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THE SAGCING RUPEE

by

M.R.Masani, M.Pe

Pl

The crisis the country faces today is mot escentially a food
erisis. It is a food crisis, but that is not the whole storye. It
is a general economic crisis, It has got nothing to do with goldj
it has got little to do with food as euch. It has to do with the
Rupee. It has to do with our currency. There is a general economic
collapee thratening us. today.

During the last four yeare, there has been a 15 per cent rise
in tbhe general level of wiolesale prices. The rupee today is worth
exactly 17 paise of the old pre-¥War rupees A laboured apologia
recently published by Government and circulated to Members of
Parliament sayst That may be truej but that is not our fault because
much of this inflation and depreciation of the rupee took took place
earlier during the last War and after. It is like a doctor saying:
"Prue, 1 killed the patient, but mine was only the last dose §
others had poisoned him earlier”. If it was known that the rupee
slresdy was worth 20.6 nP three years ago, what business did anyone
have then to further debauch the rupee by bringing it down to 17
paise in terms of the old rupee?

Soy while it 4s partly a problem of failure of production, of
being unable to keep up with our population rise, there is a bigger
prodlem, that i@, the food crisis today is a reflection of our
monetary and ecomomic crisis. What is wrong basically is our rupee.
It 12 no longer ank honest rupee. Those in office for the last ten
years have debauched and degreded the rupee,

Keynes, the man who is sometimes misquoted by half-literate

people to say that he stands for inflation, was a man who sam this

truth very clesrly. He ssid: "Debauching the currency saps the

foundations of society more subtly, ewiftly and permanently than
any other eonspiracy”.



The Ouilt Is Clesr
In this eitustion, when the guilt is very clear - it lies on
the Goverament of this country for the past eight yesrs, since the
Second Five Year Plan started - there is a natural desire teo
look for scapegoats. The Food Minister let himself go by saying
we must "break the producer-trader axis"j in other words, it is
not the Government which created inflation all these years, it is
not the Second and the Third Five Year Plans which were cokeyed,
but the pessants and traders of India who are the real culpritsl
It is =adid that the peasant eats too much these days, more
than he ate before. I hope he does, It is time that the poor
pessant ate more, For a hundred years we have been eitting on
his back, as Gandhiji used to say. OGandhiji used to say that we
of the eities would do everything for the peasant but get off his
back. The rulers of thie country since Independence have done
exactly thats BSurely, the peasant and his children have every
priority over us in the cities when it comes to eating, because the
peasant works on the land end grows the food with his toil.
Why should the peasant sell his grain when he does not get
a feir price? The problem of the peasant today 4is that the parity
of prices is all srong. Industrial prices are allowed to go up,
but the price that the peasant can get is controlled to the extent
that there is monopoly procurement by the Government. Thic is
a erying injustice. If there is any real proletariat in India,
it is the peasants snd not the industrial workers. The income
of the industrial workers is many zhe times the income of the
man in the villages, When the peasant goes to the market, he
finde that the ;rice of his cloth has gone up. Everything that
he wanta he cannot get at ecomomic prices and then he is told
to be patristic and to sell his grain cheap because the people

/#T;hf? h:J:ift;p :iil starve. What kind of social justice is this?

—Let us thea not label the honest peasants and the honest
merchants of this country as hoarders and profiteers. The foult
lies elsowhere. If an axis has to be talked of, what about the
Politician-Buresucrat Axisc? Can anything more sterile and
unproduetive be thought of than the politiecisn in office and
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the bureaucrat? The peasant and the trader at least perfora
some social and economic functioms. What economic functions do
the buresucrat and the politician perform? What do they produce
for the country?

Let us, as Gandhiji used to say, turn the searchlight inwards.
It 4s the political class that has brought the country to this
fix and not the peasants and the common people of the country.
If the rupee hos deprecisted, let us not blame the profiteerse
If food is short, let us not blume the hoarders. These are eymptoms
of the diseasej they are the effeccts, they are not the cauces.
It 1o the shortsge that produces hoarding. It is the fouliag of the
currency thet produces profiteering and black money. Let us
not fight the symptoms; let ue lock for the disease.

The Prime Minister has suggested thet all prices should
be fixed becauce he is avare that you cannot only fix food prices
while letting other prices rises fHis motive 4is goods But I
would like to plead with him that he cannot fix all prices.

