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A B S T R A C T

The article explores the agflation index and other modifications of the inflation index using examples from
Georgia and its neighboring countries. The findings showed that a traditional inflation index fails to fully reflect
the problems caused by price changes, especially for poorer populations in developing countries. Therefore, new
instruments need to be identified. The article suggests using the munflation index for observing changes in
prices. The munflation index consists of agflation, utilities expenses and health care expenses incurred. The
article shows that applying the munflation instrument along with the inflation index allows us to have a clearer
picture. These indices do not exclude but complement each other.

Introduction

According to the World Bank 10.7% (approximately 800 million
people) of the world's population spend less than USD 1.9 a day [1].
Notwithstanding the quite meager index, it is to be noted that the same
index amounted to 12.7% in 2011 and it was 44% in 1981 [2]. Ac-
cording to a study carried out by the Food and Agricultural Organiza-
tion of the United Nations, 791 million people were chronically hungry
[3]. Poverty is one of the most acute issues for 30% of the Georgian
population [4].

The study's findings clearly show that it is necessary to raise the
living standards of the world's population, especially in developing
countries. In this regard, it is vital to evaluate how inflation; particu-
larly, agrarian inflation or agflation, impacts the population of these
countries.

The goal of the study is to evaluate the impact of inflation and its
components on common citizens in Georgia and in some developing
countries.

Inflation and developing countries

National statistical services in various countries have been carrying
out observations on inflation for decades. Specifically, the National
Statistics Office of Georgia carries out similar observations of 1700
entities across the country and analyzes the information obtained and
publishes it on a monthly basis [5]. From the point of view of statistics,

the methodology is quite correct although we should keep in mind that,
unfortunately, the consumer basket, according to which the above in-
flation is calculated, does not reflect key issues for the citizenry, espe-
cially for poorer citizens in developing countries. This is due to the fact
that the main interests of the population are oriented only on the
changes in prices of several groups of commodities and services and not
on all of the components of the consumer basket.

Regretfully, an official inflation index and developing a relevant
policy based on it oftentimes, due to the above reasons, cause dis-
satisfaction among the populations of many countries worldwide,
especially in developing countries.

New instruments

In order to obtain more or less adequate information about price
levels and make objective and realistic conclusions based on them, the
government of a country and its central bank cannot be circumscribed
only by the inflation index.

For those countries where imported products make up a significant
part of the consumer basket, our proposal is to introduce an imflation
index (the term is derived from combining two terms: import and in-
flation) [6]. Introducing an imflation index (i.e., the average price level
only for imported goods) will make the government and the central
bank pay attention not only to a generalized index of increased prices
but also analyze the price increases due to import which is of vital
importance for both common citizens as well as businesses [7].
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The imflation index is an effective instrument to find out what
factors have caused price increases in the country and if the role of
external factors is important in these price increases. Consequently, this
will allow for laying out an adequate way to overcome the problem. For
instance, Graph 1 shows that inflation in Georgia from 2011 to 2016
was mainly due to an increase in prices of domestic products which
requires developing another type of policy as compared to the policy
necessary to fight inflation related to imported goods from the begin-
ning of 2017.

Considering that the consumer basket includes many goods and
services (both local as well as imported ones), the inflation and imfla-
tion indices will not allow us to provide a comprehensive solution to the
problems since attention needs to be paid to the specific components of
the consumer basket.

Price increases for agricultural products, that is, agrarian inflation
or agflation (also known as ‘food inflation’) have become increasingly
popular not only in developing but also in developed countries.
Agflation was introduced as a result of price increases for fruit, eggs,
grains and other similar products in 2006–2007 [8]. The agflation index
is especially important for developing countries where food prices are
constantly increasing [9], especially in countries such as India (and
Georgia as well). The role of agflation is especially important in those
countries where half or more of the consumer basket comprises food.
Among such countries are, for instance, Russia, Azerbaijan, Turkme-
nistan, Tajikistan, etc. [10].

It is to be noted that the issue of agflation is acute not only in de-
veloping countries but also in the developed countries and new mem-
bers of the European Union [11]. At the same time prices for certain
agricultural products are quite high (e.g., pork) in EU countries as well
as in the rest of the world [12] which poses an increased risk of rela-
tively high agflation for a common citizen in the EU.

If we take into consideration that price increases are not only re-
latively higher but also unstable and usually last longer than non-food
inflation [13], it is clear that this issue requires additional attention.

Certainly, using only agflation will not be enough to satisfy the
wider needs of a population since it does not reflect price changes in
utilities, nutrition and health care. In view of the complexity of the
issue, we suggest that a new index, munflation, be introduced [14].
Munflation is an English abbreviation consisting of the first letters of
medicare, utilities and nutrition.

It needs to be noted that the inflation index in Georgia in 2016 twice
exceeded the munflation index that we suggested although the situation

in 2015 was quite the opposite (see Table 1). Further, as Table 1 shows
the components of munflation were different in certain years; that is,
sometimes higher and sometimes lower than the general inflation
index. Therefore, we propose a comprehensive use of these indices.

Diagram 1 shows that the average inflation and average munflation
indices in 2006–2017 (unfortunately, earlier data are not available)
differ with munflation and other components clearly having exceeded
inflation. For instance, average annual inflation amounted to 5% and
munflation was higher at 6.5% in the above period. In addition to this,
the cost of health care expenses increased annually by 7.2% on average.

Agflation in neighboring countries of Georgia

Economic accessibility is one of the fundamental conditions for food
security of a country and its population. Economic accessibility consists
of two factors: the income level of the population and the price level for
food products [15].

As usual, developed countries provide subsidies to the agricultural
sector while developing countries impose taxes on it [16]. A similar
practice still continues because developed countries have all of the
necessary resources for this and are pragmatic while developing
countries lack both pragmatism and relevant resources. Fortunately,
Georgia does not tax agricultural products but instead tries to facilitate
its development even though it has not been successful so far. Food
production is not only a business but also an instrument of political
influence and, therefore, agflation is significant both in developed and
developing countries.

The study has shown quite a strong correlation between inflation
and agflation. Namely, in the case of Georgia, the EU, Azerbaijan,
Russia and Armenia the correlation was strong ranging from r=0.83 to
r=0.97 (see Diagram 2). However, there are countries where the re-
lation between inflation and agflation (r) is close to 0. We should keep
in mind that agflation is a component of inflation and, therefore, the
relation between them exists although situations in certain countries
impact it differently. A clear example is Turkey which actively sub-
sidizes its agricultural sector.

The fact that inflation alone cannot reflect the difficulties in
economies is clearly shown in Diagram 3 where the agflation index in
certain countries mostly exceeds the inflation index. The experience of
recent years indicates that agflation has a significant impact on each of
these countries.

Given all the other conditions as equal, a relatively high inflation

Graph. 1. Imported and domestic inflation in Georgia.
Source: National Bank of Georgia, Monetary Policy in Georgia 2017, https://www.nbg.gov.ge/uploads/publications/inflationreport/2017/041217mpr_2017q4_
publish_eng.pdf
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