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Inflation outlook remains high 
KARACHI: Despite monetary tightening, the government is projecting CPI inflation to be higher in FY20 
mainly due to various taxation measures, surge in energy prices and depreciation of Pak Rupee. 
 
According to State Bank of Pakistan’s (SBP) Third Quarterly Report on “The State of Pakistan’s Economy” 
released on Monday, inflationary pressures strengthened further in last fiscal year in terms of both 
magnitude as well as dispersion. 
 
The headline CPI inflation surged steeply to 8.3 percent during Q3-FY19, compared to 6.5 in the preceding 
quarter, and only 3.8 percent recorded in the same quarter of last year. 
 
Four factors explained the recent surge in inflation. First, the needed stabilization measures induced the 
government to make upward adjustment in administered prices (of petrol, gas and electricity); not only did 
this inflate the energy component of the headline CPI, but also escalated businesses’ energy expenses. 
 
Second, the lagged impact of PKR depreciation continued to seep through the broader economy via rising 
input costs and capital outlay, and also fed inflation expectations in the economy. 
 
Third, food inflation, which had remained benign over the past 5 years, began to creep up due to supply side 
constraints mainly meat and tomatoes, costly transportation and the PKR led price increases in imported 
items such as pulses and tea and finally, house rents posted a sharp YoY increase during Q3-FY19 due to 
base effect quarterly revisions in house rents were unusually modest in Q3-FY18. 
 
As a result, inflationary pressures were broad-based some 72 percent of the items within the CPI basked 
recorded inflation of more than the 6 percent target rate, whereas 31.5 percent of the items recorded double-
digit inflation. Importantly, the persistence of the large twin deficits weighed heavily on the near- to 
medium-term inflation outlook. Moreover, further adjustments in energy tariffs as well as continued 
pressures on the exchange rate also meant that cost pressures were not likely to dissipate. 
 
Therefore, the Monetary Policy Committee decided to continue with monetary tightening, and increased the 
policy rate, taking the cumulative adjustment since the beginning of the recent tightening cycle to 500 bps 
by end of Q3-FY19. 
 
However, SBP said that despite a monetary tightening stance, the government is projecting CPI inflation to 
be higher in FY20 mainly due to a surge in energy prices and depreciation of Pak Rupee. 
 
According to SBP, this outlook is largely explained by supply-side factors, such as the upward adjustments 
in domestic energy prices and recent episodes of PKR depreciation along with their second-round impact, 
which are likely to increase the cost of production and doing business. 
 
Additional impact is likely to come from various taxation measures taken in the FY20 Federal Budget and 
the risk arising from any volatility in the international oil prices, the report said. 
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