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DEVALUATION OF THE RUFPEE

though by far the

tion is, doubtless, a most weloome MEasSuUTse,

best ou]::::l:: adopt :muld have been to float the rupee, a8 this m;uig hqut

completely eliminated the harassive balance of paaruhlents h:agich: zighta g::
. The extent of devaluation might seem heavy a TS -

g: :::ag::e chosen still lezves behind an ominous measure of over-valuation.

It is unfortunate, too, that in the case of about 56 per cent of our exports,

the soaling down of the hurdle of currency over-valuation should be acoompa-

nied by the erection of fresh barriers of export dutic:, hich canoel one-

fourth to one-third of the benefits of dovaluation in the case of the major
earners of foreign exchange.

. The purpose of devaluation js three—fold: first, to eliminate the black
%frea) market in foreign exchange; second, to restors to exporters the full
rupee worth of their foreign exchange earnings; and, third, to shift produc—
tion baok to the overseas markets from production for the home market and so
to step up our exports.

3. The adtuacy and achievements of devaluation have to‘ba aaa?ssad in
terms of these three purposes. If the black (free) market in foreign exchange
is not eliminated, our balance of payments difficulties might rema,i:n endemio,
rendering chronic our dependence on foreign aid for tho external vigbility of
the economy.

4. The mechanice of how this would happen is easily stated. Currently, the
rupee fetches about 8d. in the free makket; the new official parity is 11.43d.
As ocurrently, exporters would, therefore, continue to sell, to the extent
possible, their export roceipts in the free market, getting Rs.30 for every £1;
among other ways, they do this through under-invoicing exports. On the other
hand, those who need foreign exchange would try to purchase gll and more of
their requirements from the official market; they do this through over-
invoioing imports. The sgle of foreign exchange in the free market and the
purchase of foreign exchange in the official market must necessarily run up a
deficit in the official market. It is little use trying to argue, as we have
been doing, that this deficit is a "developmental deficit", reflecoting the
foreign exchange finance of developmental projects. It is —— in logic and in
fact ——aperverse deficit which must ensue when two markcts exist for the same
ommodity, the price in one being higher than in the other.

5. When U.K. devalued in September 1949, the ».t. ctosen was the equili-
brium rate which eliminated the free market in transferable sterling and U.K.
was, in due course, agble to free sterling from controls on current transao-
tions. We, on the other hand, devalued less than sufficiently with the result
that exchange controls, import restrictions and the need for foreign aid per—
sisted, a second devaluation being now forced on us as the end result. This

history will be, doubtless, repeated as the new rate leasves behind considerable
over-valugtion.

6. Take now the second and third objectives of devaluation. During the past
two decades, with every rise in costs and prices, the result of inflation, the
Tupee has been more and more over-valued. In o nsequence, exporters got for the
same output less and less rupees on exports;zﬁore and more rupees on sales in
the domestic market. This, coupled with our aggressive policies of indisorimi-
nate import substitution, has led to enormous shifts of resources gnd produc—

1:1011: irom export industries into industries catering to the needs of the home
market.

T- This production shift is the tap root of our b ce of m i -
cultles; it explains the stagnation of our exports ataia?nw levﬁfyign:liad;gﬁ
text of the rising national product. The Tising national product calls for
more and more imports to keep the wheels of production moving; with exports
rémaining 10w,‘the gap between foreign exchange earnings and éorei@ exchange
::eds necessarily widens. In the context of continuing inflation, export promo-
on megsures could do little more than provide short-lived first-aid relief.

8. There 1s no escape from India'

a's balance of payments diffioulties without
i::gmfninng :hggif;:aok of production from the home market to the overseas mar-
xR fulj? t back cannot come about in full wmuasure unless exporters
2o o rupee worth of their foreign exchange oarnings as, otherwise,

Y would continue to cater unduly for the home markot. When devaluation is
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incomplete, the shift-back will be incomplets, too, i the balance of payments
difficul ties will persist. L :

sis shows that the export duties,on 12 important items o

z;portsfhi:ya;ize to be a spanner thrown in?o the corrective mecha.:is;: ofﬁ.t
devaluation. They deprive the export industries a?noerned part of the e;a B
of devaluation. In the case of jute exports, for instance, the net gain in
rupees would be 57.6 per cent less the sum of the export duties of 36.4ipar
cent and the loss of the tax credit certificates of_z to 5 per cent. T? 8 ex—
plains the poor response of jute shares to dﬂ?alug?lon. For the first four days
following devaluation jute share values remained virtually unchanged. On 14
June the jute share index was up by 4 per cent to 48.4 (1959-60=100) . The same
faotors explain the poor response of tea (plantatlon) prices to devaluation.

10. The export duties, therefore, would hinder the.shift—hack in production
and the solution of our balance of payments difficulties.

11. The devalustion discussion has thrown up some old fallacies. What is
oglcel and necessary under devaluation is a rise in the prices of export
ods. Since our exports are but 4 per cent of the national product, this price
frise should produce next to no impact on the prices of consumer goods or the
general prices index. Any general price rise should be assigned to budgetary
causes, not to devaluation. Price data confirm #o this logic.

12. Develugtion cannot push down the external prices of our exports as these
are determined by the prevailing conditions in the exiternal markets. The flav-
our of Indian tea remains the same after devaluation; so =re the income and
demand for tea gbrosd unaffected by devaluation. Extern:l prices of tea should
fall only if our exports should excead the secular incresse in the demand mfor
tﬁao

| 13. It is incorrect to suppose that, because we do not today have excess
export goods, there is no room for devaluation. Increased exports emerge when,
first, producers divert their ocutput from the home market to the external mar-

lkat under the inducement of higher rupee receipts; and, secondly, when this

! inducement leads to ircreased production for exports.

14. To complain that the World Bank forced us to devslue is to miss the
Tealism of human affairs. India is the largest single dubtor of the Bank, our
totel loans from it being 735 million, Japan coming next with $664 million.
The Bank has also played the role of a friendly and sympathetic broker in
getting us loans from the Aid-India Consortium, which it organized. It now
finds that there is little hope of our ability to meet our external debts
without increased exports and that exports cannot inorezse without devalua-
ﬂ:ion‘ Quite naturally the Bank felt compelled to use the lever of aid to see
‘that we devalue. An over—sensitive people should not indulge in over-borrowing.
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