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1. Overview
Rising food prices, accompanied with the weak base of December 2004, resulted
into aresurge in the year on year (Y oY) inflation recorded by al the three price

indices in December 2005. Headline inflation, after decelerating to 7.9 percent in
November 2005, surged up to 8.5 percent in the very next month. Wholesale price

inflation that hal started to decelerate steadily since Ociober 2005, rose to 11.0
percent. Thisimpact was captured more significantly by the Sensitive Price

Indicator (SPI), which after falling to 5.4 percent in November 2005, rose back to

6.8 percent YoY in December 2005 (see Table1.).
Table: 1.1: Period-wise I nflation

Annual Point to Point % Change

Past Five Years Average

Index General Food Non-Food eal Food Non-Food
CPl 85 8.1 8.8 55 5.8 5.3
WP 11.0 7.8 13.7 5.9 5.7 6.1
SPI 6.8 - - 6.2 - -

Period to Period Average % Change ( Jul 05 - Dec 05 Over Jul 04 - Dec 04)
CPl 8.4 75 9.1 5.4 58 5.2

WP 11.0 79 134 6.3 5.7 6.7
SPI 6.8 = = 6.0 = =

12 Months Moving Average % Changes (Jan 05 - Dec 05 Over Jan 04 - Dec 04)
CPI 9.1 98 85 5.3 58 5.0

WP 8.7 93 8.3 6.2 5.7 6.6
SPI 8.8 = = 6.2 = =

Monthly % Changes (Dec 05 Over Nov 05)
CPl 03 13 0.4 0.2 1.2 0.5

WP 0.1 06 05 0.0 09 0.8
SPl 0.3 = = 0.2 = =

Table 1.2: Inflation (YoY)

percent

CPI WPI SPI Core Inflation
General Food Non-Food General Food Non-Food General By Excdusion By Trimming

Jn05 85 104 7.2 5.6 9.9 2.6 10.3 7.3 8.3
Feb-05 99 129 80 6.7 11.9 33 116 7.4 8.6
Ma-05 102 133 8.2 6.3 11.1 31 11.4 7.6 8.0
Apr05 111 157 8.0 7.7 13.6 37 134 7.9 8.5
May-05 9.8 125 8.0 6 10.1 3.2 9.9 7.5 8.0
Jun-05 8.7 9.3 8.4 6.2 8.4 46 9.2 7.4 7.7
Jul-05 9 9.7 8.5 9.4 10.0 8.9 8.0 7.6 7.3
Aug05 8.4 7.8 8.8 11.7 8.6 14.0 7.1 7.6 7.1
Sep05 85 75 9.3 11.9 75 15.2 7.0 7.6 7.0
Ozt-05 8.3 64 96 11.1 7.2 14.1 6.5 7.8 7.0
Nov-05 7.9 5.8 9.4 10.9 6.4 14.3 5.4 7.6 6.8
Dec05 85 8.1 8.8 11.0 7.8 13.7 6.8 7.4 6.5
Avg. 9.1 9.8 8.5 8.7 9.4 8.3 8.8 7.6 7.8
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The sharp rise in SPI inflation reveals the fact that the impetus to the increasein
inflation mainly stemmed from the food and fuel * prices. This fact was further
established by the decelerating trend of core inflation during December 2005.
Specificaly, coreinflation (Non-food, Non-energy: NFNE), as it reflects the price
trend in the residual part of the CPl basket after eliminating the impact of any
change in prices of selected fuel items and the whole food group (see Table 1.2).

Both the tables (Table 1.1& 1.2) clearly point out that it was the sharp rise in
food inflation that led to arisein dl three price indices, notably during December
2005. The recent move is signalling that inflationary pressuresin food prices are
still present and, thereby, asksfor some administrative measures from the
government to contain inflation from any further rise in the months ahead.

Although the recent rise in price indices is not necessarily an indication of trend
reversd, it does cal for caution in assuming success in containing inflation. Trend
of inflation is <till declining, abeit with a very modest pace, especialy in terms of
CPI and SPI 12-months moving average inflation. The weak base of index levels
of CPl and SPI in December 2004 has played the mgor role in the current upsurge
(seeFigurel.l).

! For details, see Section 4.
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Figure 1.1: Monthly Movementsin Price I ndices
— Year on year (YoY)
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1.1 CoreInflatior?

Despite a surge in headline inflation, core inflation continued to decelerat e during
December 2005. Core inflation — by trimmed mean —was recorded at 6.5 percent
YoY during December against 7.7 percent recorded in the same month last year.

The other measure of core inflation, i.e. NFNE, also decelerated from 7.6 percent
in November 2005 to 7.4 in December 2005 (see Figure 1.2a & b).

2 State Bank of Pakistan computes core inflation by method of exclusion and weighted trimmed
mean. |n the former, the Bank excludes the impacts of price changes of food, kerosene, electricity,
gas, petrol, diesel, and CNG from the overall basket of CPI. Whilein the latter case, 10 percent of
the volatility is removed from both ends, each, of ranked weighted percentage price changes.
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Figure 1.2a: Corelnflation by Exclusion Method (Y oY)
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1.2b: Core Inflation by 20% Weighted Trimmed Mean

YoY Annualized

9

8 V‘VA%

7 / / ~—

g 6 // //
g ° / /

4 —> /

3/

2 T r T+ T+ T+ T T+ T T T T T T T T T T 1T T T T T T T 7T
23353335333833888888888823
$o%.8éu'c—c: g$o%_8&h'c—m 8 > 9
8RR E3R3288888822338337885838

The divergence between the trends of headline and core inflation indicates that

inflationary pressures are still strong in food prices, while they are getting weaker
in the non-food group.

