


SUMMARY 

Exchange rate ruhich is g o n e r a l l y  d o f i n e d  as t h e  v a l u e  

o f  om u n i t  of a n e t i o n e l  c u r r e n c y  i n  terms of tho u n i t s  o f  a 
f o r o l g n  c u r r o n c y , i o  i n  fmt  t h e  r o l a t i v e  p r i c e  of t h e  d i f f e r e n t  
n n t i o n o l  c u r r ~ n c i e s  ond is detornt inod l i k o  oS1 o t l i a r  prices 
b ~ y  t h o  darnand and su,?ply schodulos .  IJf c o u r a o  t h o  d e t e r m i n a t i o n  
of excl$angu rate tuhich uoe a s i m p l e r  a f f a i r  i n  g o l d  s t a n d a r d  

days, 13 g r o a t l y  a f f o c t o d  by t h e  p u r c h a s i n g  powr p a r i t y  
i;lmory, Dut t h i s  t h e o r y  hers Ibo~n,  b o c m s a  o f  i t s  l i a? . t a t io rn ,  

and v a r i o u g  a h r o t c o n i n g n ,  s u b j o c t  t o  vehornont criticisms. V e r i l y  
s p o a k i n g  it o81ly h3f:m i n  d 3 t u r 3 , ~ i n z t i o n  of 2 nou rate of 
13xcf~arigo p m v i d o d  an o l J  rato LIS f n oxistzlnco,  af ter  c h a n g e s  

i i i  p r i c o  1- ~ 3 1  have t d m n  :~?.~aco. 

In t h u  h i s t o r y  a? i!itar~~ational trade 1 i v s r s 3  o p i n i o n e  
havo i1o~11 ox~;e33ad by t t u  oxpono.cto o f  f o r s i g n  exclionge t h e o r y  

fur and a g a i n s t  t11o f i x o d  imd  f l u c t u i l t i ~ ~ j  e x c h ~ n g o  r a t n a ,  
w l t i p ? . o  an3 f l o a t i n c ;  oxclmng:j r a t o o .  i h t  it o m  conclusively 

be noid Chat sinca c!~cri~gc:,  in C!ia oxclrctir@ r..:.:~:: hove a h o m i n g  
o n  pricea, o:.~ploy~o;rnz, m d  ~ i o ' i i o n a l  iacono, m d  t h e  c l ~ m g e s  i n  
p r i c o o ,  o n p l o y m n t  a:iJ n? t iun : : l  i n c o n e  aro  IJ~UIY! r ]  b r i n g  
=bout v s : : i a t i w ~ a  i ; 7  t h o  excl-lung: rate, a p d i n y  o f  o d l ~ e n o m e  

t~ fixud oxchangu r n t o  i: r a t ! i - ~ r  n o t  p o s s i b l -  zr1.1 19 clu i te  
u n s u i t , a b l -  f;lr dovulo~irig c i j u r ~ t r i w .  T h a t  i r  ghy d ~ v e l o u i n g  
c o ~ ~ r r t r i o ~  c r o f o r  f h x i b i l i t y  i n  t h ~  o x o h z ~ p e  rat: dopanding 
upon t h e  o x i g e n c i o s  of t t r u i r  aconomic s i t u a t i o n .  iinco t h o  

oorlii c o n s i s t s  o f  dsvol.onod,dnvoln?fng and - . r ,ono~vicol ly 
bec!:uirwd c o u n t r i e s  t : ~  oxcl~cu~gir r a a  r e g a r d i n g  its s t a b i l i t y  

or dogroo of  f l ~ x i b i l i t y  on i t s  multiplicity cnn n o t  be t h e  
aarne. ~ i o r s o v o r ,  tlu pal o f  u i ; & i l i t y  may havo t o  be - i f i c e d  
a 1 i t . t l o  i n  t h o  wider  f n t e r o r t t  o f  &!?or vital objectives o f  

