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No remedy in sight to get out of tough times 
LAHORE: The inability of economic planners to act prudently and in time has pushed 
Pakistan's economy from recession to depression; turning high hopes of the electorate 
of this government into desperation. 
 
The economic planners have been mistreating all that ails the country’s economy. It is 
even more worrisome because the credentials of the economic team of this government 
are one of the best, but the performance is perhaps the worst ever. 
 
Both the government and the central bank have been unsuccessfully fighting to contain 
inflation for the last 17 months by increasing interest rates. They fail to realise that the 
country is suffering from stagflation and needed an altogether different approach to 
keep the economy sailing. 
 
The simple definition of stagflation is a stagnant economy coupled with price inflation. 
In stagflation, prices go up while the economy goes down. 
 
Under normal conditions, one would expect inflation to heat up the economy; and in a 
heated economy the central banks are justified to increase interest rates to cool it down 
to reasonable level. 
 
In stagflation, the normal methods of increasing interest rates do not help the situation. 
The only reason it helps in times of high economic activity is because it slows the 
“velocity of money” or the speed at which it changes hands. 
 
We have seen that the policy rates have been increased by six percent, but inflation 
rates have continued to increase from six percent to over 12 percent. In fact, January 
inflation is expected to cross 13 percent. Against normal expectation, economic 
activities are declining with increase in inflation. 
 
When the economy is weak, inflation generally is also low and a standard medicine 
administered by the central banks is to lower interest rates to stimulate the economy. 
 
Unfortunately, it is impossible to stimulate the economy by lowering rates while 
simultaneously fighting inflation. The recipe for economy during stagflation is different. 
 
During the course of stagflation, a government and central bank know that the interest 
rates are not the problem. The problem is the money supply that keeps inflation high in 
a declining economy. 
 
It has to reduce the money supply and get the economy back on a firm footing. The 
central bank unfortunately failed to convince the government to reduce its borrowing to 
contain money supply. 
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The inflationary pressure created during the decline in economic activity was partly due 
to high borrowing of the government from the State Bank of Pakistan till June 2019 and 
partly due to rampant money creation, and rupee devaluation compared to other 
currencies. 
 
This caused prices for food and energy to skyrocket. On the deflationary side, we have 
the industrial downturn and agricultural crisis which is reducing liquidity for banks as 
well as causing real estate prices to fall. 
 
There is no doubt that economic activities were badly hit in 2016 after the removal of 
Nawaz Sharif. The economy slowed down due to uncertainty in the next two years. 
 
Many investment decisions were kept on hold. The change of government unfortunately 
did not win back the confidence of the investors and the economy started receding. Now 
recession has gotten out of hand and by all counts Pakistan is now facing economic 
depression. 
 
Technically a country is in depression when the decline in its real GDP exceeds 10 
percent or a recession that lasts for more than three years. The GDP has already 
declined by nearly 10 percent and Pakistan is nearing its third year of recession that is 
evolving into a depression specifically due to the economic policies. 
 
Non-depression economics eschews fiscal policy on the grounds that central banks' 
tools are powerful enough and their decision-making more effective and technocratic 
than that by legislatures. But in today's prevailing conditions, we cannot afford this 
perspective. 
 
The economy needs fiscal stimulus that could be provided by first taming inflation by 
curtailing huge government spending and lowering interest rates. 
 
At the same time government should come up with long-term economic policies duly 
approved by the legislature so that no one could change the policies on whims without 
the approval of the parliament. 
 
Only then the investors would feel confident about moving to Pakistan. 
 
There should be no duty on basic raw materials and no protection to domestic 
industries producing those raw materials at home. The industries should be given the 
right to buy the raw materials from the cheapest source. There should be maximum (if 
possible fixed duties to avoid under-invoicing) on finished goods. Smuggled items 
should be confiscated through raids. 