Coreinflation decelerated partly due to the dowdown in HRI inflation during
December 2005, whereby, the rise in food inflation squeezed the share of HRI in
the overdl inflation. Besides HRI, during the same month, most of the sub-indices
of CPl non-food group witnessed deceleration and contribut ed towards the
weakening of core inflation, both on year on year and annualized basis.

2. Consumer PriceInflation

Consumer price inflation recorded a surge in Y oY inflation during December
2005. Whereas the CPI non-food group inflation decelerated during the same
month, the surge in CHl inflation is due to rise recorded by CPI food group during



Sate Bank of Pakistan

December 2005. It was dueto this increase that CPI inflation breached the 8.4
percent YoY average of the first half of FY 06, and was recorded at 8.5 percent in
December 2005 (see Figure 2.1).

Figure2.1: CPI & Major Groups Inflation (YoY)
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2.1 Food Inflation

CPI food group inflation surged sharply in December 2005. Apparently, it was the

wesak base of December 2004, which pushed up the YoY food inflation in

December 2005 (see Figure 2.2. However, adetailed look at the price changes of

al theitemsin CPI food basket rev eals some notabl e facts as well: (&) prices of

wheat and its products decel erated on year on year basis, while the same rose over
Figure 2.2: Food Group

YoY Annualized
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November 2005; (b) price of sugar rose significantly both on YoY and over the
preceding month as well; (c) price of milk and ts products rose marginaly. This
indicatesthat strong inflationary pressures are till present in food prices (see
Figure 2.3).

Figure 2.3: Price Trendsin Key Food Items
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2.2 Non-Food Inflation

Stagnant fuel prices, decelerating inflation in the house rent index (HRI), and
dowdown in some d the other sul- groups of CPl non-food group has made the
CPI non-food group inflation to show signs of deceleration. Non-food inflation
wasrecorded a 8.8 percent in December 2005, which is ill above 7.0 percent
recorded during December 2004, yet its trend is decelerating now (see Figure
2.4).
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Figure 2.4: Non-food Inflation
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Within the non-food group, HRI is the most heavily weighted group with a weight
of 23.4 percent in the overall CPl basket. Although HRI has been exhibiting
decelerating inflation since H2-FY 05, the magnitudeof HRI inflation still hasan
upward impact on the CPI non-food inflation; neverthe ess the decel erating trend
of HRI inflation has placed a moderating impact on headline inflation in the period
of high food inflation (see Figure2.5).

Figure 2.5: House Rent Inflation
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Besides HRI, rest of the sub-indices in the CPI non-food group also showed
deceleration during December 2005, with the exception of sub-group of medicare
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which rose dightly, but due to its smaller weight it placed no significant impact on
CPl non-food group inflation (e Figure 2.6)

Figure 2.6: CPI Non-food Sub-Indices' Inflation (YoY)
YoY = Annualized
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2.3. Major Contributions
Withrisein food inflation, its contributionhas aso witnessed arise in the overall
CHl inflation during December 2005. HRI inflation, although decelerating
persistently, has still contributed about 28 percent to headline inflation —the
second highest contribution after that of the food group. Contributions of
remaining sub-groups are, however, somewhat Smilar as observed during
November 2005 (see Figure 2.7).

Figure 2.7: Weighted Contribution to The Headline Inflation (Y oY)
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During December 2005, the ten items contributing to almost 70 percent of the
overd|l inflation, recorded for the economy as awhole, consist of five each from
the CPI food and non-food group (see Table2.3).

Table21: Top Ten CPI Items (Ranked by Weighted Contribution)

percent Pricet Point to Point Change

S# Items Unit weights Dec-6 Dec03 Dec-04 Dec05 wtd contr.
1 House Rent Index Index 2343 1322 338 11.7 10.3 28.3
2 Milk Fresh (Unboiled) Litre 6.53 22.6 4.0 104 13.0 100
3 Sugar Refined Ka 195 29.0 -6.0 7.9 39.1 8.9
4 Petrol Super Litre 173 56.5 3.9 195 39.2 8.0
5  Pess kg 015 394 - 300 1746 3.0
6 Beef With Bone Avg.Qlty. kg 161 1011 219 261 14.0 2.7
7 Gas Chrg10.12 - 13.49 MMBTU 093 3054 -69.7 6.7 14.5 1.6
8 Firewood Whole 40kg 048 1401 141 159 27.0 1.5
9 Potatoes kg 053 157 -142 586 24.0 1.5
10  Bus Fare Outside City Perkm 048 0.5 0.0 8.8 21.6 1.2
Tota 378 66.7

*Prices are in Pak.Rupees, except for HRI which is an indexlevd .

3 The share of HRI inflation in the overall inflation also shrunk during December 2005, and became
28 percent as compared to its share of 35 percent during the preceding month.
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2.4 Regional Incidence of Inflation

While the distribution of infletion across cities remained more or lessthe same as
that recorded during November 2005, however, it was amost normal during
December 2005. Out of 35 citiesin the sample, 17 cities recorded an inflation rate
of above the average rate prevailing for the whole economy. Asit didin
November 2005, 1damabad once again recorded the highest inflation, while
Nawabshah fell to lowest extreme among the sample of 35 cities, during
December 2005.

In the remaining 18 cities, Karachi once again recorded lower inf lation than the
overdl inflation rate. It is due to the high base price in Karachi that the impact of
any further increase appears mitigated, while the same is reflected sharply in the
inflation recorded by the rest of the cities in the sample (see Figure 2.8).