?~tll..ir employiiwilt and ~concmic  devolopmonts. !:no.?ing them 



o b j  l c t i v o s  i n  v i e u  no coun t ry  a l lows  exchmge  rate v a r i a t i o m  
l e f t  o n t i r d y  to themselves. I t  may scrfaly bu concedod t h a t  
exchange rate v a r i a t i o n s  have l o s t  thair gold-standard days  
a i g n i f i c a m e  and importance f o r  t h e s e  are usod oo t a k i n g  t o  
b r i n g  about  t o  c o r r e c t  v a r i o u s  t ypes  of  i m b a l a n w s  p reva l en t  i n  
t h e  economy. Exchange rate ceaaed t o  bo J gold, it i s  usod t o  
r l thieve r a t h u r  another  objpoctive o r  o b j e c t i v e s .  

t f f e c t n  OF exchange rate v a r i a t i o n s  J i r o c t t y  o r  
L n d i r e c t l y  are fa r - reach ing  os t h a s o  go a long  luay t o  a f f o c t  
t h o  quantum and velum3 o f  p roduc t ions ,  income, tl:a magnitude 
of  omploymnt,  bolanco o f  payments, terms o f  t r a d e  and e o  on. 
I'hus v a r i a t i o n s  i n  exchongu rate p r i t aa r i l y  affect t h o  e x t a r n a l  
me wll  as t h o  i n t e r n a l  economy of  a country .  Exch~lngs rate 
v a r i a t i o n s  ( depreaa ion  o r  a p p r e c i a t i o n )  may l e a l  t o  a rise 
or fa11 i n  produc t ion  a t  t h e  c o s t  o w i s e  o r  f a l l  i n  m o d u a t i o n  
i r r  o t l ~ o r  c o u n t r i e s .  I t  m a y  o r  rnoy not load t o  a rise o r  t a l l  
In product ion of a l l  t h o  c o u n t r i a s  taken t o g a t h e r ,  depending 
upon & s t h e r  changes i l l  p roduct ion i l u v ~  t a k e  7 conducive t o  o 
riso i n  iyotid t r d o  o ro tho ra i sa .  Excl~onge r a t e  v a r i a t i o m  
d f o c t  namoly t h u  n a t u r e  onsi quantum of  produc t ion  b u t  it 
gonora l ly  30 61 long  uay t o  o f f o c t  d i r o c t l y  nrtd i n d i r e c t l y  the 
magnitude of  employment as -11. A s  e rnp loy~ao~~ t  dopmds  upon 
produc t ion ,  and produc t ion  on t h e  q u a n t i t y  and q ~ a b i t y  o f  v a r i o u s  
f a e t o r a  o f  product ion,  t echnique  o f  p roduc t ion  a5 a l s o  technology,  
i n f r a s t r u c t u r e  ( v i t a l  i n p u t  o r  p roduc t ion  ) , and numerous 

i n c e n t i v e s  of &ich  sxzliange depreciation may bo one, it may 
n o t  b~ p o m i b l s  t o  c p e n t i f y  t h e  rise i n  ~ n ~ l o y r a e n t  due to 

exchange  rat^ doprec io t ion ,  f o r  it is no t  p a s s i b l o  t o  i n d i c a t e  
precisely t h e  e x t a n t  o f  rise i n  p r ~ ~ c b c t i o n .  

b t i o v e r  it may bo m s o i b l o  t o  i n d i c a t s  t h e  t r e n d s  04 

employmjnt i n  a coun t ry  uhora oxchango deprsc in i . ion  has taken 
p l ace  o f t o r  oxnmining and nYalysing t h e  n a t u r e  o f  r i m  i n  s x p o r t e  
nnd t h o  sn-lo i n  decline i n  impor t s  u s  ~ 1 3 .  es p r o p e n s i t y  t o  
consumo,oniployment multipllii .r ,  f o r e i g n  t r n d a  r m l t i p u e r ,  



l o a k e g e s  o t c ,  If t h e  statistics r s g a r d i n g  t he  e las t ic i t ies  of 
home damond f o r  i m p o r t s  and  f o r e i g n  demand f o r  exports, of 
c ~ l e s t i c i t i u s  of home s u p p l y  of our e x p o r t s  end f o r e i g n  s u p p l y  
of our i m p o r t s  are available, f o r e i g n  t r a d e  n u l t i p l i a r  may bs 

