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1 . I n t r o d u c t i o n 

The p r i m a r y o b j e c t i v e o f t h i s s t u d y i s t o e x a m i n e t h e t r e n d s 

i n i n f l a t i o n i n a h i s t o r i c a l P e r s p e c t i v e . T a b l e I q i v e s a b r o a d 

p i c t u r e o f t h e t r e n d s i n i n f l a t i o n r a t e s i n P a k i s t a n as m e a s u r e d by 

t h e i m n l i c i t GNP d e f l a t o r , t h e w h o l e s a l e p r i c e i n d e x and t h e consumer-

p r i c e i n d e x . I t w i l l be seen fror.1 t h e l o w e r h a l f o f t h e t a b l e t h a t , 

w h i l e t h e i n f l a t i o n r a t e a v e r a g e o n l y t h r e e n e r c e n t d u r i n g t h e 1 9 6 0 s , 

i t i n c r e a s e d f o u r - f o l d i n t h e 1 9 7 0 s t o t w e l v e n e r c e n t , i n t h e l a t t e r 

h a l f o f t h e s e v e n t i e s and e a r l y e i g h t i e s t h e r e i s a d e c l i n e i n t h e 

i n f l a t i o n r a t e s b u t t h e y a r e s t i l l t h r e e t i m e s h i n h e r t h a n t h o s e 

o b s e r v e d i n t h e 1 9 6 0 s . 

The s t u d y i s s t r u c t u r e d as f o l l o w s : S e c t i o n 2 a s s e s s e s t h e 

t h r e e i n d i c e s o f i n f l a t i o n r e o o r t e d i n T a b l e I . S e c t i o n 3 i s d i v i d e d 

i n t o two s u b - s e c t i o n s : t h e f i r s t p a r t l o o k s a t t h e i n f l a t i o n a r y e x -

p e r i e n c e o f P a k i s t a n i n t h e 1 9 6 0 s , and t h e second l o o k s a t t h e t r e n d s 

i n t h e 1 9 7 0 s and e a r l y 1 9 3 0 s . I n S e c t i o n 4 , t r e n d s i n d o m e s t i c i n -

f l a t i o n a r e comqared w i t h t h e w o r l d i n f l a t i o n r a t e , t h e i n d u s t r i a l i z e d 
A 

c o u n t r i e s , n o n - o i l e x p o r t i n g d e v e l o p i n g c o u n t r i e s and t h e A s i a n r e g i o n 

as a w h o l e . S e c t i o n 5 e x a m i n e s t h e a v a i l a b l e l i t e r a t u r e on t h e s t u d y 

o f i n f l a t i o n i n P a k i s t a n , and f i n a l l y S e c t i o n 6 g i v e s t h e summary a n d 

c o n c l u s i o n s . 
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I n f l a t i o n R a t e s i n P a k i s t a n as m e a s u r e d by T h e I m p ! i c i t GNP 
D e f l a t o r , T h e ; ' h o l e - s a l s P r i c e I n ^ e x and T h e Consumer T r i e s I n d e x 

( a t 1 9 5 9 / 6 0 c o n s t a n t f a c t o r c o s t ) 

P e r c e n t P e r Annum 
r 

Y e a r s I m p l i c i t GNP W h o l e s a l e 
P r i ce 
I n ^ e x 

Consumer 
P r i c e 
I n d e x 

C o n s u m e r ^ ) 
P r i ce 
I n d e x 
( I . H . F . 
B a s i s ) 

1 9 5 0 / 1 3 . 9 7 4 . " 7 3 . 8 7 1 . 5 
1 3 6 1 / 2 - 1 . 6 1 - 0 . 1 2 - 0 . 4 1 - 0 . 6 
1 9 6 2 / 3 - 0 . 3 1 - 1 . 7 1 - 1 . 1 6 - 0 . 3 
1 9 6 3 / 4 5 . 0 5 3 . 3 8 4 . 0 3 3 . 3 
1 9 6 4 / 5 4 . 3 4 6 . 9 8 5 . 8 0 S . O 
1 3 6 5 / 6 2 . 7 2 - 1 . 3 9 3 . 4 3 4 . 9 
1 9 6 6 / 7 9 . 2 7 1 1 . 0 0 8 . 9 4 1 1 . 6 
1 9 6 7 / 8 1 . 9 9 1 . 3 7 2 . 0 1 - 0 . 2 
1 9 5 8 / 9 0 . 3 5 3 . 6 7 1 . 1 8 . 1 . 6 
1 9 6 9 / 7 0 3 . 8 5 2 . 0 4 - 1 . 2 2 4 . 3 
1 9 7 0 / 1 5 . 0 3 6 . 5 1 5 . 5 9 1 0 . 1 
1 9 7 1 / 2 6 . 0 9 4 . 7 0 4 . 5 9 5 . 2 
1 9 7 2 / 3 1 5 . 6 3 1 5 . 7 8 9 . 2 5 2 3 . 1 
1 9 7 3 / 4 2 2 . 8 8 3 2 . 7 8 3 0 . 0 0 2 6 , 7 
1 9 7 4 / 5 2 5 . 5 0 3 0 . 0 0 2 5 . 7 3 2 0 . 9 
1 9 7 5 / 6 1 4 . 1 1 8 . 5 8 1 1 . 5 6 7 . 2 
1 9 7 6 / 7 8 . 7 8 1 1 . 2 7 9 . 2 6 1 0 . 1 
1 9 7 7 / 8 8 . 5 3 6 . 3 2 6 , 8 9 „ 6 . 7 
1 9 7 8 / 9 6 . 7 9 6 . 7 4 8 . 3 3 9 . 4 
1 9 7 9 / 8 0 1 2 . 5 9 9 . 3 2 1 0 . 4 0 1 1 . 7 
1 9 3 0 / 1 1 2 . 2 5 1 2 . 4 7 1 2 . 9 7 1 3 . 8 
1 9 3 1 / 2 7 . 6 7 8 . 2 8 1 0 . 4 4 7 . 4 

G r o w t h R a t e s f o r S e l e c t e d P e r i o d s 

1 9 5 9 / 6 0 - 1 9 6 4 / 5 2 . 6 0 2 , 6 7 2 , 4 9 . i- " 
1 9 6 4 / 5 - 1 9 6 9 / 7 0 3 . 6 6 4 . 5 5 2 . 8 7 
1 9 5 9 / 6 0 - 1 9 6 3 / 7 0 3 . 0 1 1 5 , 6 6 1 3 . 8 5 -•• •. i 
1 3 7 0 / 1 - 1 3 7 6 / 7 1 4 . 0 2 1 5 . 5 6 1 3 . 8 6 
1 9 7 7 / 8 - 1 9 8 1 / 2 9 . 6 5 8 . 6 2 9 . 8 1 

S O U R C E : Columns ( 2 - 4 ) P a k i s t a n E c o n o m i c S u r v e y ( v a r i o u s i s s u e s ) 
Column ( 5 ) I . K . F . F i n n c i a l S t a t i s t i c s ( 1 9 8 3 ) 



2 . Measurement o f I n f l a t i o n i n P a k i s t a n ^ J ^ 

The t h r e e commonly ussd m e a s u r e s o f i n f l a t i o n a r e t h e w h o l e -

s a l e o r i c e i n d e x , t h e consumer p r i c e i n d e x and t h e i m p l i c i t GMP 

d e f l a t o r . O v e r a l l t h e t h r e e i n d i c e s move f a i r l y c l o s e t o o e t h e r as 

shown i n F i o u r e I . F u r t h e r m o r e , t h e c o r r e l a t i o n m a t r i x i n T a b l e I I 

a l s o shows v e r y s t r o n o c o r r e l a t i o n b e t w e e n t h e t h r e e measures o f 

i n f l a t i o n . H o w e v e r , as w i l l be seen i n t h e f o l l o w i n g d i s c u s s i o n , 

t h e r e a r e s i g n i f i c a n t d i f f e r e n c e s u n d e r l y i n g t h e p r e p a r a t i o n o f 

t h e s e i n d i c e s . 

2 ( a ) The W h o l e s a l e P r i c e I n d e x 

The w h o l e s a l e p r i c e i n d e x r e f e r s t o t h e p r i c e s p a i d as a 

r e s u l t o f l a r g e t r a n s a c t i o n s i n t h e p r i m a r y m a r k e t . The t o t a l 

number o f o r i c e s e r i e s i n c l u d e d i n t h e i n d e x i s 4 3 3 . T h e s e p r i c e s 

a r e n o t c o l l e c t e d d i r e c t l y by t h e C e n t r a l S t a t i s t i c a l O f f i c e . I t 

does n o t h a v e i t s own f i e l d s t a ^ f f o r t h e c o l l e c t i o n o f w h o l e s a l e 

p r i c e s n o r f o r t h e v e r i f i c a t i o n o f t h e q u a l i t y and a c c u r a c y o f 

t h e p r i c e s r e p o r t e d . I t depends on t h e v o l u n t a r y c o - o p e r a t i o n o f 

v a r i o u s g o v e r n m e n t d e p a r t m e n t s and t h e p r i v a t e a g e n c i e s f o r t h e 

s u p p l y o f w h o l e s a l e p r i c e s . 