Figure 2.8: City-wise YoY Inflation (Difference from Mean) in December 2005
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2.5 Sodo -economic Incidence of Inflation

Inflation in the three income groups, having an average income level of below or
up to Rs 12000 per month, witnessed a sharp rise during December 2005 (see
Figure 2.9). Before December 2005, these incom e groups recorded obvious
deceleration in YoY inflation on the back of falling share of food inflation in the
overal inflation. But during December 2005, due to rise in the prices of some of
the important food items a reversal was witnessed in the inflation trend of these
income groups. Inflation in the highest income group of above Rs 12000
however, did not show any significant change. Despite that inflation was mainly
backed by food inflation during December 2005, the dight surge in inflation
recorded by the highest income group indicates that inflationary pressures are also
present in non-food prices.

Figure 2.9: Income-groupwise I nflation (YoY)
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2.6 Itemwise Distribution of Price Changes

Item-wise distribution of price changes remained somewhat similar to that
recorded during the month of November 2005. However, the details of the same
aretabulated in Table 2.2and 2.3:

11
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Table2 2: Didribution of Price Changes of CPl Basket. December 2005 YoY.
No. of Itemsin Each Inflation Range

Groups Weights % stntgle Decreaseor _Subdued ModeraIe D(_)ubledigit
Changes ¢ items N° change increase increase  increase

0% orless) (0to5%) (5to10%) (over 10%)
|. Food Group 40.34 8.1 110 28 2 20 A
Food, Bev. 40.34 8.1 110 28 2 20 A
I1. Non-Food Group 59.66 88 250 87 A 52 27
Apparel, Text. 6.1 38 viv) 6 24 11 1
House Rent 2343 10.3 1 0 0 0 1
Fue & Lighting 7.29 7.1 15 9 1 0 5
H/h Furn. & Equip. 329 5.0 “ 3 3 17 1
Transport & Com. 732 199 3 16 4 9 1“4
Recregtion, Enter. 083 -0.3 16 12 2 2 0
Education 345 6.6 2 5 9 7 3
Cleaning & Laundry 5.88 2.3 » 14 14 6 2
Medicines 207 2.3 2 22 7 0 0
Overall 100 8.5 360 115 112 72 61

Note: Prices of 14 seasond items were not reported during December 2005.

Table23: Didribution of Price Changes of CPI Basket. December 2005 Annualized.
No. of Itemsin Each Inflation Range

. % Total Decreaseor Subdued Moderate Doubledigit

Groups Weights Changes Number change increase increase  increase

of Items
(0% or less) (0to5%) (5to10%) (over 10%)
|. Food Group 40.34 9.9 124 20 2 21 %
Food, Bev. 40.34 9.9 124 20 2 21 %

11. Non-Food Group 59.66 8.5 220 68 %b 61 2%
Apparel, Text. 6.1 42 ¥iv) 5 7 19 1
House Rent 2343 11.6 1 0 0 0 1
Fud & Lighting 7.29 5.8 15 8 1 1 5
H/h Furn. & Equip. 329 5.7 vl 2 pe 18 1
Transport & Com. 7.32 14.9 3 14 4 12 13
Recrestion, Enter. 0.83 -0.2 16 11 5 0 0
Education 345 4.6 24 6 » 6 0
Cleaning & Laundry 5.88 3.2 b 6 21 5 4
Medicines 2.07 13 2 16 2 0 1

Overall 100 9.1 374 88 123 82 8L

12
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The following graphs present the distribution of price changesin al the items of

CPI basket on both YoY and annualized basis.

Figure 2.10: Distribution of 12-Month M A Price Changes Dec-2005
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Figure 2.11: Distribution of 12-Month YoY Price Changes Dec-2005
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Out of the whole basket, the following graphs reflect the price changes in the CPI

food group items.

Figure 2.12: Distribution of 12-Month MA Food Price Changes Dec-2005
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Figure 2.13: Distribution of 12-Month MA Non-Food Price Changes Dec-2005
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Table 2.4: Sdected CPI Items Classified by Range of Price Changes (YoY) (December 05)*

Decreaseor no Subdued increase Moderate increase
Groups change (upto 5%) (5t0 10%) Increase of over 10%
\T/cgggai Ghee (L9 m%g"rk m{lnli“ o mﬁm (Unboiled)
Food Group | Whest Flour Fine/Sup) R.'Oe B. IESE5(EEGH MRt A QlLy: Sugar refined
L 23 %pﬁd%fnj a) ?:ieg?e?s k210s | E99s (Fam)
e Milo 200 gm. Cooked Beef Pulse Mash (Washed)
Tailoring coat -pant
A @ Gents Sandal Bata Tailoring Aw-Suit (M) | suit
B e | Ladies Chappal Bata | School Uni. Girl Linen Av.Qity Lt e Sers] B
Lawn Av.Qlty. Second-Hand Coat
M)
House Rent
Index HRI
Fud & | Bulb Prilips 100-Wat | Gas Cylinder Stand. g
Lighting | Elect.Charges Sze Al
’ Kerosene Qil
Sewing Marriage Hall
U Maching(Singer) Household Servant
FHr/:i?Idr Eeag; Jsu;:rd e el IR O IR (1= gin o Thick
S e M.Size Air conditioner 1.5 gle( )
Water-Set S.Stedl Ton
Internet Charges CHERLAHC, e A || AL R S
. AIC) Bus Fare Min(Within
Transport & | Air Fare Econ. Class. Tranlst So. > 500 500km Ci
Comm. Train Ist Sp <100km T3 2 Train Eco. > 500 Km ity)
Local Call charges | <™ Cng Filling Charges | ool Super
9 Train Ist Sip.101-500 | ~N9 FHING CNAGES | iioh Speed Diesd
Video Game Sega Dry Cdl 1.5
Recreation | V.C.P. Volt(Locd ) Cinema High Class
Daily "Dawn" Tape Recorder
Com. CD. Ecnﬁggl"lfe‘;‘);n'd’fg X| English Book Class
Educati Govt.Coll.Fee Ist.Year| Ball Pen (Local) EngMd V!
ucation | Govt,Coll.Fee Maths Book Calss V o Urdu Book Class
v SR RERIER] || o
: EngMd.
Blade 7 o'dlock Washing (Kamiz
Disposable Razor Shal
Cleaning & | Toilet Paper Roll Gillet Hair\c,;vu?r%:har = Washing Ch. Shirt
Laundry | Toothpaste70gm Lipstick Silver Taabi924 o Gold Tezabi 24 Ct
SMissMedora
Artificial jewellery
GalxosD (450 gm) Jouhar Joshanda
Medicare | Entox Tab. Septran Tablets
Brufen Tabs 200-Mg. | Doctor Clinic Fee

