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The prairie fire of inflation

T

KHURRAM HUSAIN

he monetary policy statement released on Friday had
several notable things to
focus on but consider one for now:
core inflation. This indicator measures inflation in a basket of goods
that excludes food and energy prices,
meaning it is largely immune to the
supply-side pressures that the State
Bank has been blaming for the rising
inflation so far.
All year the State Bank has made
it a point to mention that core inflation is not showing a rise like food
and energy prices are, an observation
that allowed it to argue that whatever
inflation there is in the economy, it
is due to factors like rising oil prices
in global markets or temporary shortages of wheat due to a poor harvest.
With this argument the central bank
could successfully absolve itself of
all responsibility to combat this inflation.
For example, back in May the
State Bank could say “[w]hile core
inflation has picked up in urban
areas, price pressures are concen-

“

trated among a relatively confined
set of items”. Based on this observation they decided no action was necessary by them to bring this trend
under control. Then in July after observing that rising oil prices in world
markets have substantially been offset by corresponding reductions in
tax on the price of petrol and diesel
within the country, they said “core
inflation also fell over the last two
months in both urban and rural areas,
confirming the view that the energy
and food-driven inflation highlighted
in recent monetary policy statements
has not seeped into general prices”.
In reality, by this point in time we
were well on our way down inflation
road. The exchange rate was gyrating madly and the rupee was sliding
fast against the dollar. A fall in the
value of the rupee imparts a strong
inflationary impulse to the economy
since ours is a heavily import-dependent economy, especially where energy is concerned, and energy price
hikes transmit their effects horizontally to all other goods that are dependent on transport, combustion or
electricity, for their valorisation and
marketing.
By September things were beginning to change. “Core inflation also
fell in both urban and rural areas in
August,” observed the State Bank,
before adding, “[n]evertheless, the
momentum of prices remains relatively elevated, with month-onmonth increases of 1.3 per cent in
July and 0.6 per cent in August”. Despite a fall in core inflation the inflationary tide seemed to have breached
its more limited confines and was
showing up in a broader category of
goods. Partially in recognition of this
fact, the State Bank raised interest
rates by a nominal 0.25pc, ending the

prolonged period of “accommodative
monetary settings” and signalled further rate hikes to come, albeit in a
manner that would be “gradual and
measured”.
That apple cart never made it past
November, when the State Bank was
forced to pull up the date for its monetary policy decision by a week and
announce a large hike of 1.5pc in one
go. In the statement accompanying
that decision, the State Bank was
forced to admit that “core inflation
has also picked up in the last two
months”, showing up in items like
“house rents, cloth and garments,
medicines, footwear and other components”. The inflationary tide
showed up in a broad range of goods
far beyond food and energy, forcing
the central bank to acknowledge that
it could no longer be business as
usual.
This creeping trend is characteristic of what happens when inflation is
being driven by monetary factors. An
expansion in the money supply
shows up first as growth, then as exchange rate pressures, then as inflation confined to a narrow segment of
goods that are sensitive to exchange
rate movements, before it seeps into
the overall price level. It can take up
to a year to complete this journey,
meaning money supply growth today
will show up as inflation next year.
That is what has happened here.
From a central banking point of
view, the situation is somewhat akin
to a firefighter who stands and
watches as the fire rises, comfortable
in the assurance that it is small and
manageable, even if he or she can
see that the fire is surrounded by
combustible material. Waiting for
the flames to spread before acting
would be folly for that firefighter.

Power and corruption

RAFIA ZAKARIA

Power tends to corrupt”, the saying goes “and absolute power
corrupts absolutely.” Such words
are easy to toss around in Pakistan,
whose citizens have seen the process
first-hand and numerous times in the existence of their still young country.
Each day is an exercise in navigating
the corruption and power nexus, with
even some petty overlords or government functionaries of a middling and insignificant sort demanding their palms be
greased for doing what is essentially
their job. When the bottom feeders are
this way, the top naturally excel at the
job; one constant in Pakistan’s story has
been the rotating cast of scions of powerful (and corrupt) families seen to be
looting the country’s coffers. Things
change but not this. Is it the system that
makes these erstwhile leaders, generations of them, corrupt ie does their survival and rising to the top require the
misuse of power? Or is the proclivity for
corruption determined more by individual character?
In his new book Corruptible: Who
Gets Power and How It Changes Us researcher Brian Klaas presents some interesting theses on this question. One
study that Klaas writes about looked at
whether people will follow the rules due
to a commitment to doing the right thing.
In this study, researchers looked at parking violations in New York City. In particular, the study looked at the period
between 1997 and 2002 during which
time United Nations diplomats stationed
in NYC could get away with parking illegally because they had diplomatic immunity.
When a car with a diplomatic licence
plate was found to be illegally parked, a
parking ticket would be issued, but it did
not have to be paid because the diplomat
could not be prosecuted owing to immunity. At one point, there was so much il-

