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          8th December, 2018 

 
 
Latest exchange rate adjustments explained 
The Monetary and Fiscal Policies Coordination Board said on Friday that after the latest adjustments, 
exchange rate is now more reflective of the economy''s medium-term needs and market conditions, while 
need for revenue mobilisation was emphasised on the fiscal side. A meeting of Monetary and Fiscal Policies 
Coordination Board presided over by Finance Minister Asad Umar discussed in detail the latest situation on 
fiscal as well as external sectors, monetary policy and, as expected, latest depreciation of the rupee against 
dollar. 
 
Sources said on the issue of exchange rate, the finance minister asked the governor State Bank of Pakistan 
(SBP) to come prepared in the next meeting, most probably in a week time, to have long sitting exclusively 
on exchange rate to develop a mechanism on information sharing. The minister was quoted as saying: "We 
respect the autonomy of the SBP and all we want from you to share information with us on exchange rate." 
 
An official on condition of anonymity said that SBP governor''s response was that information was shared 
with regard to adjustment of exchange rate. The official added that both Q Block (Ministry of Finance) and 
SBP appear to be passing the buck on each other on recent depreciation of rupee against dollar. 
 
The State Bank of Pakistan (SBP) official gave a briefing to the Fiscal and Monetary Policy Board on 
various sectors while some points were said to be explained by the government SBP. 
 
The meeting was told that recent developments in the rupee parity are mainly explained by market demand-
supply gap of dollar liquidity on the one hand and more underlying structural impediments on the other. In 
principle, the parity should be at the competitive enhancing levels. However, after the latest adjustments, it 
is now more reflective of economy''s medium-term needs and market conditions. 
 
The SBP official further stated that the short-term conditions on the exchange rate front are likely to 
normalise subsequent to availability of deferred oil facilities and the recent decline in the international oil 
prices, which are expected to reduce pressures in the Pakistan foreign exchange market in the near-term. 
Moreover, the bilateral flows would close the financing gap for fiscal year 2019. These positive 
developments will build foreign exchange reserves in the coming months. 
 
On fiscal side, the need for continued efforts to ensure revenue generation and expenditure controls was 
emphasised by the meeting while reviewing fiscal policy. It noted that fiscal deficit for the first quarter of 
fiscal year 2019 was 1.4 percent of the GDP. The meeting was told that fiscal consolidation measures 
implemented in recent months would be visible from the second quarter of the current financial year as 
fiscal consolidation is an important element of the homegrown adjustment plan and will play an integral part 
for ensuring economic stability. 
 
The meeting also discussed the inflationary and monetary impacts of reliance on SBP financing during the 
current financial year to the fiscal deficit and was informed that financing mix is expected to reflect 
improvement as realisation of external financing from January 2019 will reduce the reliance of the 
government on borrowing from banking sector. 
 
On external sector, the SBP official informed the meeting that current account is visibly responding to the 
measures taken since January 2018 as in the first four months of current financial year, non-oil imports 
witnessed a decline of 4 percent compared to high growth of 25 percent over the same period of last year 
while remittances have recorded a substantial growth in fiscal year 2019 and exports have shown growth of 
4 percent. 
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On recent change of monetary policy, the meeting was of the view the stance is appropriate at current level 
given the projections for inflation in fiscal year and in fiscal year 2020. The real interest rates are 
significantly positive and would help manage aggregate demand and reduce output gap closer to sustainable 
levels. Going forward, it was stated that Monetary Policy Committee would continue to make data-driven 
decisions based on macroeconomic fundamentals. The meeting acknowledged the authorities'' proposed 
adjustment plan to bring the current account deficit down, while adjusting fiscal deficit gradually to a 
sustainable level. 
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