T h e p r i c e s used i n t h i s i n d e x s u f f e r f r o m a number o f w e a k -

n e s s e s : ( a ) no p r o b a b i l i t y t e c h n i q u e s a r e e m p l o y e d f o r t h e 

s e l e c t i o n o f e i t h e r m a r k e t s o r shops i n t h e m a r k e t ; ( b ) t h e 

q u a l i t y o f p r i c e s s u p p l i e d i s n o t r e l i a b l e b e c a u s e t h e y a r e n o t 

c o l l e c t e d b y C e n t r a l S t a t i s t i c a l O f f i c e d i r e c t l y , ( c ) i n most 

cases f i g u r e s f o r m a r k e t a b l e s u r p l u s a r e n o t r e p o r t e d t h e r e f o r e 

t h e o r i c e r e m a i n s u n w e i g h t e d ; ( d ) a o r i c u l t u r a l p r o d u c t s a r e n o t 





T A B L E - I I 

C O R R E L A T I O N M A T R I X O F D I F F E R E N T I N D I C E S O F I N F L A T I O N 

I m p l i c i t GNP D e f l a t o r 

Consumer P r i c e I n d e x 

" h o l e s a l e P r i c e I n d e x 

Consumer P r i c e I n d e x 
( I . M . F . B a s i s ) 

" T m n l i c i t GNP Consumer W h o l e - Consumer P r i c e 
D e f l a t o r P r i c e s a l e I n d e x 

I n d e x P r i c e Index ( I . M . F . B a s e d ) 

1 . 0 0 0 

0 . 9 3 8 

0 , 9 3 8 

0 . 8 9 7 

1 . 0 0 0 

0 . 9 5 9 

0 . 8 5 5 

1 . 0 0 0 

0 . 9 1 4 1 . 0 0 0 

S o u r c e s : E s t i m a t e d f r o m t h e i n d i c e s i n T a b l e I . 



c o v e r e d i n a p a r t i c u l a r c i t y ; ( d ) p r i c e s p u b l i s h e d a r e t h o s e 

q u o t e d by t h e s h o p k e e p e r s , and t h e y a r e o f f i c i a l p r i c e s . F o r 

a number o f y e a r s t h e r e have been d u a l m a r k e t s f o r w h e a t , 

f l o u r and s u o a r : a p u b l i c m a r k e t i n w h i c h poods a r e r a t i o n e d 

a t f i x e d n r i c e s , and a p r i v a t e m a r k e t i n w h i c h o r i c e s a r e s e t 

by s u n n l y and demand. Whenever s t o c k s i n t h e r a t i o n shons a r e 

i n a d e q u a t e t o meet t h e consumer demand, open m a r k e t n r i c e s 

e s c a l a t e and t h e s h i f t o f consumers i n t h e ooen m a r k e t i s n o t 

c a p t u r e d by t h e consumer n r i c e i n d e x . 

A f u r t h e r i m p o r t a n t l i m i t a t i o n o f t h e consumer o r i c e 

i n d e x i s t h a t t h e w e i o h t s used i n t h i s i n d e x a r e based on 

a f a m i l y e x p e n d i t u r e s u r v e y i n a s m a l l segment o f u r b a n p o p u l a -

t i o n , i . e . i n d u s t r i a l , c o m m e r c i a l and g o v e r n m e n t e m p l o y e e s , 

and r e f l e c t s t h e changes i n c o s t o f p u r c h a s e o f ooods and 

s e r v i c e s f o r t h a t seoment o f p o p u l a t i o n a l o n e . S i m i l a r l y t o t a l 

e x c l u s i o n o f t h e r u r a l a r e a s f r o m i t s c o v e r a n e makes i t h i g h l y 

b i a s e d . 

2 ( c ) The I m p l i c i t GNP D e f l a t o r 
i 

The GNP d e f l a t o r , i . e . GNP a t c u r r e n t p r i c e s d i v i d e d 

by t h e GNP a t c o n s t a n t p r i c e s , i s a measure o f o r i c e changes 

i n t h e p r i c e s o f goods and s e r v i c e s c o n t a i n e d i n t h e G N P . 

The GNP d e f l a t o r i s based on t h e c a l c u l a t i o n i n v o l v i n n 

a l l t h e ooods p r o d u c e d i n t h e e c o n o m y . I t d i f f e r s f r o m t h e 

consumer p r i c e i n d e x i n t w o w a y s : f i r s t i t measures t h e o r i c 
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chan^es o f a much w i d e r c r o u p o f goods compared t o a g i v e n 

b a s k e t o f goods u n d e r t h e consumer p r i c e i n d e x . S e c o n d , t h e 

b a s k e t o f goods i n c l u d e d i n t h e GNP d e f l a t o r d i f f e r s f r o m y e a r 

t o y e a r . The goods v a l u e d i n t h e d e f l a t o r i n a g i v e n y e a r a r e 

t h e goods t h a t a r e p r o d u c e d i n t h e econonw i n t h a t y e a r . When 

w h e a t c r o o s a r e h i o h , w h e a t r e c e i v e s a r e l a t i v e l y l a r n e w e i g h t 

i n t h e c o m p u t a t i o n o f t h e GNP d e f l a t o r . By c o n t r a s t t h e consumer 

p r i c e i n d e x measures t h e c o s t o f a f i x e d b u n d l e o f goods t h a t 

does n o t v a r y o v e r t i m e . 

From t h e p r e c e e d i n g d i s c u s s i o n i t i s seen t h a t t h e consumer 

p r i c e i n d e x and t h e w h o l e s a l e p r i c e i n d e x a r e b e s e t w i t h a number 

o f l i m i t a t i o n s w i t h r e g a r d t o t h e c o v a r a q e o f m a r k e t , c o l l e c t i o n 

o f n r i c e s , s t a n d a r d i z a t i o n o f p r o d u c t s , e t c . A n o t h e r i m p o r t a n t 

l i m i t a t i o n o f t h e s e i n d i c e s i s t h e i r i n c o m p a t i b i l i t y w i t h t h e 

d a t a p u b l i s h e d by t h e I . M . F . , a l t h o u g h t h e l a t e r i s a l s o c o m p i l e d from 

P a k i s t a n s t a t i s t i c s . T h i s i s so b e c a u s e P a k i s t a n s t a t i s t i c s f o r 

t h e two i n d i c e s a r e p u b l i s h e d b o t h on m o n t h l y and y e a r l y b a s i s . 

On t h e y e a r l y b a s i s P a k i s t a n S t a t i s t i c s r e l a t e s t o t h e f i s c a l 

y e a r ( J u l y - J u n e ) . S i n c e t h e I . M . F . p u b l i s h e s d a t a on a c a l e n d a r 

y e a r b a s i s , i t uses t h e m o n t h l y s t a t i s t i c s f o r t h e s e i n d i c e s and 

p r e p a r e s i t s own s e r i e s o f consumer and w h o l e s a l e p r i c e i n d e x 

f o r P a k i s t a n by a v e r a g i n g t h e m o n t h l y d a t a f r o m J a n u a r y t o n 

D e c e m b e r . •,• 

T h i s p r a c t i c e by t h e I . M . F . c a u s e s a c o n s i d e r a b l e d i v e r g e n c e 

b e t w e e n t h e P a k i s t a n p r i c e s t a t i s t i c s and t h e I . M . F . s t a t i s t i c s . F o r 

e x a m p l e , t h e r a t e o f i n f l a t i o n based on t h e I . M . F . e s t i m a t e s as r e -

p o r t e d i n T a b l e I ( C o l . 5 ) show t h a t consumer p r i c e i n d e x i n c r e a s e d 
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by 1 . 5 o e r c e n t i n 1960 and d e c l i n e d by - 0 . 6 p e r c e n t i n 1 9 6 1 . H o w e v e r , 

t h e f i s c a l y e a r d a t a f o r P a k i s t a n show t h a t t h e consumer p r i c e i n d e x 

i n c r e a s e d by 3 . 8 7 o e r c e n t i n 1 9 6 0 / 6 1 and d e c r e a s e d by - 0 . 4 1 and - 1 . 6 1 

oer c e n t i n 1 9 6 1 / 6 2 and 1 9 6 2 / 6 3 r e s p e c t i v e l y ( T a b l e I , C o l . 4 ) . 

S i m i l a r l y f o r t h e l a t e r y e a r s t h e I . M . F . s t a t i s t i c s show a s h a r p 

d e c l i n e i n t h e i n f l a t i o n r a t e f r o m 2 0 . 9 p e r c e n t i n 1 9 7 5 t o 7 . 2 p e r -

cent in 1 9 7 6 . I t i n c r e a s e s s h a r p l y a g a i n by 10 p e r c e n t i n 1 9 7 7 and 

then d e c l i n e s t o 6 . 7 p e r c e n t i n 1 9 7 8 ( T a b l e I , C o l . 5 ) . The f i s c a l 

y e a r s t a t i s t i c s show t h a t a f t e r a s h a r p d e c l i n e f r o m 2 5 . 7 p e r c e n t 

in 1 9 7 4 / 7 5 t o 1 1 . 7 n e r c e n t i n 1 9 7 5 / 7 6 , t h e r a t e o f i n f l a t i o n d e c l i n e d 

g r a d u a l l y t o 9 and 7 n e r c e n t i n t h e f o l l o w i n g two y e a r s ( s e e T a b l e 

I , C o l . 4 ) . 

R e l a t i v e l y s p e a k i n g t h e r e f o r e , t h e GNP d e f l a t o r a p p e a r s t o 

be a s l i n h t l y more c o m p r e h e n s i v e i n d i c a t o r o f i n f l a t i o n r a t e f i r s t l y 

because compared t o be C P I and WPI i t i n c l u d e s a l l t h e goods p r o -

duced i n t h e economy compared t o a f i x e d number o f goods s e r v i c e s 

i n c l u d e d i n t h e C P I and W P I . A l s o t h e b a s k e t o f goods i n c l u d e d i n 

t h e GNP d e f l a t o r and t h e w e i g h t s used i n t h e c o m p i l a t i o n o f t h i s 

d e f l a t o r d i f f e r f r o m y e a r t o y e a r . 