You cannot defeat the law of supply and demand. Prices are
like water and they find their owan level. If you etop the price
of one commodity, the prices of all other commodities will rise
proportionstely, If you fix the prices of six commodities, thenm
the prices of commodities other than the six will go up
proportienately. If you fix the proces of 50 commodities out
of 100 commodities, then the prices of the Temaining 50 commodities
will go up proportionately., You cannot fix the price of everything
under the sun without destroying the entire economic spyaratus

of supply and demand and stop giviag the consumer a little chance
to say what he wants.

Ihe Lady's Double Chin

Graham Hutton, the British economist, juts it very well.
He says the lady goes tc the plastie Surgeon to remowe her double
¢hin, He performs the operation and the double chin goes, but
the darned thing comes out at the back of the neck in a bulgel

I would ask my friend the Prime Minister to think a little and
find out if this 4s not 80s 1 want to warn him. If he tries
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to control im good faith the prices of the commodities of

daily use, the danger is that 4t will distort the whole pattera
of production which will eend up the prices of other commodities.
You cannot go on pursuing this to the bitter end because you
will come to a reductio ad absurdus. How many articles will Yo
control? Very soon this would backfire because the commodities
of which you fix the price will be in short supplys there will
be a shortfall in production. VWhen a man finds that he cannot
sell his commodity freely, he will divert his investment to

those commodities which sre not controlled, and the very things
which we need most, c¢loth kerosene and the aeeds of the life of

thoé?onaant. will go in short sppply.
LyRE oF Goid_ id
T Sisilar considerations apply to gold. The desire for go

or the "lure” of gold is partly due to its aesthetic qualities
and traditional prestige, but primarily as a secure form of the
investaent of savings.

The continucus ercsion in the value of the rupee in teras
of purchasing power has increased the value of all other articles
and comxodities snd raised prices all round. Because of the
prestige of gold and ites high value in terss of bulk, this
particular metal has been favoured over other objects of value
as a form of retaining savings. For the peasant in the villages,
where there is hardly any alternative due to the absence of
banking facilities, gold provides the most important security
for eredit. The refusal to allow imports to meet indigenous
demand has created a black market and this, in turn, has provided
a tremendous ingcentive to smuggling.

There is agreement on the proposition thst it would be all
to the good if people would invest their ssvings in industry
and business by buying shares instead. But for that to happem,
incentives are needed, such as a sense of security to the
entrepreneur and a good rate of return on the inveatment,
Today, such security io conspicuonsly absent in India because
of the threat of nationalisation, the network of controls and
the vindictiveness often underlying Goverament's policy towards

reople's enterpyrise. The return on capital is inadequate because
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of excessive and savage taxationm. Unless these basie
policies change, no power on earth can stop people from
wanting to hold gold and others from smuggling it to meet
the demand., The only way to make people lose the glamour

of gold is to offer an Honest Rupee whose value tomorrow and
ten years hence will be the same as it is todaye

Lure 6f Goid-

Far from creating any such sense of security, the Gold
Control Bill now before Parliament, by seeking to create a
near monopoly in gold in the hands of Government, will mnke
people feel that the Government, which gives thea such sermons
about the usclessness of gold, is itself trying to lay ite
band on all the gold in eountry!

In such a situation, the present B8ill is an exercise in
futility. Uorse, it /geeks of hypocrisy, since even its
sponsors must know at back of their minde that every one of
its prowisions will be violated. Tempted by the huge profit
to be obtained from buyin; gold adrosd and selling it here,
the amuggler will continue his activity with aa added margin
of yrofit balancing the added risk of punishment. Dealers
and goldsmiths will continue to make 22 garat ornamente om
the sly, instead of making them openly and honourably, so long
an the women of Indin prefer the real article to the 14 garat
variety enjoined by this law. All that this messure would
succeed in doing 4s to tempt honest people to be dishonest.

It will lessen respect for the law., It will help to erente
oprortunitics for further bureauerstic harassment and corruption.

Even to the extent that the law is obeyed, it will do
little good to the country and the economys. Feople will instead
keep their savings in dismonds, silver, grain or other articles

“hoce value may be expected to appreciste, while the rupee
rursues ito Roke's Progress dowawards.