legal parking by diplomats of various
countries that the city was losing up to
$18 million a day. Sadly, one of the 10
worst offenders was none other than Pakistan while diplomats from countries including Sweden and Norway rarely
abused their power.
This would suggest that those who
came from countries where corruption is
common were more likely to abuse their
power because the only way they may
have got their position was by being unethical; using connections rather than rising on the basis of merit. Culture and
context, Klaas concluded, had a “drastic”
effect on how individuals behaved.
In 2002, Michael Bloomberg was
elected mayor of NYC and he put an end
to diplomatic immunity for parking tickets. As soon as this new directive was issued, the worst offender countries
immediately started to follow the rules;
countries like Kuwait, for instance, went
down to almost no violations. This suggests that when the corrupt are held accountable for their abuse of power then
they are less likely to engage in violations.
In this case, countries like Kuwait and
Pakistan that had been among the top 10
offenders dropped almost to the bottom
of the list. This indicates that while the
abuse of power is common among the
corrupt, the threat or actual prevalence of
accountability can drastically reduce the
abuse of power. Of course, accountability is far easier to prescribe and far harder
to enforce particularly in places such as
Pakistan where it is more or less endorsed
and even encouraged by the prevailing
culture. The difficult question here is how
to change a system that encourages, even
requires corruption in order to succeed.
As the example about parking tickets and
diplomatic immunity illustrates, effective
policing or enforcement is required to get
everybody to get in line and follow the
rules. Making enforcement an expectation such that bad actors know that their

Similarly, waiting till inflation has
“seeped into general prices” before
acting, even as all data shows elevated monetary aggregates and
mounting exchange rate pressures, is
folly for a central banker.
Central banking is tricky business.
First and foremost, the job of a central banker is to watch the money
supply, unlike a businessman or a
businesswoman whose job is to
count the money, more specifically
his or her own. The central banker by
contrast has to take a panoramic
view. Too much money and it will
fuel inflation. Too little and it will
choke the engines of growth in the
economy. Getting the supply just
right takes skill, it takes mind and
vigilance, and perhaps also a dash of
integrity to stand up to the pressures
that are pushing you to throw money
into the economy to produce a shortlived feel-good factor, since everybody else is only interested in
counting their money, not curating
the overall supply in the economy.
This is where things went wrong.
They sat and watched as the alarms
were sounding from May onwards,
starting with the sharp slide in the
exchange rate, fuelling inflation
pressures even further. They moved
lethargically in September (but at
least they moved) but were still not
sufficiently alive to what was actually driving this slide. On Saturday
morning, the IMF told us that inflation will only start to decline “once
the pass-through of rupee depreciation is absorbed” into the price system, and temporary supply and
demand pressures dissipate. This is a
classic, textbook case of an overheating economy. And bringing this
prairie fire under control is now priority number one for the government

chances of getting caught are very high is
difficult if not impossible in a corrupt
system which is based on the opposite assumption. So if Pakistan had a mythical
leader who tried to end corruption, he/she
would find his/her efforts stymied because the local elite that wants the corrupt
status quo and hence their own largesse
to persist will ensure that this leader
would not be successful. Once the ‘good’
leader realises this, his/her choices are revealed not as being good versus bad but
rather the degree to which he/she capitulates to the demands of this elite that
feeds off corruption. When the people in
a system are used to corruption and even
expect and welcome it, a good leader is
useless, because the system requires corrupt behaviour. A corrupt system, and in
Pakistan we have just that, makes it difficult for good people to survive within it.
Their choices are to become complicit
with the system, do as others do, and forget about being a good moral actor or to
exist outside the system to the extent that
is possible. This is particularly true where
politics are concerned; good people who
do not want their conscience to be ravaged simply cannot enter this realm of the
compromised. The consequence is that
the progeny of powerful families, who
have a genealogical history of upholding
corruption, are the ones that are most
eager to grab power and then to hold on
to their ‘entitlement’.
As in the parking example, Pakistan
needs someone to announce that the rules
will be enforced so that the abuse of
power can stop. Sadly, what is happening
instead is that the longer any leader is in
power, the more the system encourages
them to be corrupt or condone corruption.
As a result, everyone from the least powerful to the most powerful have no expectation that the abuse of power will be
checked or curbed. The impetus for survival in such a system is to get as much
power as possible, for the very purpose of
abusing it.

A day of consensus!