S e c o n d l y w i t h r e o a r d t o C P I and " P I f o r some p r o d u c t s only-

o f f i c i a l p r i c e s n o t t h e open m a r k e t p r i c e s a r e r e p o r t e d , and f o r 

somfi p r o d u c t s p r i c e s a r e o f f i c i a l l y f i x e d b u t t h e s u p p l i e s a r e not, 

a v a i l a b l e on t h e s e n r i c e s . Dual m a r k e t s f o r w h e a t and s u g a r have been 

a common p r a c t i c e i n P a k i s t a n : i n t h e n u b l i c m a r k e t t h e goods a r e 

r a t i o n e d a t f i x e d o r i c e s and i n t h e p r i v a t e m a r k e t p r i c e s a r e s e t 

by s u p p l y and demand, w h e n e v e r t h e s t o c k s a r e i n a d e q u a t e i n t h e r a t i o n 

shops o n e n m a r k e t p r i c e s e s c a l t e and t h e s h i f t o f consumers i n t h e open 

market i s n o t c a p t u r e d by t h e C P I . 
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3. T r e n d s i n I n f l a t i o n 

3 ( a ) . I n f l a t i o n i n t h e S i x t i e s 

I n f l a t i o n r a t e s d u r i n o t h e 1960s a v e r a g e d a r o u n d 3 n e r c e n t . 

I n t h e e a r l y y e a r s n f t h e decade i n f l a t i o n r a t e s w e r e n e n a t i v e and 

t h e neak r a t e o f 9 . 2 7 p e r c e n t was r e a c h e d o n l y i n ^ne y e a r , 1956/67 

( T a b l e I , C o l . 2 ) . A c c o r d i n g t o t h e m o n e t a r i s t h y p o t h e s i s i n c r e a s e s 

i n money s u p p l y w i l l l e a d t o a h i n h e r i n f l a t i o n w h i l e an i n c r e a s e 

i n o u t p u t w o u l d have a dampening e f f e c t on t h e i n f l a t i o n r a t e . On 

t h e o t h e r h a n d , t h e s t r u c t u r a l i s t s h y p o t h e s i z e t h a t l o w e r o u t p u t 

due t o s t r u c t u r a l b o t t l e n e c k s ( i . e . a g r i c u l t u r e s e c t o r b o t t l e n e c k s , 

f o r e i g n e x c h a n n e c o n s t r a i n t and d o m e s t i c r e s o u r c e c o n s t r a i n t ) , would 

l e a d t o h i o h e r i n f l a t i o n . I n t h e s t r u c t u r a l i s t h y p o t h e s i s money 

s u p p l y i n c r e a s e s due t o a c c e n t u a t i o n o f t h e s e c o n s t r a i n t s . In 
' i • v 

P a k i s t a n o v e r t h e p e r i o d 1 9 5 9 / 6 0 t o 1 9 6 9 / 7 0 no mi na l money s u n n l y as 

m e a s u r e d by M l , i n c r e a s e d by 139 p e r c e n t , r e a l o u t o u t i n c r e a s e d by 

92 n e r c e n t and t h e r a t e o f i n f l a t i o n r e g i s t e r e d an i n c r e a s e o f 34 

p e r c e n t . Movements i n t h e s e v a r i a b l e s a r e shown i n T a b l e I I I , 

F i g u r e I I . 

I t w i l l be seen f r o m T a b l e I I I t h a t u n t i l 1 9 6 2 / 3 r e a l GDP 

g r o w t h was h i c h e r t h a n t h e money s u p p l y " r o w t h and a f t e r t h a t money 

s u p p l y i n c r e a s e d f a s t e r t h a n t h e G O P . H o w e v e r , t h e ^ a r between 

money s u p p l y and GDP g r o w t h i s s i g n i f i c a n t l y s m a l l e r compared to 

t h e d i v e r g e n c e b e t w e e n t h e GDP T o w t h end t h e i n f l a t i o n r a t e . T h i s 

i m p l i e s t h a t d e s p i t e t h e i n c r e a s e s i n money s u p p l y p r i c e l e v e l was 

k e p t u n d e r c o n t r o l - by i n c r e a s e d o u t p u t . A n o t h e r f a c t o r w h i c h ke^t 

p r i c e s u n d e r c o n t r o l i n t h e 1960s was t h e g o v e r n m e n t p o l i c y o f 

P r o v i d i n g s u b s i d i z e d d o m e s t i c i n d u s t r i a l i n p u t s t o t h e i n d u s t r i a l 

s e c t o r and s u b s i d i z e d f o o d ( i m p o r t e d o r l o c a l ) t o t h e u r b a n a r e a s , 

t o a l a r n e e x t e n t a t t h e e x p e n s e o f t h e a g r i c u l t u r a l s e c t o r whose 

e x o T t s w e r e t a x e d . 



I N D I C E S O F I M P L I C I T GNP DEFLATOR, REAL GDP AND 
NOMINAL MONEY S I P P L Y (AT 1359/60 C O N S T A T T T T ^ T T C O S T ) 

Y e a r s GNP D e f l a t o r GDP Money S u p n l v ( M l ) 

1959/60 1 0 0 . 0 0 100.00 1 0 0 . 0 0 • 

1 9 6 0 / 6 1 1 0 3 . 9 7 104.89 1 0 3 . 7 3 

1 9 6 1 / 6 2 1 0 2 . 2 9 1 1 1 . 2 0 1 0 7 . 0 0 

1062/63 1 0 2 . 1 6 1 1 9 . 2 0 1 1 8 . 0 2 

1963/64 - 1 0 7 . 4 5 125.92 1 3 7 . 1 9 

1964/65 • 1 1 2 . 2 2 
. V 

138.83 1 5 5 . 4 1 

1965/66 1 1 5 . 3 1 149.33 1 7 4 . " 7 

1 9 6 6 / 6 7 1 2 5 . 9 1 153.93 1 3 2 . 7 4 

1 9 6 7 / 6 8 • t 1 2 8 . 3 2 1 6 4 . 0 7 1 8 9 . 8 5 

1968/69 1 2 8 . 9 9 175.05 2 1 2 . 5 6 

1 9 6 9 / 7 0 1 3 4 . 0 0 1 9 2 . 1 7 2 3 8 . 7 2 

S o u r c e s : ( i ) P a k i s t a n Economic S u r v e y , 1981/82 I s s u e 

( i i ) T w e n t y Years o f S t a t i s t i c s in P a k i s t a n ( 1 9 7 2 ) 

( i i i ) E s t i m a t e s o f Money S u r H y in P a k i s t a n ( 1 9 5 9 / 6 0 
t o 1 9 7 8 / 7 9 ) S t a t i s t i c a l Paper S e r i e s N o . 1 , 
P . I . D . E . , Islamabad. 
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3(b) I n f l a t i o n i n t h e S e v e n t i e s 

I n s h a r p c o n t r a s t t o the 1960s i n f l a t i o n rates in the seven-

t i e s i n c r e a s e d v e r y r a M ^ l y u n t i l 1 9 7 4 / 7 5 . A f t e r a s h a r n d e c l i n e 

in 1 9 7 5 / 7 6 i t r e m a i n e d i n s i n n l e d i o i t in the f o l l o w i n g three y e a r s . 

I t a i a i n d o u b l e d t o 12 n e r cent in 1979/80 and 1980/81 and declined 

to 3 n e r c e n t i n 1 9 3 1 / 8 2 ( T a b l e I . C o l . 2 ) . Movements in trends in 

GNP d e f l a t o r , r e a l GDP and money supply are shown in Table IV and 

F i g u r e I I I . O v e r t h e p e r i o d 1969/70 t o 1981/82 nominal money supply 

i n c r e a s e d by 592 p e r c e n t , three times the increase in the 1960s. 

Real GDP i n c r e a s e d by o n l y 76 per cent compared to 92 ner cent in 

the p r e v i o u s d e c a d e . The r a t e o f i n f l a t i o n showed a tremendous 

i n c r e a s e o f 294 n e r c e n t . 

A c o m n a r i s o n o f F i n u r e s I I and I I I show a market d i f f e r e n c e 

in t h e movements o f i n f l a t i o n r a t e and the real GDP. In the 1950s 

h i o h e r g r o w t h r a t e o f G D P , which oven exceeded the money s u o n l y 

growth i n t h e e a r l i e r y e a r s , prevented i n f l a t i o n rates from r i s i n o . 

D u r i n o t h e s e v e n t i e s h o w e v e r , the p o s i t i o n s are r e v e r s e d ; the i n -

f l a t i o n r a t e f o l l o w s t h e increases in money s u n p l y , w h i l e the GDP 

r e n i s t e r s a v e r y s l o w n r o w t h . During the seventies i n f l a t i o n r a t e 

i n c r e a s e d t w o - f o l d and money suooly f o u r - f o l d compared to GDP g r o w t h . 

The movements i n t h e three v a r i a b l e s in F i g u r e I I I appear 

to c o n f i r m t h e m o n e t a r i s t hypothesis t h a t increases in money 

s u p p l y and s l o w g r o w t h o f o u t p u t would lead to hinher i n f l a t i o n . 

