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          13th December, 2018 

 
 
Exchange rate woes 
It was an awkward spectacle when Prime Minister disclosed that he was not informed of the exchange rate 
(ER) adjustments except through the news media. On the first adjustment of 9 October 2018, the Finance 
Minister, when giving an interview to a news channel, had indicated that the Governor had confided the 
impending action as a matter of courtesy, which he, in turn, conveyed to the prime minister. For the second 
ER adjustment effected on 30 November 2018, there was a hiatus for some days after prime minister's 
disclaimer claim before the FM disclosed to a TV anchor that he had informed the prime minister, which he 
may have forgotten. 
 
This is a very unfortunate development. It is hard to find a previous example in country's economic history 
where the key functionaries of the government would have shown such lack of coordination. There are two 
possibilities to determine the requirement of information sharing: all officials were required to be informed 
or there were no such requirement and hence the desire to seek prior information is misplaced. 
 
To answer this question, we need to know the position of law. The State Bank of Pakistan Act, 1956 is the 
basic law for this purpose. Section 9A of the Act provides the functions of the Board of the SBP: The Board, 
with the exception of the powers entrusted to the Monetary Policy Committee, shall perform the following 
functions, namely: (a) to define and determine policies of the Bank regarding the execution of its functions, 
and approve internal rules for their implementation; and (b) oversee foreign exchange reserve management 
and approve strategic investment and risk policy. 
 
However, there is also a provision, namely Section-9B, which provides for the establishment of a Board for 
the coordination of fiscal, monetary and exchange rate policies, known as the Co-ordination Board, headed 
by Finance Minister, Minister for Commerce, Deputy Chairman, Planning Commission, Governor, SBP and 
Secretary Finance, as members. Its functions include: (a) to coordinate fiscal, monetary and exchange-rate 
policies; (b) ensure consistency among macroeconomic targets of growth, inflation and fiscal, monetary and 
external accounts; (c) meet for the purposes of clauses (a) and (b) before the finalization of the budget to 
determine the extent of Government borrowing from commercial banks taking into account credit 
requirements of the private sector, liquidity expansion determined by the Board and expected changes in net 
foreign assets of the banking system. The Board is responsible for several other coordination matters such as 
Government borrowing. It has to meet at least three times including once at the time of the Annual Budget. 
 
Evidently, 9A(b) assigns SBP Board the function of managing foreign exchange reserves and the associated 
investment policy, which, let us grant, includes ER affairs as well. But given the fact that the ER is a pivotal 
price affecting so many other variables in the system, law makers have thought it prudent to require 
coordinated action with respect to fiscal and monetary policies also. Accordingly, they established a 
Coordination Board and under 9B(c) and required it to do this job. 
 
The first meeting of the Coordination Board under the PTI government was held on 29 November which 
could not finish its agenda and a week later it was again resumed on 7 December. A press-release was issued 
after the meeting. The Board has endorsed the SBP's recent ER action. News reports, on the other hand, have 
suggested that there were difficult exchanges between MOF and SBP. 
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In the past, the question of who should be responsible for exchange rate was never asked because it was 
done with mutual consultations. Neither SBP nor Finance Minister has ever engaged in this controversy. 
Even during IMF programmes, when ER was a policy variable, MoF-SBP jointly negotiated the adjustment 
path. During the last IMF programme, exchange rate was not a policy variable rather the condition was that 
of reserves accumulation, a significant part of which had to come from purchases from the inter-bank 
market. Clearly, this would have pushed the ER up unless there was plenty of supply. The targets for this 
purpose were negotiated jointly by the MoF-SBP team. 
 
This debate started when, in a departure from this joint approach, Mr. Asad Umar took the position that the 
ER was SBP's responsibility and that the Government would not interfere in this process. This position, as 
we have explained, is not consistent with the law or the past practice and it has given rise to the awkward 
position we have referred. 
 
There are two additional arguments to appreciate why the ER has to be managed in jointly. The reserves of 
SBP are essentially the borrowings of the federal government from the IFIs and other bilateral sources 
including defense receipts, receipts of auction of 3G-4G licenses or proceeds from the privatisation. These 
resources could well be offloaded in the inter-bank like the private sector. Of course, SBP also meets 
governments debt servicing requirements from these reserves, but the government's endeavour invariably is 
to mobilize more resources than such obligations so that net reserves are rising. When this is not happening, 
we have problem whose onus falls more on the government to correct its course. The valuation of this stock 
cannot be done without the consultation and coordination with the government. 
 
This is no different from the role the government plays in the setting of gas, electricity and petroleum prices, 
where the determinations are made by Ogra and Nepra and yet the government decides how much of the 
determination should be passed on to the consumers. 
 
It may also be noted that the Government is responsible to the Parliament. How would ER actions be 
defended by the government if it takes the position that this is not the responsibility of the Government. 
Under the Constitution, only the conduct of the judges of superior courts is beyond parliamentary scrutiny. 
Hence all other organs of the government are subject to parliamentary oversight. 
 
The debate, in our view, was misconceived and should be avoided in the future. It belongs to the most 
sensitive aspects of economic and financial management of the country and should remain confined to those 
whose integrity and competence must be taken as above board. The suggestion to hold an inquiry into this 
matter would also be misconceived. Public's confidence on some institutions, like the SBP, is pivotal for the 
smooth and efficient working of the financial system. There is a well-defined legal framework governing the 
financial system. All players should play their respective roles accordingly. This alone would reaffirm and 
strengthen public's confidence in the financial system. 
 
(The writer is former finance secretary) 
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