* The items with relatively higher weighted contribution in inflation are selected.

15
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3. Wholesale Price Inflation

Wholesale price inflation, which decelerated dightly during the last couple of
months due to decelerating food and oil priceinflation, edged up in December
2005 on the back of rising cotton prices and reversing trends in the prices of a few
food items. Wholesale priceindex (WPI) rose by 11.0 percent in December 2005
compared to 10.9 percent in the previous month and amere 4.2 percent increasein
the corresponding month of last year, the lowest increase in WP recorded during
the last year. The annualized wholesale price inflation (on 12-month moving
average basis) also continued to show strong rising tendency (see Figure 3.1).

Figure 3.1: Wholesale Price I nflation
YoY Annualized
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Period to period inflation, i.e. average wholesale price inflation, during H1-FY 06,
remained significantly higher, compared to last year. During this period, the
wholesale price inflation continued to be driven by higher energy prices (see
Table3.]).

Table3.1: Group-wise WPI Inflation

Annua percentage changes

July-December

WPI and its components FY03 FYo4 FY05 FYyo4 FY05 FY06
Food 35 7.0 10.7 4.7 10.5 79
Raw materials 14.4 17.0 18.1 187 -15.9 78
Fud, lighting & lubricants 12.5 2.8 15.8 03 12.0 310
Manufactures 1.7 7.9 11 6.4 3.6 26
Building materials 1.7 22.9 13.7 17.3 20.6 1.0
Overall index 5.6 7.9 6.8 5.9 7.1 110
Overall exdl. food 7.3 8.7 3.6 70 4.3 137
Overall excl. fue 3.9 9.2 4.5 74 519 58
Overall excl. food and fuel 4.3 11.7 -1.8 104 1.0 34

Source: Based on data from FBS
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Food inflation that has been showing decelerating trend since August 2005 rose by
7.8 percent in December, mainly dueto the sharply rising prices of onion,
vegetables and sugar. Theinflation in raw material index also accelerated on
account of rising cotton and sugarcane prices. Higher cotton prices also pushed up
the prices of cotton yarn that, in turn, resulted in 4.1 percent increase in
manufactures index compared to a decline recorded in the corresponding month of
last year. Thefud, lighting & lubricantsgroup continued to witness dight
deceleration reflecting decline in crude oil prices during October and November.
As expected, building material index witnessed decline in December on account

of anticipated decline iniron & steel prices (see Figure 3.2.

Figure 3.2: Group-wise Wholesale Price Inflation (YoY)
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Similar to the dightly changing inflation trends in the preceding months, the
groups contributions to overdl wholesale price inflation also changed. The
relative weighted contribution by fuel, lighting & lubricantscame down with a
dight deceleration in energy prices. Nevertheless, it continued to be amajor
source of w holesale price inflation with more than 50 percent contribution. The
relative weighted shares of food, raw material and manufacturesgroups went up
with acceleration in their respective indices. The deflation in building material
group resulted in negativ e contribution of 3.1 percent to overall wholesale price
inflation in December 2005 (see Figure 3.3).

Risein WPI food inflation during December 2005 was largely driven by sharp
reversd in the pricetrends of onion and vegetables and, increasing prices of some
of the food items including ceredls, pulses and sugar. Encouragingly, however,
therate of increase in the wholesale price of most of the food items dowed down
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Figure 3.3: Groups' Weighted Contribution to YoY WPI Inflation
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in December. The dowdown was more visible in thecase of a few items
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mash & moong, gur & refined sugar, jowar, bajra etc. While prices of wheat &
wheat products have aready been declining since October, the price of some of
the other key food items including gram (split), chicken and fresh fruits recorded
declinein December (see Figure 3.9).

However, domestic sugar prices shot up in December due to expected lower sugar
production on account of decline in sugarcane output coupledwith closure of mills
as the issue of sugarcane prices could not be resolved. Moreover, sugar pricesin
international market also witnessed sharp increase due to an expected declinein
world sugar production.

Driven largely by highe cotton and sugarcane price, the inflation by raw material
group rose sharply by 19.1 percent in December 2005 against a much sharper
decline of 29.7 percent in the same month last year. Prices of cotton and
sugarcane started to rise sharply since October and November, respectively, dueto
low er than expected production estimatesfor FY06. Moreover, the rate of
increase in the prices of pig iron and tobacco has also maintained an accelerating
trend (see Figure 3.5).