A t t h e same t i m e , k e e p i n o i n view the s t a g n a t i o n experienced by 

the economy d u r i n g t h e s e v e n t i e s , and the adverse i n t e r n a t i o n a l 

f a c t o r s a f f e c t i n o t h e d o m e s t i c economy i t could be arnued t h a t the 

s t r u c t u r a l c o n s t r a i n t s (domestic and e x t e r n a l ) may have led t o 

h i o h e r money s u p p l y and h i o h e r i n f l a t i o n durinn the s e v e n t i e s . 
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T a b l e •• I V 

I N D I C E S O F I M P L I C I T C N n D E F L A T O R , R E A L GDP AND NOMINAL 
— M O N E Y S U P P L v ( 0 / 7 0 CONSTANT F ' C I W T t T s T T 

Y e a r s GNP D e f l a t o r GD"' Money S u p p l y ( M l ) 

1 9 6 9 / 7 0 1 0 0 . 0 0 1 0 0 / 0 1 0 0 . 0 0 

1 9 7 0 / 7 1 1 0 5 . 1 4 1 0 0 . 3 0 1 4 9 . 0 5 

1 9 7 1 / 7 2 1 1 1 . 1 7 1 0 1 . 4 7 1 5 9 . 4 6 

1 9 7 2 / 7 3 1 2 9 . 2 3 1 0 8 . 7 9 1 8 1 . 5 4 

1 9 7 3 / 7 4 1 5 8 . 1 5 1 1 7 . 2 1 2 0 7 . 7 3 

1 9 7 4 / 7 5 1 9 9 . 0 3 1 2 1 . 8 2 2 3 5 . 9 7 

1 9 7 5 / 7 6 2 2 4 . 1 3 1 2 5 . 8 6 2 9 7 . 8 7 

1 9 7 6 / 7 7 2 4 4 . 7 8 1 2 9 . 0 4 3 6 8 . 5 6 

1 9 7 7 / 7 8 2 6 0 . 0 0 1 3 8 . 5 6 4 3 4 . 0 5 

1 9 7 8 / 7 9 2 8 5 . 6 9 1 4 5 . 0 1 5 2 0 . 4 5 

1 9 7 9 / 8 0 3 2 2 . 8 0 1 5 5 . 1 1 5 9 4 . 3 1 

1 9 8 0 / 8 1 3 6 4 . 9 7 1 6 5 . 4 4 6 6 2 . 4 0 

1 9 8 1 / 8 2 3 9 4 . 0 8 1 7 6 . 4 1 5 9 2 . 6 5 

S o u r c e : Same as T a b l e I I I . 
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4 . I n t e r n a t i o n a l C o m p a r i s o n 

I t w i l l be seen f r o m T a b l e V t h a t a f t e r h o l d i n g r e m a r k a b l y 

steady u n t i l the e a r l y s e v e n t i e s , i n f l a t i o n r a t e s i n i n d u s t r i a l 

countries rose from an a n n u a l a v e r a o e o f 4 . 7 p e r c e n t d u r i n n 1965-

1372 to 11 per cent d u r i n n 1 9 7 3 - 7 5 . I t a v e r a n e 9 p e r c e n t d u r i n g 

1976-79 but again rose t o 12 p e r c e n t i n 1980 a f t e r w h i c h i t 

g r a d u a l l y declined t o 7 p e r c e n t i n 1 9 8 2 , t h e l o w e s t d u r i n g the 

l a s t ten y e a r s . At t h e t i n e , i n t h e n o n - o i l e x p o r t i n g d e v e l o p i n g 

c o u n t r i e s i n f l a t i o n r a t e s d o u b l e d f r o m 1 1 p e r c e n t d u r i n o 1965-72 

to 23 per cent during 1 9 7 3 - 7 5 and have c o n t i n u e d t o r i s e s i n c e 

then t o 34 oer cent i n 1 9 8 2 . I n f l a t i o n r a t e s f o r t h e A s i a n 

countries have f l u c t u a t e d v e r y w i d e l y b u t by and l a r g e moved 

c l o s e r to or below t h e w o r l d i n f l a t i o n r a t e s . P a k i s t a n ' s i n f l a -

t i o n r a t e was almost t w i c e t h e w o r l d i n f l a t i o n r a t e d u r i n g 1 9 7 3 - 7 5 

but f o r the r e m a i n i n g p e r i o d i t has r e m a i n e d b e l o w t h e w o r l d 

i n f l a t i o n r a t e s , and moved f a i r l y c l o s e t o t h e i n f l a t i o n r a t e s 

o f i n d u s t r i a l c o u n t r i e s e x c e p t f o r 1 9 8 1 ^ . 

These trends i n c o m p a r a t i v e i n f l a t i o n r a t e s a r e p l o t t e d 

in F i g u r e IV which shows t h a t e x c e p t f o r 1 9 7 3 - 7 5 P a k i s t a n ' s 

i n f l a t i o n r a t e did not f l u c t u a t e v e r y w i d e l y and was g e n e r a l l y 

close t o or below the i n f l a t i o n r a t e s o f t h e i n d u s t r i a l c o u n t r i e s 

except f o r 1 9 8 1 , however t h e i n f l a t i o n r a t e s f o r t h e A s i a n r e g i o n 

as a whole have always been b e l o w t h a t o f P a k i s t a n e x c e p t f o r 

1982. 

Three main c o n c l u s i o n s t h a t emerge f r o m t h e a b o v e d i s c u s s i o n 

are: 
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( i ) On t h e w h o l e P a k i s t a n ' s i n f l a t i o n r a t e has g e n e r a l l y been 

h i n h e r t h a n t h a t f o r t h e A s i a n region as a whole: 

( i i ) D u r i n g t h e p e r i o d s o f hinhest i n f l a t i o n ( 1 9 7 3 - 7 5 ) P a k i s t a n ' s 

i n f l a t i o n r a t e was o r e a t e r than a l l countries f o r most o f the t i m e ; 

and 

( i i i ) P a k i s t a n ' s i n f l a t i o n r a t e moved f a i r l y close t o the world 

averane i n f l a t i o n r a t e and t h e i n d u s t r i a l countries i n f l a t i o n r a t e s . 

The i m o l i c a t i o n o f t h i s t r e n d i s t h a t Pakistan has been s i g n i f i c a n t l y 

a f f e c t e d by t h e t r e n d s i n e x t e r n a l i n f l a t i o n r a t e s . 

5 , P e v i e w o f L i t e r a t u r e on the I n f l a t i o n a r y Process in Pakistan 

The phenomenon o f i n f l a t i o n in Pakistan has received minimal 

a t t e n t i o n i n t h e l i t e r a t u r e . I t may be argued t h a t since i n f l a t i o n 

was n o t a s e r i o u s p r o b l e m i n the e a r l i e r period i t did not n e c e s s i -

t a t e any s e r i o u s c o n s i d e r a t i o n o f the s u b j e c t . However, a chronolo-

g i c a l s u r v e y o f l i t e r a t u r e shows t h a t even durinp the seventies when 

P a k i s t a n e x p e r i e n c e d h i g h i n f l a t i o n r a t e s , no serious a n a l y s i s o f 

i n f l a t i o n was u n d e r t a k e n u n t i l 1931. 

5 . 1 P o r t e r ' s S t u d y 

The f i r s t s t u d y w h i c h deals w i t h the trends in the p r i c e 

l e v e l i n P a k i s t a n i s by ° o r t e r ( 1 9 5 1 ) , who analyses the f a c t o r s 

behind o r i c e movements and t h e appropriateness o f the conventional 

demand f o r money f u n c t i o n s , niven P a k i s t a n ' s economic c o n d i t i o n s 

d u r i no t h e f i f t i e s . P o r t e r argues t h a t n r i c e movements and the 

demand f o r r e a l money b a l a n c e s in Pakistan corresponds w i t h the 

t r e n d s i n h a r v e s t s . He e x p l a i n s t h a t in case o f harvest f a i l u r e s , 

t h e r e i s a t e n d e n c y on t h e p a r t o f the s t o c k i s t s t o hold s p e c u l a t i v e 
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cereal s t o c k p i l e s r a t h e r t h a n m o n e y . T h e r e f o r e t h e demand f o r 

real money balances w i l l change s i m u l t a n e o u s l y o r e v e n ahead 

o f harvests since h a r v e s t f a i l u r e s a r e r e a d i l y n o t i c e a b l e . 

S e c o n d l y , he m a i n t a i n s t h a t p r i c e i n f l a t i o n " c n e r a l l y c o i n c i d e s 
- . { 

with fond shortages and v i c e - v e r s a , t h e demand f o r money balances 

would be a f f e c t e d because i n o r d e r t o o r o t e c t t h e i r consumption 

l e v e l s people would t e n d t o i n c r e a s e t h e i r e x p e n d i t u r e s on f o o d . 

Therefore the demand f o r r e a l money b a l a n c e s w i l l f a l l when fond 

prices r i s e ( and v i c e - v e r s a ) . F u r t h e r m o r e i n ca se o f h a r v e s t 

f a i l u r e s producers w i l l c u r t a i l t h e i r s u p p l i e s t o t h e m a r k e t by 

a l a n e p r o p o r t i o n t h a n t h e d e c l i n e i n o u t p u t w h i c h w i l l have the 

e f f e c t o f r a i s i n " the p r o p o r t i o n o f n a t i o n a l income consumed in 

the non^monitozed s e c t o r o f t h e e c o n o m y . T h i s w i l l l e a d t o a 

d e c l i n e in demand, f o r r e a l money b a l a n c e s f o r t r a n s a c t i o n pur-

poses also in case o f h a r v e s t f a i l u r e s . 

