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               11th March, 2019 

 
 
Uptick in inflation 
It is distressing to see that inflationary pressures have been building up in the economy for the last few 
months. According to the latest data released by the Pakistan Bureau of Statistics, the Consumer Price Index 
(CPI) during February, 2019 was up by 8.21 percent as compared to its level during the same month a year 
earlier while average inflation during the first eight months of the current fiscal was recorded at 6.46 percent 
as against 3.92 percent in the same period of FY18 and 4.16 percent of the year before. The CPI during 
February, 2019 also showed an increase of 0.64 percent over January, 2019. The dominant push in inflation 
came from core inflation (non-food-non-energy) which rose by 8.8 percent year-on-year and typically 
represents the underlying demand pressures by excluding volatile food and energy prices. The items 
recording major price increases during July-February, 2019 were gas (+53.32 percent), kerosene oil (+27.88 
percent), transport services (+15.58 percent), tomatoes (+14.1 percent), spices (+12.89 percent), motor 
vehicles (+12.74 percent), water supply (+12.18 percent), meat (+12.17 percent), education (+11.65 
percent), construction inputs (+11.09 percent) and cosmetics (+10.81 percent) while those recording declines 
included onion (-28.09 percent), potato (-18.24 percent) pulse mash(-14.32 percent), gram whole (-6.84 
percent), pulse masoor (-4.98 percent) and fresh vegetables (-4.08 percent). 
 
The latest uptrend in prices should of course be a cause of concern for the policymakers of the country as it 
can have a very negative impact on the lives of ordinary people and the poor who spend a large part of their 
incomes on food items and are already living on the margins of society. Their miseries could be further 
compounded because of lack of employment opportunities and low wages prevailing in the market. One 
could, for instance, easily imagine the quality of life of a person who is earning about Rs 20,000 a month 
and has to support a large family which is the norm in the country. Higher inflation would also constrain the 
monetary authorities to jack up the interest rates which would increase debt servicing of the government and 
put more pressure on the budget. Another sad aspect is that inflation rate is not likely to ease in the near 
future due to expansionary fiscal policies of the government and the chances of further depreciation of the 
rupee because of a huge deficit in the external sector of the economy. 
 
It may be mentioned that we are not overreacting to the unfolding price behaviour but merely cautioning the 
government that necessary action has to be taken before the situation turns into a crisis and social unrest 
becomes the order of the day. As it is, the average increase of CPI at 6.46 percent during July-February, 
2019 is already higher than 6.0 percent projected for the whole year (2018-19). If the present trend 
continues, the actual inflation rate during FY19 could be much higher than the target. The sad aspect is that 
the government is not doing enough to contain the demand pressures in the economy and the SBP is 
constrained to keep tightening the monetary policy to neutralize the inflationary impact of falling rupee and 
rising crude prices. Policy rate is already at its six-year high after the SBP raised the key rate by 25 basis 
points to 10.25 percent on 31st January, 2019. It may be stated that the central bank has raised the policy 
rate by 4.50 percent since January, 2018. Further tightening of monetary policy could dampen the business 
sentiment in the economy and further widen the fiscal deficit by increasing debt servicing of the 
government. We are of the view that the policymakers of the country need to keep a very close watch on the 
emerging inflationary trends and undertake necessary measures to ward off the possibility of a further surge 
in prices. In a situation like this, there could also be a temptation to take administrative measures to control 
the prices but such a policy should be avoided at all costs because of its adverse impact on the economy. 
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