1aat imat3d and p r . i p ~ n s i t y  t o  consurnu may bo workod out,  I t  is 
p o s e i b l u  t o  m a s u r e  i f  n o t  a c c u r o t u l y  a t  l o e s t  a p p r o x i m a t e l y  

t h e  e x t e n t  of rise i n  o x p o r t s  a:id P o l l  i n  i m p o r t o  and n e t  

: m o u l t  i n  t h o  ba1an:a of t r a d u  sa t r a n u l t  o f  a c e r t a i n  d e g r e a  
 of t h o  dopree$ lbbon  o f  t h e  e x c l ~ a n g e  r o t a .  S i m i l a r l y  t h o  t r e n d s  

i n  e x p o r t s  and  i m p o r t a  as a011 as i n  t h o  b a l m - e  of trade aa a 
r e s u l t  of a p p r o c i a t i o n  o f  t h o  e x c h o ~ i g o  r o t 0  t o  an a p p r e c i a b l ~  

l o g r a o  nay cloo bs a s c o r t a l n ~ i .  d n l ~ ~ c o  of paymd,lts i a  d s o  
l i k e  balanco a f  t r a d e  a f r u c t u d  by 3 x c h a n a p  r u t 8  v n r i a t i o n s .  

2 l thor iqh  i t  rnzy ba p o s s i b l ~  to  b r i n g  a b o u t  an a d j r e t m e n t  i n  
b d a n c e  o f  , m y m m t  d i s o r p r i l i b r i u m  m e r e l y  by n  c h a n g e  i n  t ha  

oxcharya  rate it may n o t  bo d e s i r a b l o  t o  b r i n g  a b w t  s u c h  
o 5 j u s ~ m e n t  i n  t h o  b a l a ~ c e  o f  pnym)nta  rnmrely by  (J chnnge  i n  

t h o  ~ x c h o n ~ J e  r n t e ,  I t  may bu tiiat ti1 1 i~ala.l*:o o f  paymsnts  
problameof  a c a l m t r y  nay bo duo t o  oconoqic  an 1 f i n a n c i a l  

p o l i c i e s  f o l l o s d  by o t l x r  c o u n t r i a u .  I n  s u c h  ~ i r c u r n s t o n : ~  it 
w i l l  have t o  ba exnminod o i t h l r  s u c h  7rolllam can bo a f Z o c t i v o l y  

t a c k l o d  by o x c l ~ a n g e  r a t o  changsa  o r  b y  a c h a i v ~ a  i n  t h e  economfc, 
f i n a n c i a l  a n J  f i sca l  pol ici .33.  Cxchango r o t a  c l iangas  t o  a 
s n a i l o r  .xz tont  o r  gror.cl;or sxLon t  isoy bn 3fPxJ ;dvo  t o  s o l v e  t h e  
hu lnnco  of poyn3nts  d i f f i ~ i ~ l ' L i 0 S .  '2ut t h r o  !nay bo c i rcumatnncem 

Thd ilfSclct:; o f  exchange  r n t e  c i ~ a i ~ p s  on thcl t e r n s  of 

l : r d u  nay bu d x t o r d n e d  t o  somJ dctgroa o f  o r c u r a c y  o n l y  i n  t h e  
:;host p e r i o d  o f  t u n a  uhorons  i n  th :?  l o n g  p o r i a d  30 Inany 0 t h -  

u:ai&le. ;  omtor t h ~  f i o l d  "c11r:L conso.luon:;os o f  a.:chenge rate 
u a i o t i o n s  l i l j j l  . m t  bi) a s t i g a t u d .  I n  c m o  of torins o f  tracb of 