P o r t e r ' s e s t i m a t e s o f t h e e f f e c t s o f p r i c e l e v e l changes 

on the demand f o r r e a l money b a l a n c e s showed t h a t t h e r a t e o f 

price channe in a n i v e n y e a r i n d u c e d a change i n r e a l : demand 

balances w i t h o u t d e l a y . H o w e v e r he p o i n t s , p u t t h a t t h e s e estimates 

are not v e r y r e a l i s t i c b e c a u s e o f e x t e n s i v e r a t i o n i n n and p r i c e 

controls d u r i n " the f i f t i e s . He a r n u e s t h a t due t o c o n t r o l s the 

e f f e c t o f p r i c e l e v e l chances i n money b a l a n c e s w i l l deoend on 

the nature o f c o n t r o l s _ w e t h e r t h e y w e r e due t o t e m p o r a r y 

or r e m a n e n t s h o r t a g e s . P e r m a n e n t s h o r t a g e s on l e a a l m a r k e t s 

and hinher p r i c e s in t h e b l a c k m a r k e t s w i l l t e n d t o r a i s e the 

level o f real b a l a n c e s . I n case t h e s h o r t a n e s a r e e x p e c t e d to 

be temporary postponed c o n s u m p t i o n w i l l l e a d t o h i n h e r s a v i n o s 
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and a l s o c r e a t o r p r o p o r t i o n w i l l be h e l d i n r e a d y money b a l a n c e s 

f o r imminent s p e n d i n g . T h e r e f o r e P o r t e r a d v i s e d s t r o n g l y a o a i n s t 

t h e use o f c o n v e n t i o n a l demand f o r money f u n c t i o n s i n e s t i m a t i n g 

d e m a n d f i r money i n P a k i s t a n on t h e o r o u n d s t h a t v e l o c i t y e s t i m a t e s 

based on c o n t r o l l e d o r i c o s w h i c h have t h e e f f e c t o f i n c r e a s i n g 

r e a l b a l a n c e s and l o w e r i n g v e l o c i t y , w i l l ^ i v e e r r o n e o u s P r o j e c t i o n s 

f o r t h e f u t u r e i f t h e c o n t r o l s a r e r e l e x e d l a t e r . 

P o r t e r ' s s t u d y i s i m p o r t a n t f o r two r e a s o n s : f i r s t l y he 

p o i n t s o u t c o n v i n c i n g l y t h e i n a p p r o p r i a t e n e s s o f a t h e o r y by f i r s t 

r e l a t i n g i t t o t h e a c t u a l c o n d i t i o n s p r e v a i l i n g i n t h e economy. 

I n t h e f i f t i e s t h e economy o f P a k i s t a n was h i g h l y d e p e n d e n t on 

t h e a g r i c u l t u r a l s e c t o r , and numerous c o n t r o l s had been imposed 

on i m p o r t s and d o m e s t i c ^ n ' c e s , n a r t i c u l a r l y a f t e r t h e Korean 

boom. The b a n k i n o s y s t e m was a l s o n o t v e r y w e l l d e v e l o p e d and 

a l a r n e p a r t o f t h e economy was n o n - m o n i t i z e d . U n d e r t h e s e 

c o n d i t i o n s t h e a p p l i c a t i o n o f a t h e o r y d e v e l o p e d f o r h i g h l y 

d e v e l o n e d i n d u s t r i a l i z e d c o u n t r i e s has l i t t l e r e l e v a n c e . S e c o n d l y , 

t h e s t u d y h i n h l i o h t s an i m p o r t a n t s t r u c t u r a l e l e m e n t i n t h e 

e x p l a n a t i o n o f i n f l a t i o n - t h e a n r i c u l t u r a l s e c t o r b o t t l e n e c k , 

as an i m p o r t a n t f a c t o r i n i n f l u e n c i n g t h e i n f l a t i o n r a t e i n 

P a k i s t a n when t h e economy i s h e a v i l y d e p e n d e n t on t h e a o r i c u l t u r e 

s e c t o r . 
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5 . 2 I s l e ' s S t u d y 

The second s t u d y on i n f l a t i o n i n t h e s i x t i e s i s by I s l a m 

( 1 9 5 3 ) . He l o o k s a t t h e n r o b l e m o f i n f l a t i o n i n P a k i s t a n i n 

t h e c o n t e x t o f p a t t e r n and n a t u r e o f i t s d e v e l o p m e n t and n o n -

d e v e l o o m e n t e x p e n d i t u r e s o v e r t h e p e r i o d 1 9 5 0 / 5 1 t o 1 9 5 8 / 5 9 . I t 

shows t h a t o v e r t h e p e r i o d t h e r e was a r a p i d i n c r e a s e i n money 

s u p p l y due t o i n c r e a s e s i n o o v e r n m o n t e x p e n d i t u r e s . A t t h e same 

t i m e t h e o u t p u t o f some i m p o r t a n t i t e m s o f mass c o n s u m p t i o n 

l i k e . f o o d c r o p s r e m a i n e d s t a g n a n t . As a r e s u l t , t h e r a t i o o f 

money s u p p l y t o n a t i o a n l o u t p u t i n c r e a s e d r a n i d l y i n e x c e s s o f 

t h e need f o r i n c r e a s i n n m o n e t i z a t i o n w i t h i n t h e economy because 

t h e s e e x p e n d i t u r e s were f i n a n c e d l a r g e l y by d e f i c i t f i n a n c i n g , 

and a l s o due t o l a o s i n e x p e n d i t u r e s and o u t p u t . S e c o n d l y , he 

shows t h a t i n f l a t i o n r a t e s were a l s o c o n s i d e r a b l y a f f e c t e d by 

t h e autonomous changes i n w a n e s , i n c r e a s e s i n i m p o r t p r i c e s and 

t h e d e t e r i o r a t i o n i n t h e terms o f t r a d e a f t e r t h e c o l l a p s e o f 

t h e Korean boom. He h o l d s t h a t t h e bonus v o u c h e r scheme and 

t h e i m o o r t s u b s t i t u t i o n p o l i c y a l s o had i n f l a t i o n a r y i m p a c t . 

I s l a m does n o t t e s t any h y p o t h e s i s , h o we v e r t h e s t u d y 
. v 

p o i n t s o u t t h e ' f e e d b a c k ' between i n f l a t i o n and money s u p p l y on 

s i m i l a r l i n e s as d i s c u s s e d by 0 1 i v e r a , and l a t e r t e s t e d by O u t t o n 

and A g h e v l i and K h a n > 5 ) f o r many' l e s s d e v e l o p e d c o u n t r i e s . I t 

a l s o p o i n t s o u t t h a t s t r u c t u r a l f a c t o r s l i k e l o w e r o u t p u t i n 
i \ 

t h e a g r i c u l t u r a l s e c t o r , h i g h e r i m p o r t p r i c e s and w a g e s , and t h e 

p r o c e s s o f i n d u s t r i a l i z a t i o n v i a t h e p o l i c y o f i m p o r t - s u b s t i t u t i o n 

were r e l a t e d t o t h e i n f l a t i o n a r y p r o c e s s i n P a k i s t a n . 



Sf 
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( 1 9 7 5 ) who a t t r i b u t e t h e i n s i g n i f i c a n t c o e f f i c i e n t o f i n f l a t i o n 

r a t e t o m i s - s p e c i f i c a t i o n o f the v a r i a b l e . The arpue t h a t : 

" T h e r e i s now much evidence i n d i c a t i n g t h a t the 
e x p e c t e d r a t e o f i n f l a t i o n s 1 d i f f e r s substan-
t i a l l y f r o m t h e a c t u a l r a t e o f i n f l a t i o n . 
E x p e c t a t i o n s , i t a p p e a r s , are formed on the basis 
o f p a s t as w e l l as present rates o f i n f l a t i o n . " 
( p . 2 4 9 ) . 

They do n o t c i t e t h e e v i d e n c e but estimate a series o f the expected 

r a t e o f i n f l a t i o n u s i n n t h e polynomial technique sugnested by Almon 

( 1 9 6 5 ) . T h e y r e - e s t i m a t e A k h t a r ' s equations to show a h i n h l y 

s i g n i f i c a n t c o e f f i c i e n t o f the expected i n f l a t i o n r a t e . However, 

A k h t a r ( 1 9 7 5 ) . r e j e c t s t h e i r estimates and points out t h a t over 

t h e p e r i o d p r i c e e x p e c t a t i o n s were constant because Pakistan 

e x p e r i e n c e d a l o w i n f l a t i o n r a t e . I t averaged less than 3 per 

cent f o r t h e f i r s t 14 y e a r s and more than 5 per cent f o r the l a s t 

s i x y e a r s ( p . 3 7 1 ) . T h i s , a c c o r d i n g t o A k h t a r , was the d i r e c t 

r e s u l t o f v a r i o u s p o l i c i e s pursued by the povernment. and designed 

t o m i n i m i z e f l u c t u a t i o n s i n p r i c e . The oovernment control o f 

p r i c e s and d i s t r i b u t i o n o f commodities u n t i l 1958 keot prices 
i 

f a i r l y s t a b l e t h e r e b y l e a v i n ~ l i t t l e room f o r the formation o f 

p r i c e e x p e c t a t i o n s ( p . 3 7 1 - 2 ) . 

A k h t a r ' s a r g u m e n t i s supported by Mangla ( 1 3 7 9 ) . In his 
"r ' ! \ - • 

e s t i m a t e o f demand f o r money f u n c t i o n s he shows an i n s i g n i f i c a n t 

c o e f f i c i e n t o f t h e e x n e c t e d r a t e o f i n f l a t i o n f o r the period 

1358- 7 1 . S i m i l a r l y a f u r t h e r study o f money demand f u n c t i o n s 

by Khan ( 1 3 8 0 ) w h i c h c o v e r s the period 1359/60 to 1 9 7 7 / 7 8 , shows 

w i t h t h e h e l p o f c o v a r i a n c e a n a l y s i s t h a t w h i l e i n f l a t i o n a r y , 















where F m i s t h e r a t e o f change o f t h e u n i t v a l u e i n ^ e x o f i m p o r t 

p r i c e s , o t h e r v a r i a b l e s a r e t h e same as i n t h e b a s i c m o n e t a r i s t 

m o d e l . I t c o r r e s p o n d s t o t h e h y b r i d models w h i c h a r e used t o 

t e s t t h e r e l a t i v e i m p o r t a n c e o f t h e m o n e t a r i s t and s t r u c t u r a l i s t 

v a r i a b l e s . 

