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First of all, I am thankful to Prof. Khurshid and Mr. Khalid Rahman for inviting me this afternoon. I have been following the conversation since this morning and I was very much enlightened by Mr. Fasih Uddin’s summary of the proceedings. I would like to share my thoughts  very candidly and I take advantage of the presence of two gentlemen who have always been very kind to me; Prof. Rafique and Prof. Khurshid. 
I have just come back from a seminar organized by a similar institute in New Delhi. Let me tell you the difference I noticed. The quality of the papers presented at the seminar was excellent as they were selected after a rigorous peer review. On the other hand we in Pakistan have become used to off-the cuff generalized remarks full of rhetoric and emotions and less of substance. It is something which Pakistan and society is going through and that has become our nature. I am afraid this will not really do us any good. So, my humble suggestion is that IPS as an independent research body, should commission papers from the people who have established name in research. The IPS must specify  the parameters for these papers whether they ought to be  based on   new empirical evidence or new insights on  poverty, it is unemployment, education, or  health. I think we have to make that “quality difference” in the quality of our discourse. 

I just completed a paper for a conference, which reviews the growth experience and the development experience of Pakistan over 60 years and compares this with South Asian countries. This country of 30 million people in 1950 was unable to feed itself. We were dependent on PL480 imports , which was an aid program of the US government to provide us wheat. We used what was called as counterpart funds in order to finance our development expenditure. Today, this is a country of 160 million people, is not only able to feed itself but exports 2 million tonnes of rice every year. The area under cultivation is the same. We used to produce less than three million tonnes of grain; we are producing close to 30 million tonnes of the food grain now. This country had no industrial base in 1947. Today 80% of our exports are manufactured goods. We are competing in the third country  markets against countries such as China, India, Malaysia and Singapore. We are able to say that from 60% of poverty we are down today to 24-25%. Though it is still a big problem because 40 million people still living below the poverty line is not acceptable. 
What is the missing gap? Why we are so poor as far as our social and human development indicators is concerned? The capitalist model which is based on the efficiency of the market mechanism and allocation of resources through the markets, does not generate equity because it assumes a given resource endowment. Whosoever has resources and assets tries to maximise the return on that. The socialist system promised a kind of social welfare and social security system that nobody could be poor in those [socialist] countries. But it failed. Everybody was equal but there were no incentives for creating wealth and in fact it was subtracting wealth by  eroding  the productive base of the economy. That is why after 70 years of that experimentation the socialist economies collapsed. But in Islamic economic model, there is a combination of efficiency and equity which says private property and the market mechanisms are to be respected but every Muslim has a duty that the poor segments of the population are looked after by transfer of a certain proportion of wealth by the well off  to the less well-to-do. This is built-in mechanism, which ensures that people in your neighbourhood and among your relatives do not go hungry. That is what the Islamic economic system is. 
If we are really sincere in poverty reduction then we have to combine this efficiency of the market mechanism, which requires private sector and the equity whereby both the individuals and the state combine hands in order to provide resources to less endowed.. And the natural resources are not the assets in today’s world.. I lived four years in Nigeria which produces 250 billion dollars of oil revenues. But per capita income of Nigeria is lower today than it was in the 1960s because they misused the natural resources. So,it is  not land, oil, mines and minerals that will contribute to the enhancement of the human welfare. It is  Knowledge, education, skills and training that are  more important. 
In a competitive world of today, only those countries will survive which invest in acquisition of skills and knowledge. That is what the poor should be given. Every bright young student who has the potential should not be deprived of education because his family or his parents do not have the financial means. That is what the Islamic economic system is. Anybody who is able to get admission in the top universities well around the world should be given full funding to complete his education irrespective of his status and the financial means. And I think, these are the kind of changes we pay lip service to, but we really do not try to practice them. 
Now there are questions, which have been  raised at this seminar which deserves answers and one of the questions was why the inflation is so high and whether the monetary policy has got to do anything with that? I am no longer the Governor State Bank of Pakistan but I am still very proud of what we did despite the critics who have been writing and saying the same things. In 1999-2000 to 2002-03  inflation rate was less than 4%. But unemployment rate was quite significantly rising every single year. Because in the 1990s, the growth rates had declined. Investment was stagnant. Economic activities were not taking place so the cumulative impact of that decade was high unemployment rate. If one looks at unemployment rate in the 1990s and early 2000s there were two options. One option was to use fiscal policy lever in order to accelerate the economy. In 2001-2002 the growth in per capita income was negative. The GDP growth was only 1.8%. Therefore, we had options either to live with low  inflation of less than  4% with high unemployment rates and keep the economy down at stagnancy or decline or use the public policy to kick start the economy and provide job opportunities to the people and families who were suffering for a long time. 
The two public policy levers available  are monetary policy and the fiscal policy. Fiscal policy was not used because the debt ratio at that time was 100% of GDP. Therefore, if you stimulated  the fiscal policy, you were going to raise your debt not only external but domestic also and that was not a sustainable situation. But when you have inflation at 4% and you are reforming your banking sector, you have the  scope by following an expansionary  monetary policy. And that was exactly what we did in 2002-2003. But the monetary policy and the fiscal policy do not remain constant. If they have achieved the goals and the objectives, which were to accelerate the growth rate of the country to 7/8% than you have to go back to the reverse gear and you have to tighten the monetary policy. And we started tightening the monetary policy in early 2005, therefore, interests rates went up, inflation went up. But two things happened at the same time; one was that the oil prices internationally went up from 25 dollars a barrel to 75 dollars a barrel. We are an oil importing country. You can subsidise [oil prices] to an extent but electricity, transport and industry all are dependent on imported fuels. Therefore, you have to have some impact of imported inflation though higher oil prices which were outside the control of policy makers.. 