Figure 3.5: Selected Raw material Indices (YoY change)

Cotton Tobacco Sugarcane Pig iron
80
60 //\ —
40 ‘\
= =\ /y‘_
) e — "\%@%:;
20 AN
-60
33333333 3888888888883
$8EREREAA A RS R L5k

Following the decline in crude ail prices in October and November, the annud
rate of increasein fuel, lighting & lubricantsindex has decelerated from a very
high of 40.1 percent in September 2005, it still remained high at 26.1 percent in
December. Consequent to decline in crude oil prices, the oil marketing companies
kept the domestic oil prices unchanged during this period up till now which
resulted in adeceleration of yeer-on-year rate of increase in prices of most of the
oil products (see Figure 3.6). Moreover, the rate of increase in other fuel items
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including coal, electricity, natura gas etc. continued to grow at the same rate as
during the preceding months.

Figure 3.6: Wholesale Price Indices of Selected Eneray Items (YoY chanage)
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A moderate increase of 4.21 percent in the manufactures group in December was
largely dueto rising prices of cotton-based products as the rate of increase in sub-
indices of other manufactures hovered around last month’s level. Moreover, rate
of increase in fertilizer prices aso dropped followingthe declining trend in urea
and DAP fertilizer prices in international market.

The building material index witnessed a decline of 3.1 percent in December 2005
compared to 22.8 percent in December 2004. Deflation recorded by building

Figure 3.7: Price Indices of Selected Construction Materials (YoY Change)
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material index is attributableto visible decline in steel price. Domestic iron &
stedl prices continued to witness declinefor the last three months following
reduction in prices by Pakistan Stedl, lower import duty and declining steel prices
in international market. However, despite action taken by the Monopoly Control
Authority (MCA) against manufacturer’s cartel, cement prices are till ontherise

though at adower pace (seeFigure 3.7).

Commodity group or item-wise distribution of YoY changein WPI itemsis shown

in Figure 3.8 and Table 3.2.

Figure 3.8: Distribution of YoY Price Changesin 106 WPI Commodities/Groups of

Commoditiesin December 2005
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Table 32: Group-wise Commodities/Groups of Commodities Classified by Range o Price Change
(YY) during December 2005

Subdued increase Moderateincrease | Morethan 10%
Groups | Decrease or no change (up to 5%) (5t0 10%) increase
Vegetables Powdered Milk
Prepared/Preserved Salt
T°’.“a‘°‘5 Vegetable Ghee . Bajra
Chicken ) i Maize Eoos
Fiz i Mustard & Rapeseed Ojl | Mineral Water Beans
Wheet Spices RET Onions
§ ing O.'I Fruit Prepared/Preserved Fresh Milk Gram Whole
L Gram Split ; Meat
; Cotton Seed Qil Mash
e Besan ftetnes Vegetables
Sugar Confectionary ! Oil Cakes =
Whest Flour Condiments Drv Fruits Jowar
Tea Beverages y Sugar Refined
Milk Food Moong
Rice Gur
g Tobacco
B s o . Cotr
S Wool Mustard/Rapeseeds Pig Iron
04 Cotton
o Natural Gas
S Cod
S Coke_ . Fire Wood
3 Taiff-B } Diesdl Qil
E Elec. Agriculture Tariff-D Motor Sprit
Furnace Oil
Nylon Yarn Hosiery
Chemicals Woollen Textiles
Blended Yarn Ready Made Garments
) Dying Materids Transports
5 Other Electrical Goods Cotton Textiles Cotton Yarn Fertilizes
2 Sogps Mattresses Cosmetics Tubes
5 Utensils Pegticides & Insecticides | Jute Manufactures | Tyres
8 | Glass Products Foot Wear Cigarettes Chrome Lesther
= Silk & Reyon Textiles | Machinery
Plastic Products Sole Lesther
Drugs & Medicines
Matches Audio Visud Instruments
o | lron Bars& Sheets Timber
% o Paints & Varnishes Pipe Fittings ) \C/:V?:gta\d Cables
58 | Tiles Sanitary Wares Bricks
@ E | CementBlocks Glass Sheets
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4. Commodity Prices

Qil prices rebounded in December and continued to rise during January. The
average (of dated Brent, WTI and Dubai Fateh) crude oil pricesroseto US$ 56.5
per barrel in December 2005 from previous US$ 55.0 per barrel in November
(sees Figure 4.1). The price of Brent (Europe Brent spot) crude reached USS$ 63.6
per barrel on January 18. Therisein oil prices during December was mainly led
by higher gasoline prices in Europe due to disruption in supplies from Russia
Later in early January onwards, renewed supply fears as tension between Iran and
Western World deepened with the Iran resuming uranium enrichment and
Nigerian militants threatening to strike on oil reservesin the country, drove the oil
prices up. Keeping in view the erosion of spare production capacity, oil prices are
likely to remain sensitive to any such development discussed above. Moreover,
the International Oil Agency (IEA) aso expects oil demand to rebound in 2006.*

Figure 4.1: Energy Prices
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In December, alible il prices (palm and soybean) maintained the declining trend
for the second month in arow after risng modestly in October while sunflower
price remained congtant at US$ 1152 per ton sinceJune 2005. The declining trend
in domesticwholesale and retail ghee & cooking oil prices also reflects the impact
of falling internationa prices (see Figure 4.2). However, imposition of regulatory
duty (@ Rs1 per kg) at import stageis likely to push the domestic prices
equivaently up.

Sugar prices rose sharply in December on account of expected lower production.
Dueto astrong demand for sugar based ethanol —the new gasoline of the future—

4 Oil Market Report for December 2005, International Energy Agency: www.oilmarketreport.org
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Figure 4.2: Edible Qil Prices
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the market looks set for some hectic activity. Realizing the potential of the
market, the hedge funds are a so supposed to have invested heavily. Some
investment houses are predicting sugar prices to rise somewhere between 20 to 40
cents per pound over the next four to five years” Whesat prices also rose by 6.9
percent (YoY) in December (see Figure 4.3). However, the domestic prices are
expected to remain under pressure on account of higher stocks, imports and
expected bumper wheat crop.