A c c o r d i n g t o t h e r e s u l t s o f t h i s e q u a t i o n ( T a b l e V I I ) 

i m p o r t n r i c e v a r i a b l e i s t h e most s i g n i f i c a n t v a r i a b l e , money 

s u p p l y i s a l s o s i g n i f i c a n t a t 10 p e r c e n t l e v e l b u t o u t p u t r e m a i n s 

i n s i g n i f i c a n t . The i m p o r t p r i c e v a r i a b l e s a l s o has t h e h i g h e s t 

b e t a c o e f f i c i e n t ( s e e T a b l e ( V I I ) ) . Mangla a l s o n e r f o r m s t h e 

c o v a r i a n c e a n a l y s i s i n o r d e r t o h i n h l i o h t t h e i m p o r t a n c e o f 

e x t e r n a l o v e r d o m e s t i c f a c t o r s i n t h e i n f l a t i o n a r y p r o c e s s o f 
A 

P a k i s t a n . F o r t h i s p u r p o s e he f i r s t e x c l u d e s t h e v a r i a b l e P m 

and o b s e r v e s t h e r e d u c t i o n i n t h e e x p l a n a t o r y power o f t h e 

e q u a t i o n . The F - r a t i o c a l c u l a t e d i s 1 0 . 2 7 , w h i c h g i v e s t h e 

i n c r e m e n t a l e x p l a i n e d v a r i a t i o n i n i n f l a t i o n r a t e due t o i m p o r t 

p r i c e i n d i c e s . S e c o n d l y , he e x c l u d e s M t and Y , and t h e i n c r e m e n t a l 

F - r a t i o i s 0 . 8 5 . T h e r e f o r e he c o n c l u d e s t h a t t h e two comoonents 
t 

o f d o m e s t i c i n f l a t i o n , i . e . money s u p n l y and d o m e s t i c o u t p u t a r e 

l e s s s i g n i f i c a n t t h a n i m p o r t e d i n f l a t i o n . 

Mangla m o d i f i e s A n d r e ' s ( 1 9 7 8 ) model t o t e s t t h e c o s t - p u s h 

h y p o t h e s i s f o r P a k i s t a n . He h y p o t h e s i z e s t h a t wage i n c r e a s e s i n 

e x c e s s o f p r o d u c t i v i t y i m p r o v e m e n t s r e s u l t i n h i g h e r p r i c e s as 

i n c r e a s e s i n l a b o u r c o s t s a r e a u t o m a t i c a l l y passed on t o t h e c o n -

sumer i n t h e f o r m o f h i n h e r p r i c e s . F u r t h e r m o r e , t h e w a g e - p u s h 

t h a t o c c u r s i n some s e c t o r s s u b s e q u e n t l y s p r e a d s q u i c k l y t o o t h e r 

s e c t o r s v i a s o c i a l awareness a b o u t wage d i f f e r e n t i a l s . The 

t e s t e d e q u a t i o n i s o f t h e f o r m : 
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d e v e l o ^ i n o c o u n t r i e s cause e x c e s s a o g r e o a t e demand t o r e p r e s e n t 

upward p r e s s u r e s on ^ r i c e s caused by i n d u s t r i a l demand and down-

ward p r e s s u r e caused by larcie a g r i c u l t u r a l o u t p u t . O v e r t i m e 

c o n f l i c t i n o e f f e c t s m i g h t c a n c e l each o t h e r t o n i v e no s y s t e m a t i c 

r e l a t i o n s h i p between i n f l a t i o n and GNP t r e n d . O n t a n i ( 1 9 7 5 ) a l s o 

f a i l e d t o f i n d any s i g n i f i c a n t r e l a t i o n s h i p between i n f l a t i o n 

and GNP t r e n d s f o r P h i H i p i n e s . H o w e v e r , Sheehey ( 1 9 7 9 ) r e e s t i -

mated O n t a n i ' s e q u a t i o n s b y u s i n o d e v i a t i o n s i n a g r i c u l t u r a l o u t -

Put f r o m i t s t r e n d and f o u n d s i g n i f i c a n t p o s i t i v e r e l a t i o n s h i p 

between e x c e s s demand and i n f l a t i o n . 

Thus M a n i l a ' s model b a s i c a l l y s u f f e r s f r o m m i s - s p e c i f i c a t i o n 

t h e two v a r i a n t s o f e x c e s s demadn c o u l d have been t r i e d a l t e r -

n a t i v e l y . 

The l a s t s e c t i o n o f t h e s t u d y t e s t s t h e " D o m i n a n t I m p u l s e 

H y p o t h e s i s " ( D I H ) , and t h e h y b r i d model. . The s e c t i o n on D I H i s 

a o a i n t a k e n f r o m A n d r e , h o w e v e r w h i l e A n d r e uses t h e D I H method 

t o t e s t s p e c i f i c a l l y w h e t h e r t h e c o s t - p u s h t h e o r y was a s a t i s -

f a c t o r y e x p l a n a t i o n o f t h e F r e n c h i n f l a t i o n , Mangla does n o t 
r : 1 

s p e c i f y any o b j e c t i v e o f t h i s s e c t i o n , He o n l y s e l e c t s a p a r t 

o f t h e a n a l y s i s t o a p p l y t o P a k i s t a n w i t h o u t , any c o n s i d e r a t i o n 

t o t h e r e l e v a n c e i m p l i e d i n t h e o r i g i n a l m o d e l . I n o r d e r t o 

c l a r i f y t h e c o n f u s i o n i n t h e M a n g l a 1 s a n a l y s i s w i t h r e g a r d t o 

t h e D I H , i t i s i m p e r a t i v e t o r e v i e w b r i e f l y A n d r e ' s e x p l a n a t i o n s 

o f D I H . ; • 7 ! 

A n d r e u n d e r t a k e s t h i s t e s t because h i s t e s t s o f c o s t - p u s h 

e x p l a n a t i o n showed t h a t when t h e e x c e s s demand v a r i a b l e i s i n -
A A 

t r o d u c e d i n c o n j u n c t i o n w i t h t h e c o s t push v a r i a b l e ( W - P r , i . e . » 



wanes i n e x c e s s o f p r o d u c t i v i t y o a t n s ) , the e x p l a n a t o r y power o f 

the model i n c r e a s e s s i g n i f i c a n t l y but the s i z e o f the c o e f f i c i e n t 

o f ( U - P r ) i s r e d u c e d . U n l i k e the conventional e x p e c t a t i o n s 

auomented demand model o f i n f l a t i o n : F = e ( E ) + ir, where E is 

excess demand and t h e e x n e c t e d r a t e o f i n f l a t i o n , E is not 

d e f i n e d , i t i s T o x i e d b y random shocks a f f e c t i n g the system, 

Andre aroues t h a t e x c e s s demand and u l t i m a t e l y i n f l a t i o n i s 

determined by some s y s t e m a t i c causes. He catenories the systematic 

causes l e a d i n g t o e x c e s s demand as the f i s c a l , monetary and f o r e i g n 

q u a n t i t y and f o r e i g n p r i c e ' i m p u l s e s ' . 

The f i s c a l i m p u l s e i s d e f i n e as the d i f f e r e n c e between 

government t o t a l e x p e n d i t u r e s and the d i s c r e t i o n a r y component 

o f the t a x r e v e n u e s , b o t h annual plus q u a r t e r l y , d i v i d e d by the 

nominal income i n t h e l a s t p e r i o d . The monetary impulse is 

represented b y t h e c r o w t h o f t h e monetary s t o c k . The f o r e i n n 

q u a n t i t y i n r u l s e i s r e p r e s e n t e d by the prowth r a t e o f real e x p o r t s , 
i •. 

and the f o r e i g n p r i c e i n v l u s e is the r a t e o f prowth o f import 

n r i c e s . To s t u d y t h e u l t i m a t e determinants o f i n f l a t i o n , Andre 

h y p o t h e s i s e s t h a t e x c e s s demand i s a f u n c t i o n o f the u n a n t i c i p a -

ted values o f t h e s e i m p u l s e s o p e r a t i n g in the economy. He 

approximates e x c e s s demand by E = g ( A I ) , where al is the f i r s t 

d i f f e r e n c e o f each i m p u l s e f r o m one period to the n e x t . He ; 

modifies t h e c o n v e n t i o n a l e x p e c t a t i o n s augmented excess demand 

e x p l a n a t i o n o f i n f l a t i o n i n t o the t e s t a b l e form as: 

P = h ( a l ) + u 

where ir i s t h e a n t i c i p a t e d r a t e o f i n f l a t i o n . 



The above e q u a t i o n i s e s t i m a t e d t o t e s t t h r e e h y p o t h e s e s : 

( i ) to determine the r o l e o f t h e t h r e e s y s t e m a t i c c a u s e s o r 

imrulses i n c o r p o r a t e d i n A l as t h e e x p l a n a t i o n o f t h e d e v i a t i o n s 

o f the r a t e o f i n f l a t i o n f r o m i t s t r e n d ( i i ) t o s t u d y t h e impact 
A A 

on the cost-push v a r i a b l e ( W - P r ) when e x c e s s demand i s d e f i n e d 

e x p l i c i t l y r a t h e r than a n r o x y ; a n j ( i i i ) t o t e s t t h e h y p o t h e s i s 

t h a t i f tt = 1 , i n f l a t i o n - u n e m n l o y m e n t t r a d e - o f f does n o t e x i s t . 