We carried out estimation at State Bank in 2005-2006 that if the international oil prices had remained at 25 dollars, the inflation rate despite the  expansionary monetary policy would have been only 6%, not 8.5%. Therefore, 2.5% contribution came from exogenous circumstances – the international oil prices.  In the meanwhile, after purchasing power rose, the per capita incomes also rose from 500 dollars to 1000 dollars during the last seven years. And purchasing power increased the demand for food. Due to increased consumption of eatables such as beef or poultry, the supply response never keeps up with the demand in the short run. There is always a time lag between persistence of demand and the supply response by the producers.  This  is what is happening in China, India. You need 6 kg of grains in order to produce one kilogram of beef. So if the production of beef and mutton and poultry is  increasing you are substituting wheat for consumption. Wheat  is subsidized in the country and therefore a lot of wheat is being used as the feed for animals and this is because the prices of mutton and other edibles including the ghee and other things are going up. But the supply response is not moving pari passu at  that rate. Therefore food inflation is 14% today which has nothing to do with the monetary policy because this is the lack of supply response lagging  the demand which is going quite high. 
It is said that the government should allow imports of the essential commodities in order to check the prices. Even if you allow the imports the wheat price  per tonne today is 400 dollars in the international markets. In Pakistan it is 200 dollars a tonne. That means your budget deficit is going to be at not 4.5 % but it will be 5 to 6%. That means that government has to borrow more in order to finance budge deficit which is again going to be inflationary. I am no longer in the government, but what I am trying to say is that the choices the public policies makers have to make are not that easy. There are trade-offs. Unlike politics ,economics and economic policies impose  hard choices. You may take us to task for making wrong policy choices but the point is that when you are confronted with the particular problem, you have to make decisions. Some decisions have desired outcomes, some decisions do not have the desired outcome because other events which were not anticipated may compound the situation. 
Yes, if there are maliciousness and personal gains to the individuals in the government then you should always try to take them to task. But if the policies are made with limited information as to what impact is going to be in the future and the future events do not take the same kind of course, which you have assumed then I think you should try to understand the policies are always going to hurt some people and going to benefit some people. 
Who is being hurt, everybody who has a fixed income, whether it is salaried worker or a pensioner or in private sector whose incomes are fixed that was ten percent of the population and the poor who are forty million people, they will be hurt by the inflation. But the people who are ninety percent in the labour force can adjust their prices everyday according to inflation. Even a Paanwala who was selling his paan for one rupee, as inflation goes up adjusts his prices to one and a half rupee or one rupee and twenty five paisas. So, his income does not get affected. Therefore, the pernicious affects of the inflation are not across the board, they are unfortunately, to the fixed income groups and to the poor. But the ninety percent of the population, as Mr. Sabur Ghayur pointed out, is working either in the self-employment informal sector or in the sectors where they can adjust their prices. Those people have benefited from the inflation. 
Now what is the next step of inflation? As the producers of food-grains and the producers of milk, meat and poultry see that the prices of these commodities are going up, they will produce more. And the gap between the demand and supply will decline overtime. But as of today, the situation is not bearable because lot of us who are in the worst scenario of the food inflation being 14% are being hurt. I must say that sooner the policies are altered, and I think, Dr. Rafique has made some good points and Mr. Fasih Uddin also made these recommendations that you have to tax the rich and expand and subsidy on the poor. But our government structure unfortunately, is so weak in this job. 
I have visited 25 districts and 50 Tehsils all over Pakistan, right from Balochistan to the North West Frontier Province and the FATA area. And I can say that it is not only the incomes, which are hurting the poor, it is the lack of access to the public services. When I hear people say we should improve the quality, I would like them to come and go with me to a village of Dera Ghazi Khan, where the primary school is built, consuming lakhs of rupees of the public exchequer is under the lock and key because the teacher is not there. And the teacher’s salary is 7000 rupees. In a patched roof hut, just one room, a girl who is just a matriculate is teaching 20 young girls and just her salary is 3000. So, those of us who sit in Islamabad and think that we should increase the public sector expenditure on education and health should come and look at where education is being imparted. Is it being imparted in the public sector schools or it is being imparted in that community schools being run by the local people at one third or a one half of the expenditure which is being incurred on the public expenditures. We say Pakistan is very backward as far as the public expenditure on social sector in proportion to GDP was concerned. 
Having heard about the ghost schools, ghost teachers, the health and sanitary workers who are being paid every month but they are not performing any service at all, I think, this is the failure of the governance, which is depriving the poor people even of the expenditures which are being incurred. So, we may argue that we should spend billions of rupees but unless we also ensure that that money is going to the poor, I do not recommend that we should waste our previous resources. 

But the tragedy is not that we lack the resources but as Mr. Fasih Uddin said, we lack sincerity and commitment in order to deliver those resources to the poor of our country. That is our problem. Thank you very much! 

______________________