When the government postponed the November 11 joint session of Parliament, summoned for the passage of an electoral reform bill, it became obvious that the ruling party’s allies were
unwilling to go along. Information Minister Fawad Chaudhry,
however, claimed that all was well and a joint session would be
held next week. Come next week, an apparently displeased
Prime Minister Imran Khan held three meetings with his party’s
core committee members. Following the third meeting Fawad
held a press conference to say “the coalition parties have also
expressed confidence in the leadership of Prime Minister Imran
Khan.” But the signals emanating from the two main coalition
partners, the PML-Q and the MQM, suggested otherwise.
PML-Q leader Chaudhry Pervaiz Elahi called an emergency
meeting of his party to discuss “the growing complaints”
against the Punjab government, whilst the League’s Information Secretary Kamil Ali Agha complained that the Prime Minister did not consult his party in important decision-making.”
Speaking in a similar tone during a TV talk show, MQM leader
Khalid Maqbool Siddiqui averred, “we are not taken into confidence on important legislation and the documents are given to
us at the eleventh hour... . If they [the government] do not take
their allies on board, we have no option but to make a decision
[of parting ways with the ruling PTI].” No less significant is a
concurrent development on the wider political scene. Since
walking out of the Pakistan Democratic Movement (PDM) last
April, the PPP regularly pilloried that alliance and its leaders,
but is now warming to them, again. Earlier this month, PPP
Chairman Bilawal Bhutto Zardari attended a dinner hosted by
PML-N President Shehbaz Sharif for opposition leaders, where
he declared that the opposition is united under the leadership
of Shehbaz Sharif and would fully cooperate with his party in
Parliament. Later, he met with PDM chief Maulana Fazlur
Rehman.
Both iterated that the opposition stood united in Parliament. It needs to be recalled that the PPP along with the
ANP had left the PDM because the Maulana and the Nawaz
League wanted all the alliance members to resign from the
National Assembly for the Prime Minister’s ouster. So what
has changed now to make Parliament so relevant to that objective? Emergence of a crack in the ruling alliance and the
PPP’s calculus that public discontent over increasing economic hardships could help it make some electoral gains in
provinces other than Sindh which seemed unachievable before. The plan, considering the opposition parties’ leaders, is
to test the waters by moving a no-trust motion against the
Senate Chairman. If it works, the next target would be the
PM. All this though depends on whether or not his allied
parties are just disappointed with him over non- inclusion in
the decision-making process or are acting the way they are

The Lahore knowledge park,
a fascinating face of Pakistan — II

T

GHULAM MURTAZA

he LKP would be the
first education park
of its kind in the
country. Although, Gwadar
has a similar kind of city in its
West, Shabi Village, the Lahore Education Park (LEP) is
ready to take off. The LEP
would be a state of the art
mega-project that can attract
the app. 4Billion dollar investment in the country fitted to
save the foreign exchange of
$2b. The other value-added
benefits and indirect taxes are
in addition to it. The estimated
impact on GDP may be more
than 2 %. I still remember the
words of Dr Atta Ur Rahman,
who claimed that only the IT
sector of Pakistan had the potential of about $200b exports.
I behold this project can make
this dream true.
Recreational, commercial,
tourist and other activities in
the city have also been designed. We may divide it into
three main segments, after
lessening the 40 percent landwastage, into residential (15
percent), commercial (10 percent), recreational five percent,
and the rest of 70 percent for

its inbuilt purpose to be leased
out to foreign institutions on
the long term.
The shortage of funds may
be met with PPPs. Even the
land development cost of
around Rs 10b may be
arranged through PPPs. The
model of Dubai Knowledge
city and three times larger than
LKP, Qatar Education Park
may be in the background of
the policymakers. The institutions dwelling in Qatar Education City and about 32 top
universities in the knowledge
city, with 450 companies operating in it and International
Academia city, Dubai are open
to further experience, if focussed. Only Dubai Knowledge Village is offering more
than 500 academic programs
to 28000 students. Investment
areas are, the transportation to
link LEP with the city, sports
complexes, green technology,
auditoriums, food streets, high
rise commercials, Disney
lands, emporiums, restaurants,
hotels, advertisements, shopping malls, hostels, and the
hyper-expo centres around the
year. A strong link of LKP
with Lahore city can give real
synergy to it. I believe it could
be proved a pilot project to
open up many new venues of
its nature in the country.
There are many ideas for attracting foreign investors, including the one five stars and
two three-star hotels, especially, for Sikh visitors with
day trip facilities to Nankana
saheb and Hassan Abdal.
These Yatrees may be given
entries at the border with re-

stricted mobility to their spiritual places. What is its link
with education? It is for revenue generation and image
building which will impact the
KLP. An NPO organisation
does not mean it cannot earn a
profit, but cannot give dividends. Locally trade bodies
and defence-related production institutes are the best platform’s to develop a linkage of
academia. Generically, we
have the edge over Dubai and
Qatar knowledge cities with
the 6th largest population.
It may be marketed chiefly
in the EU, North America,
Korea, Turkey, the Gulf, Iran,
CISs and China by organising
group meetings, seminars of
with the help of our embassies.
Strong real estate and education brokers' networks on a
nominal commission to be
paid by the investors can reduce the distances to sell this
project quickly. The corporate
giants from Chinese, Turkey
and Korea are desperate to
come over here for such projects due to their growing economic,
political
and
geographic interests.
I would suggest to the government for another such kind
of project near Rawalpindi to
illuminate the country with the
light of knowledge. I behold a
hope not hype regarding this
4th generation knowledge
park. The world is changing its
crout after post Covid19, we
must get our share from the
changing dynamics.
The writer is a
free lance contributor
(Concluded)