On the basis o f h i s r e s u l t s A n d r e c o n c l u d e s : ( i ) t h e 

monetary impulse appears t o be t h e most s i g n i f i c a n t i n t h e e x -

p l a n a t i o n o f the d e v i a t i o n s o f i n f l a t i o n r a t e f r o m i t s t r e n d 

( o r exoected) v a l u e , ( i i ) i n c r e a s e i n wanes b e y o n d p r o d u c t i v i t y 

explained o n l y a minimal p r o p o r t i o n o f i n f l a t i o n a r y e x p e r i e n c e 

when the above excess demand v a r i a b l e s a r e t a k e n i n t o c o n s i d e r a -

t i o n , and ( i i i ) the v e r y h i o h and s i g n i f i c a n t c o e f f i c i e n t s o f 

* showed t h a t there was no l o n g - r u n t r a d e - o f f between i n f l a t i o n 

and unemployment. T h e r e f o r e A n d r e * c o n c l u d e s t h a t once t h e 
f ' i • ' , 

excess demand v a r i a b l e s a r e a d e q u a t e l y d e f i n e d t h e y p r o v i d e a 

b e t t e r e x n l a n a t i o n o f i n f l a t i o n t h a n t h e c o s t - p u s h t h e o r y . The 

importance o f the m o n e t a r i s t e x p l a n a t i o n i s e n h a n c e d b y t h e 

r o l e o f the monetary i m p u l s e i n e x p l a i n i n g t h e d e v i a t i o n s o f 

i n f l a t i o n r a t e from the t r e n d v a l u e , compared t o o t h e r i m p u l s e s . 

Thus we see Andre s p e c i f i e s t h e D I H model t o t e s t f o r t h e 

r e l a t i v e importance o f m o n e t a r i s t v e r s u s t h e c o s t - p u s h e x p l a n a -

t i o n o f i n f l a t i o n and e s t a b l i s h e s h i s c o n t e n t i o n s t h r o u o h v a r i o u s 

t e s t s . However, Mangla does n o t d e f i n e t h e v a r i o u s i m p u l s e s as 

measures o f excess demand o r a n y t h i n g , he s e l e c t s a p a r t o f A n d r e 1 

a n a l y s i s t o apply to P a k i s t a n w i t h o u t s p e c i f y i n g a h y p o t h e s i s as 
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".ccording t o t h e b e s t r e s u l t s o f t h r o ' v a r i o u s f o r m u l a -

t i o n s t e s t e d money s u p p l y , i m o o r t p r i c e s and a n t i c i p a t e d i n -

f l a t i o n rates dominate a l l ^ t h o r v a r i a b l e s . One o b v i o u s p r o -
. . u '

 :

 t • 

blen w i t h t h i s s p e c i f i c a t i o n r e l a t e s t o t h e money s u p M y 

v a r i a b l e , as in the m o n e t a r i s t mo-'el t e s t e d by M a n i l a , i n the 

f i r s t p a r t o f his s t u d y , he a ^ a i n i g n o r e s t h e l a g g e d money 

supply v a r i a b l e s and assumes an i n s t a n t a n e o u s a d j u s t m e n t o f 

rates o f i n f l a t i o n t o money s u p p l y when a c t u a l l y h i s p r e v i o u s 

r e s u l t s showed t h a t money s u p p l y was n o t a s i g n i f i c a n t v a r i -

able and t h a t the use o f l a o s was w a r r a n t e d i n t h e m o n e t a r i s t 

model as discussed b e f o r e . S e c o n d l y , t h e h y b r i d model e x -

cludes the f i s c a l p o l i c y v a r i a b l e w h i c h a c c o r d i n g t o M a r i g l a ' s 
_ s # •*.. V 

t e s t o f two-way c a u s a t i o n and D I H a p p e a r s t o be t h e most 

s i g n i f i c a n t e x p l a n a t i o n o f i n f l a t i o n i n P a k i s t a n . 

A l l these f a c t o r s a f f e c t i n o t h e f i v e models t e s t e d 

leave very l i t t l e room f o r any u s e f u l p o l i c y i m p l i c a t i o n s 

to be drawn from t h i s e x t e n s i v e e x e r c i s e . 
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6 . Summary and C o n c l u s i o n s 

T h i s p a p e r has f o c u s s e d e x c l u s i v e l y on the phenomenon o f 
9 * t ' . • 

i n f l a t i o n i n P a k i s t a n . I t s t u d i e s the trends in i n f l a t i o n rates 

i n P a k i s t a n o v e r t h e two decades and compares the domestic i n -
! " ' • _ f . • ••{•' 

f l a t i o n a r y e x n e r i e n c e w i t h t h e oroup o f advanced i n d u s t r i a l i z e d 

c o u n t r i e s , t h e n o n - o i l e x p o r t i n g developing countries and the 

o t h e r c o u n t r i e s i n t h e A s i a n r e g i o n . This was followed by the 

s t u d y o f t h e a v a i l a b l e l i t e r a t u r e on the problem o f i n f l a t i o n in 

- a k i s t a n . The d i s c u s s i o n i n s e c t i o n , 2 , 3 and 4 shows t h a t i n -

f l a t i o n was no cause o f c o n c e r n d u r i n g the decade o f the s i x t i e s , 

' ' ' 

how ever i n t h e s e v e n t i e s i n f l a t i o n rates in Pakistan increased 

v e r y s h a r p l y , p a r t i c u l a r l y d u r i n n 1 9 7 3 - 7 5 , in conjunction w i t h 

t h e w o r l d - w i d e i n f l a t i o n . A l t h o u g h i n f l a t i o n decelerated con-- - S • , 

s i d e r a b l y a f t e r 1 9 7 5 , i t r e m a i n e d in t w o - d i b i t s f o r most o f the 

p e r i o d u n t i l 1 9 8 1 / 8 2 . The i n t e r n a t i o n a l comparisons ( s e c t i o n 3) 

show t h a t e x c e p t f o r t h e p e r i o d 1 9 7 3 - 7 5 , Pakistan fared con-

s i d e r a b l y b e t t e r t h a n o t h e r n o n - o i l e x p o r t i n g d e v e l o p i n g c o u n t r i e s , 

how ever i t s i n f l a t i o n r a t e was G e n e r a l l y hioher than o th e r 

c o u n t r i e s i n t h e A s i a n r e g i o n . A t the same time P a k i s t a n ' s i n -

f l a t i o n r a t e moved f a i r l y c l o s e t o those o f the i n d u s t r a l i z e d 

c o u n t r i e s g r o u p and t h e worl--* a v e r a n e i n f l a t i o n rates (excluding, 

( 1 9 7 3 - 7 5 ) . I t a p p e a r s f r o m t h i s d i s c u s s i o n t h a t P a k i s t a n ' s i n -

f l a t i o n r a t e was i n f l u e n c e d s i g n i f i c a n t l y by trends in the e x t a r n a l 

s e c t o r . 



S e c t i o n 5 looked a t t h e a v a i l a b l e l i t e r a t u r e on t h e problem 

o f i n f l a t e in P a k i s t a n . I t i s seen t h a t t h e e x i s t i n o l i t e r a t u r e 

is l i m i t e d and s u f f e r s f r o m a number i f s e r i o u s s h o r t c o m i n g s . 

Looking at the s t u d i e s i n a c h r o n o l o g i c a l o r d e r , t h e f i r s t two 

studies by P o r t e r and I s l a m a r e i m n o r t a n t i n t h a t t h e y n o i n t t o 

the d e f i c i e n c i e s in t h e u n d e r l y i n g e c o n o m i c s t r u c t u r e as an e x -

p l a n a t i o n o f the trends i n i n f l a t i o n i n t h e e a r l i e r n e r i o d . However, 

they r e l a t e to the n e r i o d p r i o r t o t h e s i x t i e s and a r e b a s e d on 

a l l P a k i s t a n - d a t a s e t . The n e x t p u b l i s h e d s t u d y i s t h e e m p i r i c a l 

e s t i m a t i o n o f the m o n e t a r i s t h y p o t h e s i s b y A z h a r , f o r t h e p e r i o d 

1950/60 to 1 9 7 2 / 7 3 , Prior t o t h e s h a r p i n c r e a s e s i n i n f l a t i o n r a t e s . 

This study i s beset w i t h s e r i o u s d e f e c t s . I t s c o n c l u s i o n s are 

questionable because t h e y a r e based on a d a t a s e t w h i c h i s not 

homogenous. While the d a t a f o r t h e w h o l e s a l e n r i c e i n d e x and real 

GDP s e r i e s p e r t a i n t o West P a k i s t a n o n l y , t h e money s u p p l y s e r i e s 

includes data f o r E a s t P a k i s t a n a l s o . S e c o n d l y , t h e d a t a do not 

confirm t h a t a s t r u c t u r a l s h i f t o c c u r r e d a r o u n d 1965/66 as con-

tended by Azhar t o j u s t i f y t h e p o o r r e s u l t s o f e q u a t i o n ( 1 ) . 

