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             26th October, 2019 

  Editorial 
 
 
Factors behind the rise in inflation 
Piqued by relentless criticism of the present government by the opposition political parties, 
particularly the PML(N), for rising inflation in the country, the Finance Division, in a 
detailed statement, has defended the present dispensation on the plea that current rise in 
inflation is the result of delayed adjustment in utility prices and necessary measures have 
been taken to insulate the poorer sections of society from the impact of higher inflation. 
According to the Finance Division, the rise in inflation was led largely by the lagged 
adjustments during FY18 in the shape of increase in gas and electricity prices. As for the 
measures to control inflation, the government had adopted prudent expenditure management 
and a contractionary monetary policy to compress aggregate demand in the economy. The 
State Bank of Pakistan (SBP) had raised the policy rate to 13.25 percent per annum and the 
government had discontinued borrowings from the SBP and switched over to commercial 
banks for the purpose because borrowings from SBP were more inflationary. The government 
was also following austerity measures with complete restriction on supplementary grants. 
 
In order to provide relief to the middle and poorer sections of society, the government is said 
to be committed to imposing the burden of upward adjustment in energy prices on those who 
can afford it. A subsidy of Rs 226.5 billion was allocated in the budget for customers who 
consume less than 300 units of electricity a month which will benefit 75 percent of the 
consumers. The ECC had already approved a subsidy of Rs 1.5 billion for “roti tandoors”. To 
improve socioeconomic conditions in rural areas, the government is implementing “National 
Agriculture Emergency Programme” at a cost of Rs 287 billion. This scheme is being 
executed with the coordination of all provinces and is aimed at boosting crop yields, fisheries 
and livestock development as well as water conservation. To facilitate industrial sector, the 
SBP is providing Long Term Trade Financing (LTTF) and Export Refinancing Scheme 
(ERS) at cheap rates. In order to reduce unemployment in the country, the government 
launched “Naya Pakistan Housing Programme” and “Kamyab Jawan Programme” which are 
supposed to construct 5 million houses over the next five years and provide subsidised loans 
to people to start small-scale businesses. 
 
It is obvious that the government is concerned and feels that it is important to rebut the 
opposition’s narrative and blunt the growing criticism against it. Another reason for bringing 
out the statement at this stage is that the present government is continuously being accused of 
a problem for which it is not responsible; it was basically caused by the wrong policies of the 
previous government. There was absolutely no doubt that a delayed upward adjustment in 
energy prices fuelled inflationary pressures during the tenure of the present government. Such 
an adjustment should have been made during the period when the PML(N) was at the helm of 
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affairs and accepted the blame for higher inflation. More ironical was the fact that 
compensatory measures like contractionary fiscal and monetary policies, which would have 
been politically unpopular, were also delayed and had to be taken by the present government 
to ease the burden of inflation. The Finance Division, however, seems to have omitted the 
fact that the mistake of the PML(N) government to keep the rupee overvalued had also to be 
corrected by the present government which not only increased the debt burden of the country 
in rupee terms but also raised the rate of inflation by a significant margin. Since ordinary 
people do not understand the intricacies of a modern economic system and are generally 
unaware about the delayed impact of certain policy actions or inactions, incumbent 
governments are often blamed for the outcomes which owe their origins to the economic 
mismanagement in the past. 
 
The statement of the Finance Division also talks in detail about the safety valves built in the 
system to save the poorer sections of society from the impact of higher inflation. Higher 
electricity prices have not been passed on to consumers consuming less than 300 units of 
electricity, subsidy has been provided to “tandoors” and certain programmes have been 
initiated to reduce unemployment in the country. While such programmes may have been the 
need of the hour, care should be taken to ensure that the benefits of such schemes reach the 
deserving people and not appropriated by those who are already well-off. Overall, however, 
we feel that temperature of the blame game between the political parties needs to be reduced 
to manageable levels. Keeping in view the challenges facing the country at present, it would 
be much better to rise above the party lines, find out the truth and accept responsibility for the 
misdeeds done intentionally or unintentionally during a certain time period. 
 