Remedies

What then has to be done? Cert-in long-term snd cerbedin
short-term messures whigh sleas can alleviate the precent
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situation can be suggested. Among the long-tera measures,
the very biggest is to correct the order of priorities embodied
in the Second and Third Five Year Plans. The First Five Year
Plan was all right. But since the Second Plan this is not the
position. I recall that the Planframe, the docusment om which
the Second Plan was based, wes prepared by a Communist fellow
traveller named Prof. Mahalanobis, stilli a member of the Planning
Commission, with the cooperation of a group of Soviet and Folish
Communists sitting for a year in the Indian Statistical Institute
in Calcutta, That is where we started going wrong. Ve got
wrong advice and we went off the rails. Since then, our entire
pattern of priorities has been unbalanced.

I am not against heavy industries as such. I stand for
all-sided balanced development. We need heavy industries, but
we do not need them as much as we want food, clothing and shelter
for our people, We do not nedd them as much as we need roads to
move the food and other thinge for our people. So, what we want

Ol
is F balanced development. The ather of priorities in the
Plan has been unbalanced. !hi%bhocdsto be balanced., If you
starve agriculture in this manner, it will starve you. If you
feed agriculture, it will give you a bumper cpop. Therefore,
this undue priority, this concentration onm wasteful, heavy engie
neeting projecte has to stop, I will give only one examples—
Zake the Heavy Engineering Ltd., in Ranchi. B.120 crores have
en spent on that particular plant. What is the output? It

is a miserable utput. The output, X understand, is ,1,20 crores
per year, that is, 1 per cent output on the national capital
invested! To put momey into projects which give one per cent
output in a year on the capital invested io disgraceful. 8o,
1 am for e balanced development where heavy industry, light
industry and agriculture all have their proper place.

Let ue consider the example of Communist Chins. Comsunist
China, which made the same mistske that we have made in & more

accentuated and exaggerated form, climbed down last year,

Mr. Chou En<lai went to the Chinese Comnunist Congress about

& year ago and said: The Great Leap Forward has fuiled; we are
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now changing our order of priorities. I shsll quote him.
He said; 'From now on, we shall have agriculture, small consummer
goods industries and heavy industry, in that order’.

Zhe Path To Pankruptey

Another $hing we need to do is to cut our coat according
to our ecloth, atop defieit finance and inflsation. During the
yoars of the First FPlam, money supply went up by 12 per ceat,
and the national income went up by 18 per cente. That was all
right. Our production and supplies went up, and money supply
also went up but mot so much. In the Second Plan, the tide
turned because of Mr. Mahalanobis and his friendsi money supply
went up by 29 per cent, while national income wemnt up by only
20 per cent, &0, we are already etarting osn the path to bankrupteye
The Third Plan has completed that process. The money supply
went up by 1 per c¢ent and the national income went up not even
by 10 per cent; but only eight to nine per cent was the increase
in nationel income during the Third Plan. This is the path teo
insolvency.

If we go on living on rescurced which #e do not posuess
and if we go on fabricating money which is worthless and putting
it into the hands of the people, we hove a orisis of confidence
in the mcneye. Why do people want to hoard graim or gold and
something else? It iz because they do not trust the rupee any
more. Governuent hove debauched our currenty, and we are facing
the consequences todaye In the third Plen targe , it was
laid down that a safe m.rgin of deficit finsnce for the Third
Plan was Me550 eruress I warned at that time that it was too
such. I would have been very content today if we hed utﬂhek to
that! But what is the position? In the last three years, we

have already had deficit finamce of over m.600 crores.

The safe
limit has been pacsed.

ls there any improvemsnt now? lio. Ve are going worse and
worse into the disease. We have beo

?55,399%%‘?323 Jirisg e

PeSt yoar, that is, during the period from/August 21, 1964, the
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supply of money in the country went up by 12 per cents The
output of goods and services has gone up by 43 per cents
Therefore, we have gone in for defioit finance or excess money
to the extent of 7.7 per cent even during the last twelve
months.

And even today, it has not stopped; but it has got worse
even in the last few montha. During the six weeks ending 70th
July e:t‘zﬁikbb the report of the Rezerve Bank says that
Treasury Bills rose by is.149 crores, and most of this is deficit
finance uncovered by goods and services. This figure of R.149
crores in six weeka is the highest so far of inflation and deficit
financing thst we have since cur Independence,

Finally, among long-term remediss, let us reduce taxation.
The excise duties are a direct ianflaticnary influence. Similarly
overtaxation at the direct level also brings sbout unaccounted
money, an evil which can only be reduced by reducing taxes
to a reamsonable level.

There is so much to put rightes Whem shall we start putting
our shoulders to the wheol?