He also ignores i m n o r t a n t v a r i a b l e s , l i k e t h e i n f l u e n c e o f 

expected r a t e o f i n f l a t i o n . S i m i l a r l y t h e use o f a d d i t i o n a l lags 

o f the money supply v a r i a b l e s i s i g n o r e d when t h e o i v e n r e s u l t s 

warrant the need to use a d d i t i o n a l l a g s . The r e s u l t s o f e q u a t i o n 

(3) are s t r o n g l y h i g h l i g h t e d a l t h o u g h t h e i r s i g n i f i c a n c e l e v e l i s 

based on o n l y 3 degrees o f f r e e d o m . F u r t h e r m o r e i t makes a s t r o n g 

conclusion t h a t the demand f a c t o r s p l a y e d a m a j o r r o l e i n c a u s i n g 

changes in the p r i c e l e v e l w i t h o u t any d i s c u s s i o n o r v e r i f i c a t i o n 

o f the supply side v a r i a b l e s o v e r t h e p e r i o d . 
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D u r i n g t h e s e v e n t i e s "/hen i n f l a t i o n rates increased sharply 

the o n l y l i t e r a t u r e i n c o n n e c t i o n w i t h the discussion .of i n f l a t i o n 

r e l a t e s t o t h e r o l e o f p r i c e e x p e c t a t i o n s w i t h reference t o . t h e 

demand f o r money f u n c t i o n s e s t i m a t e d f o r P a k i s t a n . The general 

concensus o f t h e f i v e s t u d i e s considered is t h a t expectations d i d r 

not e x e r t any s i g n i f i c a n t i n f l u e n c e on the..demand f o r money balance 

in periods o f l o w i n f l a t i o n . O n l y the study !jy Khan which covers " 

an extended n e r i o d 1 9 5 9 / 6 0 t o 1 9 7 7 / 7 3 . shows t h a t t h e e x p e c t a t i o n s 

did not have a s i g n i f i c a n t i n f l u e n c e in periods o f low i n f l a t i o n 

but e x e r t e d a s i g n i f i c a n t i m p a c t i n the period o f the s e v e n t i e s 

when i n f l a t i o n r a t e was w e l l above ten per cent f o r most o f the 

p e r i o d * by t h e h e l p o f c o - v a r i a n c e a n a l y s i s . 

F i n a l l y t h e s t u d y by M a n i l a on i n f l a t i o n in Pakistan over 

the oeriod 1960 t o 1 9 7 9 , w h i c h t e s t e d f i v e d i f f e r e n t hypotheses 

was summarized. T h i s s t u d y has a number o f serious short-comings, ' 
.1 i 

In the case o f t h e m o n e t a r i s t h y p o t h e s i s i t s p e c i f i e s the f i r s t 

enu^tion i n c o r r e c t l y . I n t h e secon- J equation i t gets very poor 

r e s u l t s and hence r e j e c t s t h e m o n e t a r i s t h y p o t h e s i s , although i t 

is seen t h a t i t i g n o r e s t h e use o f a d d i t i o n a l 1 aqs^of:money s u p r l y , 

even when t h e r e s u l t s w a r r a n t t h e use o f these 1?ps. I t uses 
• ' s * 

simple OLS t o t e s t t h e a u t o - r e g r e s s i v e model in equation (3) 

without any c o n s i d e r a t i o n o f t h e r e s u l t i n g a u t o c o r r e l a t i o n b i a s . 

F i n a l l y the d a t a f o r money s u p p l y and the wholesale o r i c s index 

reported to have been used i n t h i s model di .ver n e c o n s i d e r a b l y , 

from the sources q u o t e d . 

The c o s t - o u s h model a l s o s u f f e r s from the s p e c i f i c a t i o n 

b i a s . The a u t h o r e x c l u d e s t h e e x c e s s demand v a r i a b l e , which is 

an important v a r i a b l e i n t h e o r i g i n a l s p e c i f i c a t i o n o f the model, 
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because r e l e v a n t data a r e n o t a v a i l a b l e . T h i s i n o l i e s t h a t the 

author has selected the models a t random w i t h o u t due c o n s i d e r a t i o n 
' * • r i •** 

to the l i t e r a t u r e in a e n e r a l and t o t h e c o m p l e t e n e g l e c t o f l i t e r a -

t u r e on the i n f l a t i o n a r y P r o c e s s ir . L n C s i n p a r t i c u l a r w h i c h o r e -

vide two a l t e r n a t i v e n e a s u r e s o f e x c e s s demand v a r i a b l e . Moreover 

t h i s l i t e r a t u r e emnhasizes t h e i m p o r t a n c e o f t a k i n g i n t o a c c o u n t 

the u n d e r l y i n g economic c h a r a c t e r i s t i c s t h e LOCs as e s s e n t i a l in 

the e x n l a n a t i o n o f i n f l a t i o n i n t h e s e c o u n t r i e s . S t u d i e s i n t h p 

s t r u c t u r a l i s t t r a d i t i o n p r o v i d e c o n s i d e r a b l e e v i d e n c e t o h i o h l i q h t 

the inoortance o f the s t r u c t u r a l b o t t l e n e c k s u n d e r l y i n g t h e economic 

s t r u c t u r e s o f these c o u n t r i e s . T h i s o m i s s i o n i s r e a d i l y f e l t because 

the economy o f Pakistan shows c l o s e r e s e m b l a n c e t o t h e economic 

c h a r a c t e r i s t i c s o f the l.DCs e n v i s a g e d i n t h e l i t e r a t u r e . 

These shortcomings o f t h e v a r i o u s s t u d i e s make i m p e r a t i v e a 

systematic a n a l y s i s o f i n f l a t i o n i n " a k i s t a n . I t i s n r o o o s e d t o 

t e s t overtime three a l t e r n a t i v e a n n r o a c h e s t o i n f l a t i o n s , n a m e l y : the 

monetarist hypothesis in t h e open and c l o s e d economy c o n t e x t and 

the s t r u c t u r a l i s t h y p o t h e s i s . The r e s u l t s o b t a i n e d f r o m t h e s e models, 

besides p r o v i d i n g a d d i t i o n a l s m o i r i c a l e v i d e n c e on t h e o n o o i n o 

c o n t r o v e r s y on the i m p o r t a n c e o f m o n e t a r i s t v e r s u s t h e s t r u c t u r a l i s t 

e x p l a n a t i o n o f i n f l a t i o n i n t h e L O C s , w i l l a l s o h a v e i m p o r t a n t 

p o l i c y i m p l i c a t i o n s f o r macro-management and s t a b i l i z a t i o n o o l i c y 

in P a k i s t a n . 
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NOTES V ' D R E F E R E N C E S 

1 . The e a r l i e r p e r i o d i s e x c l u d e d because c o m p a r a b l e d a t a f o r 
money s u p p l y v a r i a b l e i s n o t a v a i l a b l e . 

2 . F i g u r e s i n t h i s column a r e w r i t t e n a g a i n s t f i s c a l y e a r 
c o l u m n s , however as d e s c r i b e d on ( p . 1 0 ) t h e f i r s t e n t r y i n 
t h i s column i . e . 1 . 5 s h o u l d be r e a d a g a i n s t c a l e n d a r y e a r 
1050 and - 0 . 6 a o a i n s t 1 ° 6 1 and so o n . 

3 . D i s c u s s i o n i n t h i s s e c t i o n w i t h r e q a r d t o t h e consumer p r i c e 
i n d e x , t h e w h o l e s a l e n r i c e u n d e r and t h e GNP d e f l a t o r i s 
based e n t i r e l y on t h e M o n t h l y S t a t i s t i c a l B u l l e t i n ( J u l y 
1 3 7 2 ) . I t i s e m p h a s i z e d t h a t t h i s i s b e i n n r e p r o d u c e d h e r e 
i n o r d e r t o h i g h l i g h t t h e a d v a n t a g e s and d i s a d v a n t a g e s o f 
t h e v a r i o u s i n d i c i e s o f i n f l a t i o n t o d e t e r m i n e t h e r e l a t i v e l y 
more a p p r o p r i a t e i n d i c i e s o v e r a l l . 

4 . See ( 2 ) a b o v e . 

5 . F o r 1332 P a k i s t a n ' s i n f l a t i o n r a t e e q u a l s t h a t o f i n d u s t r i a l 
c o u n t r i e s ( T a b l e 5 ) . H o w e v e r , t h i s i s t h e r e s u l t o f d a t a 
anomolv w h i c h a r i s e s when we use t h e IMF p r i c e s t a t i s t i c s f o r 
P a k i s t a n as p o i n t e d o u t i n s e c t i o n 2 . The i n f l a t i o n r a t e 
based on t h e consumer p r i c e i n d e x p r e p a r e d by P a k i s t a n S t a t i s t i c s 
( F i s c a l y e a r ) f i v e s t h e annual a v e r a g e r a t e f o r 1 3 6 5 - 7 2 e q u a l 
t o 3 . 2 5 p e r c e n t and t h a t f o r 1 3 8 1 / 8 2 e o u a l t o 1 0 . 4 4 o e r c a n t 
( T a b l e 1 C o l . 4 ) . 

6 . See O l i v e r a ( 1 3 6 7 ) , D u t t o n ( 1 3 7 1 ) and A g h v e l i and Khan ( 1 3 7 8 ) . 

7 . S i n c e t h e r e s u l t s f o r b o t h t h e consumer n r i c e i n d e x and w h o l e -
s a l e ' " r i c e i n d e x a r e v e r y c l o s e he o n l y , r e p o r t s t h e r e s u l t s o f 
r e o r e s i o n s w i t h t h e w h o l e s a l e n r i c e i n d e x as t h e d e p e n d e n t 
v a r i a b l e . 

3 . T h i s e q u a t i o n i s e s t i m a t e d o v e r t h e p e r i o d 1 3 6 0 - 7 2 because t h e 
d a t a on wages i s n o t a v a i l a b l e f o r t h e l a s t two y e a r s . 

.* • ' f 
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