a c o u n t r y  b ! i n g  advorcluly a f f a c t s d  by dumping moa3utea a d o p t e d  

by o t h o r  c o u r t t r i a s  6n.U-:lumping m o m u r s s  nay b e  adop ted  b y  
3uPPar ing  c n u n t r i a s  a l s o  s l i t h  th.3 t v l p  o f  s o c t a r a l  oxchange 
ra te  u a r i a t i o n u .  3 u t  t:;is i s  toorth tuhilo o n l y  ishm e l a s t i c i t y  
o f  s u ; ~ p l i o s  o f  i m ~ o r t s  is 1 . ~ 3  t h a n  t h e  o l m t i c f t y  o f  s u p p l i e s  

o r  wxports.  AS r e p o r t a d  i ~ y  GI-aham uxchango d o p r ~ c i a t i o n  is 



l i k e l y  t o  have nu e f f e c t  on t h o  tmrrne o f  t r d o .  ,Jut  t h i s  
: o n c l u n i o n  l a r g e l y  depends  o n  t h o  assumpt ion  t h a t  t h o  d e p r e c i e t i  

c o u n t r y  has n o t  e f r o c t  o n  u o r l d  p r i c e s .  The c o n t r o v e r s y  
'9 

r e g a r d i n g  the o f  :ucts of d e v a l u a t i o n  o n  terms o f  t roda h a s  not 
lnil r e s o l v e d  ovon by the efforte a t  e m p i r i c a l  testing.lloruover, 
t h e  d m 6  of d s p r e c i a t i o n  on to rme  o f  t r a d e  u i l l  v a r y  from 
case t o  c a s e  depend ing  upon t h e  c o n d i t i o n s  f a c i n g  e a c h  country .  

hon exchange rates o r e  menipulat&d n e c e s s a r i l y  t h e r o  
taust t33   son^ o b j a c t i v ~ s  f o r  uh ich  t h e s e  menipu ln t ione  a r m  t o  
ae adop'cdd. Fnr -h: n a t t o n a l  economic g o a l s  o f  a o c u r i n g  f u l l  
on$~loyrnont  , r ~ r l  bcllsnca o f  poymmts  o c p i l i b r i u m  r l i f f o r e n t  typo@ 

o f  excfrang:, r a t o  r aan ipu la t ions  a r o  adopted. I t  haa been the  

c o r l s t a n h e o n d o ~ v o u r  o f  t h o  I. 1.F.  t o  o x s r c i s e  fimlsurveillmcm 
cvur  t h o  ,ioribnrs* p o l i c i o s  and a c t i o n s  i n  t h e  f i d d  'of exchange 

rotd d t h  u viow t o  r ~ r n h i b i t  t t t t empts  by imnbnrs t o  g a i n  an 
u n f a i r  c o n p a t i t i v o  advantage nvor o t h o r  mumbors by m a n i p u l a t i n g  
uxc1,aiqo  rat^. :;ut it hou n o t  h u n  e u c c c s s f u 1  i n  i t a  o b j a c t i v e s .  

I t  is  n o t  c l ~ a r , h o m v o r ,  l u l l a t  p r n c i s o l y  i o  mnt by m a n i p u l a t i o n  
and u n f a i r  compe:i Livo ndvnntago. 

I;owuvor, s i . u l t a n o o u a  msasurau oP 3xchiinge c o n t r o l  
are c o n s i d u s a d  nocossr;ry t o  be ale-ltnd t o r  -tho successful 

p o l i c y  o f  oxchai~gil  rnani?ulil t ionu. ' r ~ c i ~ 0 1 y  d o f i n o d  and 
e x p l a i n e d  sxc:toi>ge c o n t r o l  i n  e s s : > n , t i a l l y  a n  i n s t r u m o n t  of 
ocor~amic  p l a n n i n g , ,  and is i i i c a l y  t o  be r o t a i n 4  or adop ted  
as l o n g  aa c e p i k a l  p l i g h t  and pc-,riodi.c d o p r e s s i o n  p l e g u o  

nn~ion ; .  It is  n o t  u i t l : o u t  significanco,th~rsforo,that t h e  

t i r a t t o n  '.. oods  iigroornants n r n v i d o e f o r  narinaner~t  oxchanga c o n t r o l  

o v e r  zutono:.mus s h o r t  torn c w i t a l  mnvoments as moll  as fo r  
toi,ljmrary oxc:inng.; c o n t r o l  t ~ ~ o r  o x c o p t i o n n l  c i rcumatancee .  