Figure 4.3: Sugar and Wheat Prices
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5 Source: www.sugaronline.com
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Thegold prices continued to rise sharply during December 2005 The recent
persistent increase in gold prices is attributable to higher investment demand as
investors took their positions in the booming market. Moreover, some reports on
commodity markets also point out gold buying by the central banks for reserve

diversification (see Figure 4.4).
Figure 4.4: Gold Prices
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The domestic stedl prices continued to maintain the declining trend, mainly due to
falling prices in internationa market, lower import duty and reductionin prices by
Pakistan Steel. Prices of precious metals (excluding gold) as measured by IMF

metals price index, continued to show rising trend (see Figure 4.5).

Figure 4.5: Steel Prices
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The domestic cotton prices continued to rise amid the reports of below target
cotton production for FY06. The domestic production of cotton is expected to
remain 15 percent below target (of 15 million bales for FY 06) and 12 percent
lower than last year’s production of 14.6 million bales. Cotton ‘A’ Index °
showed adight decline in cotton prices in international market while world cotton
forecast of cotton outlook shows 12 percent shortfal in globa production for
2005- 06 (see Figure 4.6).

Figure 4.6: Cotton Prices
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The pace of increase in domestic fertilizer prices continued to witness slowdown
amid falling urea and DAP prices in international market (see Figure4.7).

Figure 4.7: Fertilizer Prices
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®The Cotlook. A index is an average of the five cheapest quotations from selected 19 of the principle
upland cotton traded internationally. For more details, see www.cotlook.com .
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5. Sensitive Price Indicator (SPI)

In comparison to CPI, SPI is more sensitive towards any change in retail prices of
food items and some of the non-food items as wdll, including fuels. Data on SPI is
available on both monthly as well as on weekly basis. This small frequency helps
in the formation of a rough estimate of the CPI inflation, particularly CPI food
group. SPI inflation (weekly, point to point) surged during the month of
December 2005, due to inflation in prices of food and energy (see Figure 5.1).

Figure 5.1: Weekly SPI Inflation
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Figure 5.2 explains the distribution of itemsin the SPI basket faling under
different ranges of price changes during December 2005. Itemsin the range of
doubledigit inflation mostly include food items along with fuels (petrol, diesel
and kerosene ail, gas and firewood).

Figure 5.2: SPI Distribution of YoY Price Changesin December 2005
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6. Wage Inflation’

Wage inflation, during December 2005, remained almost same at last month’s
level. The average daily wages of five construction workers rose by 16.0percent
in December compared to 15.9 percent increase in November and 9.3 percent in
December last year (see Figure 6.1). T his dight increase in wage inflation was
largely due to acceleration in the growth of average daily wages of the laborers
(Unskilled) while the annual rate of increase in skilled labor wages remained same

Figure 6.1: Wage Inflation (YoY percent change in average wage)
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as the previous month (see Figure 6.2). Wage pressures are a o reflected in
accelerating inflation for low income groups in December (see Table 6.1).

Figure 6.2: Increase in Skilled Labor Wages (YoY percent change in average wage in 35 cities)
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" Based on wages of five construction workers: carpenter
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Table 6.2: Wage I nflation and I ncome Group-wise | nflation

percent
Jul-

Jun-05 05 Aug-05 Sp-05 Oct-05 Nov-05 Dec-06
Wage Inflation 11.7 11.6 144 16.7 16.5 159 16.0
Carpenter 11.0 12.3 14.1 16.1 16.9 16.3 16.9
Mason 15.5 11.3 15.8 19.7 17.6 17.2 180
Laborer 14.6 16.7 18.3 22.6 20.1 195 195
Plumber 11.6 12.6 14.6 16.9 17.2 15.8 16.0
Electrician 7.2 7.8 10.8 10.8 12.1 12.0 110
All income groups 8.7 9.0 8.4 8.5 8.3 79 85
Up to Rs. 3000 8.5 8.7 8.2 7.9 7.4 7.0 84
Rs 3001 -5000 8.3 8.6 8.0 7.8 7.2 6.8 82
Rs 5000-12000 8.5 8.7 8.0 7.9 7.6 7.2 82
AboveRs. 12000 9.0 9.3 8.8 9.3 9.2 89 89

City-wise variations in average daily wages from country average are shown in

Figure 6.3.

Figure 6.3: City-wise Wage I nflation--Difference from Mean
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Average daily wages by type of construction workers are givenin Table 6.2.

Table 6.2: Daily Labor Wages (Rupess per day—Averagein 35 Cities)

