded due
to higher rupee costs of external and domestic debt servicing the SBP would have
been forced to expand money supply. The cumulaive effect of these price
adjusments and monetary expanson would have been double-digit inflation in
the country, loss of profitability of many busnesses and shut downs of firms and
indudiries particularly those based on imported raw materids and inputs.  The
shedding of employment by private sector would have added to the ranks of
unemployed in the country. The flight of capita by well-to-do Pakistanis who are

able to trandfer their domedtic assets into foreign currency would have put more
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pressure on the money and foreign exchange markets. The chaos and disorder in
the economy would have been highly disruptive hurting the common man mog.

The above scenario or its variant has been avoided during the last one year
in the face of exogenous shocks such as the September 11, Afghan hodtilities,
atack on Indian Paliament, the bomb blasts in Karachi etc. This can be
atributed to the redliency of the externd sector achieved mainly through high
level of reserves while the domestic economy is dill under a low investment —
low growth — low aggregate demand cycle.

There is, however, a legitimate argument of the critics of the present
policy which cannot be ignored easily. They believe that if the SBP had adopted
a neutrd pogtion and not intervened to defend the current exchange rate the cost
of imported goods and services would have been lower due to appreciation of the
rupee and the benefits would have passed on to the consumers in form of lower
petroleum prices and transportation cods, lower costs of medicines etc.
Electricity prices would have remained unchanged and prices of other goods in
the economy which use imported raw materids and inputs such as vegetable ghee,
tea, sted products, vehicles, motorcycles, refrigerators, TVs, etc. would have
come down. While there is a lot of truth in this argument our history shows that
while prices are raised more than proportionately and ingantaneoudy in Pakistan

by al and sundry the downward adjustment is aways gicky. But even assuming
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that these prices of imported goods would have indeed been brought down the
cost which the country had to pay was a sharp decline in the exports and an
eroson of our share in world markets and diverson of home remittances from
officdid to unofficdd channels. Once a country loses its foothold in a foreign
market other competitors step in and capture our share. It becomes extremey
difficult then to regain this logt share even if the rupee had begun to depreciae
once agan. Thus it is a close judgment cal to meke — whether dlow some
immediate gratification to consumers of imported goods or tolerate this burden by
helping our exporters to not only in mantaning exising but penetrating new
markets and introducing new products. It is our judgment that in a globdized
world where every developing country is trying to edge the other out of the
markets the long run benefits of foreign exchange receipts to the country in the
form of export revenues and higher remittances from oversees Pekistanis far
exceed the short run pains suffered by the consumers of directly or indirectly
imported goods and services in the economy.
Concluson

There is an inherent trade-off in the short run between a debt reduction
drategy and a public sector led growth acceleration strategy. As the country was
under a heavy debt trgp and faced with an acute liquidity shortage it was decided

to reduce this vulnerability and secure the external sector of the economy. The
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dability in the exchange rae the revesd of flight cepitd, the arest in
dollarisation of the economy, low inflation, the reduction in interes rate and
lowering of debt ratios have been made possble by pursuing this Srategy.
Building up reserves through an active intervention in the market dso ensured
that the @mpetitiveness of Pekistani exports is not eroded and the market share of
Pakistan in world market is maintained.

The dternative dtrategy to draw down reserves and dlow the Government
to prime pump the domestic economy will prove short sghted, expose Pakistan
once again to enhanced risk of default on its externa debt and ligbilities in the
future and generate uncertainties and turbulence in the markets. The more vigble
way to accderate growth is by inducing private sector to invest.  This will require,
in turn, politica dability and consensus by dl politica paties on adong term
economic policy vidon and direction for Pekigan, a more busness friendly
environment, a less contentious and adversaria relationship between bureaucracy
and busnessmen, improvement in interna and externd security Studion and the
continuation of dructural reforms and governance agenda. The tools of economic
policy are geared to achieve the set objectivee. The same tool i.e reserve
accumulation cannot be used as a defence agangt externd vulnerability and as a

gimulus to domestic economy at the sametime.