Carpenter Mason L abourer Plumber Electrician Average
Jul-03 219.4 230.2 109.5 220.4 2154 199.0
Aug-03 219.4 230.2 109.8 220.2 216.1 199.2
Sep-03 219.7 2315 111 220.7 216.0 199.8
Oct-03 219.9 232.2 111.7 220.9 216.8 200.3
Nov-03 222.8 2355 1139 2232 218.7 202.8
Dec03 224.2 238.6 1152 224.9 219.6 204.5
Jan-04 224.6 239.8 1151 2254 219.6 204.9
Feb-04 225.0 240.1 1152 2254 224.3 206.0
Mar-04 226.2 241.3 115.0 226.3 225.1 206.8
Apr04 229.0 244.7 117.6 229.1 228.9 209.9
May-04 230.8 246.0 119.1 231.3 230.7 211.6
Jun-04 2325 238.3 120.9 231.6 232.0 2111
Jul-04 235.2 252.5 122.1 235.1 233.8 215.7
Aug-04 236.6 2453 123.3 235.8 231.1 214.4
Sep-04 237.6 245.2 121.7 236.6 232.6 214.7
Oct-04 240.3 256.9 126.7 239.3 235.3 219.7
Nov-04 242.1 259.5 128.0 242.9 237.0 221.9
Dec-04 242.9 261.6 129.4 243.6 240.3 223.6
Jan-05 248.5 263.3 130.4 245.8 242.8 226.1
Feb-05 248.2 265.6 130.9 245.7 242.8 226.6
Mar-05 250.5 269.2 132.5 250.0 2443 229.3
Apr05 253.3 269.8 134.4 255.4 247.7 232.1
May-05 256.0 273.1 136.5 256.8 247.7 234.0
Jun-05 258.1 275.2 1385 258.6 248.8 235.8
Jul-05 264.2 280.9 142.5 264.6 252.1 240.8
Aug-05 269.9 284.1 145.8 270.2 2%6.0 2452
Sep-05 275.8 293.6 149.3 276.6 257.7 250.6
Oct-05 280.8 302.1 152.2 280.4 263.8 255.9
Nov-05 2815 304.2 1529 281.3 265.5 257.1
Dec05 283.8 308.6 154.7 282.5 266.8 259.3

Source: Federal Bureau of Statistics



Sate Bank of Pakistan

Annexes.

Table 1: SPI Item -wise Priee M ovements

Rggg&) per centage change in Dec05 over
SNo Items Unit 2005 Jun-05 Dec-04 Nov-05
1  Wheat Kg. 117 34 4.8 09
2 Wheat flour aqt. Kg. 131 10 4.2 04
3 Rice basmti.broken Kg. 20.1 -2.3 0.5 -0.1
4  Riceiri -6 Kg 159 -12 5.8 00
5 Masur pulse washed Kg. 454 -1.2 31 -0.2
6 Moong pulse washed Kg. 420 81 36.1 17
7  Mash pulse washed Kg 47.0 138 20.7 24
8  Gram pulse washed Kg. 28.7 33 3.9 11
9 Beef Kg 105.0 38 114 11
10 Mutton Kg 198.1 30 7.6 0.7
11 Egg hen (farm) Doz. 515 60.5 18.7 17.9
12 Bread plain m.s. Each 143 34 5.5 08
13  Sugar Kg 285 7.6 323 35
14 Gur Kg. 323 6.0 51.6 -6.9
15 Milk fresh Litr 236 23 125 03
16  Milk powdered nido 4000 107.5 16 43 0.2
17 Cud Ka 280 15 104 03
18 Veg.ghee tin 2.5k 203.7 -0.1 0.3 00
19 Veg.ghee loose Kg. 58.8 0.1 1.5 0.0
20 Mugtard oil Kg 66.8 18 1.8 0.2
21  Cooking ail 25 204.5 -0.2 0.2 00
22 Potatoes Kg 16.0 -10.0 17.3 -18.3
23 Onions Kg 109 -6.8 224 -11.5
24  Tomatoes Kg 171 -8.7 -29.1 214
25 Bananas Doz. 239 -26.2 9.8 -111
26 SdAt powdered Kg 3.8 41 10.1 00
27 Red chillies(powd) Kg 69.9 -5.9 9.7 -17
28 Garlic Kg 56.5 5.7 25.7 21
29 Teapacket 2509 619 -0.1 0.2 0.2
30 Tea (prepared) Cup 5.7 4.2 11.9 05
31 Cooked beef plate Each 257 22 6.2 03
32 Cooked dal plate Each 153 20 4.0 00
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Continued ---
Bificaasis per centage change in Dec 05 over
SNo Items Unit Dec-2005 Jun-6 Dec-04 Nov-05
B Cigarettes k-2 10s 7.2 0.3 4.1 -1.8
34 Coarselatha Mtr. 345 3.3 7.2 0.2
b Lawn (ava.tsalty) Mtr. 75.6 -0.6 5.5 0.0
3% Voil printed Mtr. 365 -1.0 2.0 -0.2
37 Shirting Mtr. 62.2 1.7 3.7 0.0
3B Sande gents bata Pair 399.0 -4.8 -20.0 0.0
P  Sande ladies bata Pair 299.0 35 20.1 0.0
4  Chappd spng. Bata Pair 89.0 0.0 0.0 0.0
41 Kerosene Litr 365 16.5 30.2 0.0
£  Firewood 40kg 166.7 14.5 23.3 5.9
43  Elec. Bulb 60-wats Each 114 -1.6 -5.8 -0.5
4 Mach box Each 0.6 5.1 21.6 0.0
45 Washing soap Cake 7.7 1.6 3.2 0.0
46  Bath soap lifebuoy Cake 13.9 -0.1 -0.4 0.1
47 Chicken (farm) Kg 705 -2.9 -3.8 -9.9
48  Gaschrg. All clb. Comb D.mmbt 193.0 5.1 12.7 0.0
49  L.p.g.(cylender 11kg.) Each 478.3 40.7 -0.1 -1.6
50  Elec.chrg.al dabs com Bd. Unit 4.7 0.0 0.0 0.0
51  Petrd Litr 56.4 235 46.1 0.0
2 Died Litr 373 27.8 46.5 0.0
53 Telephone loca Cal 2.3 0.0 0.0 0.0
Max: 60.5 51.6 17.9
Median 1.7 5.5 0.0
Min: -26.2 -20.1 -21.4

Source: Based on data from Federal Bureau of Statistics
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Table 2: Top Ten CPI Items Ranked by Weighted Contribution

Pricein

Poaint to point dangein Weighted
S.i# Items Unit Weights  Dec05 Dec03 Dec-04 Dec-05 contribution.
1  House Rent Index Index 2343 132.2 3.8 11.7 103 28.3
2 Milk Fresh (Unboiled) LTR 6.53 226 4.0 104 130 10.0
3 Sugar Refined KG 195 29.0 6.0 79 391 8.9
4 Petrol Super LTR 173 56.5 3.9 19.5 392 8.0
5 Pes KG 0.15 394 - -30.0 174.6 3.0
6  Beef With Bone Avg.Qlty. KG 161 101.1 21.9 26.1 140 2.7
7  GasChrgl0.12 - 13.49 MMBTU 0.93 305.4 69.7 6.7 145 1.6
8  Firewood Whole 40KG 0.48 140.1 14.1 15.9 27.0 15
9  Potatoes KG 053 15.7 14.2 58.6 24.0 15
10 Bus Fare Outside City PKM 048 05 0.0 838 216 1.2
Total 37.8 66.7
Top Ten CPI Items by Percentage Change
1 Pes KG 0.1467 39.4 - -30.0 174.6 3.0
2 Cauliflower KG 0.1515 16.6 14.5 18 613 11
3 GurAvQity KG 0.0735 311 3.2 81 50.8 0.4
4  Cabbage KG 0.0686 17.1 73.4 -38.3 488 0.4
5  Tumip KG 0.0726 10.3 18.8 -35 474 0.4
6  High Speed Diesel Hsd LTR 0.2070 374 7.8 15.1 415 1.0
7  Carot KG 0.0802 12.1 -8.9 9.0 408 0.4
8  Petrol Super LTR 1.7253 56.5 3.9 195 392 8.0
9  Sugar Refined KG 1.9467 29.0 6.0 79 39.1 8.9
10  Pulse Moong (Washed) KG 0.2230 414 6.3 97 376 10
Total 47 24.6
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Table3: City-wise Inflation (YoY) by Income Groupsin November 2005

Income Up to Rs: 3000 | 3001-5000 5001-12000 Above 12000 Combined

Non- Non- Non- Non- Non -
Cities General Food food General Food food General Food food General Food  food General Food  food
Lahore 10.0 10.0 100 9.7 9.5 9.8 9.4 9.0 9.8 9.7 8.8 104 9.6 8.9 101
Faisalabad 8.5 8.8 8.2 8.4 8.3 8.6 8.5 8.4 8.6 9.5 9.0 9.9 9.0 8.7 9.3
Rawalpindi 10.2 102 102 9.7 9.1 10.2 9.8 8.8 10.6 10.8 8.4 125 10.3 8.7 11.5
Multan 7.7 7.7 7.7 7.7 7.9 7.6 7.9 7.5 8.2 8.7 7.7 9.5 8.2 7.7 85
Gujranwala 9.7 11.0 8.8 9.3 9.7 9.0 9.6 9.7 9.5 10.3 101 104 9.7 9.8 9.6
Idamabad 11.1 9.4 12.2 11.0 101 117 10.8 9.1 119 11.6 8.4 138 115 8.5 135
Sargodha 9.5 8.9 9.9 9.3 9.3 9.3 9.3 9.3 9.2 9.2 7.9 100 9.2 9.0 94
Siakot 8.8 104 7.8 9.0 115 7.3 9.0 11.3 7.4 8.7 10.6 7.4 8.8 10.9 73
Bahawal pur 8.2 7.2 8.8 8.4 7.5 9.1 8.5 8.0 8.8 8.8 7.5 9.7 8.5 7.7 91
Karachi 6.2 5.2 6.9 6.0 3.9 7.5 6.0 3.7 7.6 7.6 4.0 10.1 6.8 3.8 89
Hyderabad 5.2 5.3 5.2 5.1 5.2 51 5.3 5.2 54 6.2 6.1 6.3 5.5 54 5.6
Sukkur 6.5 6.8 6.4 6.4 5.9 6.7 6.2 6.0 6.4 6.2 5.9 6.4 6.3 6.0 6.4
Larkana 5.7 5.1 6.1 5.5 5.0 5.8 5.8 5.3 6.2 5.5 4.4 6.3 5.7 5.0 6.1
Peshawar 8.4 9.0 7.9 8.7 9.2 8.4 8.7 8.7 8.7 9.5 8.3 10.3 9.0 8.6 94
Bannu 6.5 6.4 6.6 5.5 4.4 6.3 5.2 3.8 6.3 5.7 3.7 7.1 5.5 4.0 6.5
Quetta 5.5 4.3 6.4 5.0 25 6.8 5.5 2.6 7.5 6.7 2.9 9.4 6.0 2.7 83
Khuzdar 12.3 13.7 113 11.9 141 104 11.3 14.9 8.8 11.0 14.3 8.7 11.5 14.5 95
Average 8.2 8.2 8.3 8.0 7.8 8.2 8.0 7.7 8.3 8.6 7.5 9.3 8.3 7.7 8.8
Minimum 5.2 4.3 5.2 5.0 2.5 51 5.2 2.6 54 55 2.9 6.3 5.5 2.7 5.6
Median 8.4 8.8 7.9 8.4 8.3 8.4 8.5 8.4 8.6 8.8 7.9 9.7 8.8 8.5 91
Maximum 12.3 137 122 11.9 141 117 11.3 14.9 11.9 11.6 14.3 13.8 11.5 145 135
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