33t it shou ld  h ?  rurnonbsr!:d t h e t  e x c h a i g o  c o n t r o l  furnishes 
ho solu t ; ion  t o  t h o  p r o b l o n  o f  b a l m *  of paymonto d i s e q u i l l b r d w l .  
I t  d o n l s  o n l y  u i t h  t h o  d o f i c i t ,  n o t  i ts  c a u s e s  end it 
aggravatae thoso  cnuou : t ~ n d i n g  t o  c r a a t a  a mora , d i s o q ~ i l i b r i u r  

Ur11~ss r a s t r i c t i o n s  c u n  b ! ~  k 3 v t  modorato o r  are t o  be used  



us u t o n p o r n r y  atop g a p  w h i l e  o t h ~ r  more Punda~nentol  nd jua tmsn ta  

u r e  mude, resort t o  exchange  c o n t r o l  is l i k e l y  to  be  n o e t l y  

~ m d  d i s a p p o i n t i n g  choice .  

The e x t o r n e l  v a l u o  o f  the Rupee i n  I n d i a  has beon 

t w b j o c t  t o  v m i a t i o n o  since t h e  i b g h a l  p e r i o d  uhon t h e  s i lvar  
and g o l d  s tandei rd  c o i n s  wrs i n  vogue i n  r:orth end S o u t h  Ind ie .  

'Tho modern I n d i a n  Rupoe owas its o r i g i n  t o  Rupia  uh ich  was 
p r e v a l e n t  d u r i n g  t h 2  r e g i m  o? S h a r  Shah S u r i  and later  on for 
a c o u n t r y  as a u h o l e  I n d i a n  i b p : o  mas in t rochtced  by E a s t  I n d i a  

Company. T i l l  1873 t h e  exchang:, rat3 botunon Runoa and P w n d  

c o n t i l u ~ d  t o  it., 1 = 2sh. On t h o  recommandation a: t h s  Fowler 

C o i m i t t u s  t h e  exchang : ra te  urns Pixad  as 'rd 1 s ls.4d which 

conLinued till 1917. L n t e r  &n g o l d  b u l l i o n  : ~ t a n r l a r d  wae adop ted  

on  t h a -  r e c o n e n d a t i o n  of Hilton Young Conn i s r? ion  n : ~ d  t h o  exchange 

ra to  UPS P i x s d  a t  C;: 1 = 1ah.W. I:o,mvnr, i n m i t o  o f  t h e  g r e a t  

r a 2 i o  c o n t r u v o r o y  r a i s e d  a rouad  u h e t h n r  P .  I =  Is!?.4d. o r  E ~ l r l s h .  W 
t h e  Covrriimant of I n d i a  i r u i s t o r l  on m a i n t a i n i n g  t h o  exchange  rate 
at 1sh.Gd. uh ich  uos h i g h e r  t h a n  t h e  p w  w a r  r n t o  2.e. 

i.; I  = leh.4d. 

i'ho v n l u o  of !lupot? 3 u r i n g  1527-31 3393.:3 ' through t w  
i m p o r t a n t  p h a s e s  i . : 3 .  t h z  ? n r l o d  n f  n . i j u n t , m ~ . ~ t  ... i d  t h o  p o r i a d  

o? s t r a i n .  The p e r i o d  of adjpfttmont w i t n c ~ . ; o d  a s i m o h l o  

incroose I n  t h n  t o t s 1  t r n d n  a:: a r 2 s u l t  ol' gr3at3 i m p r w s m n t  

i n  tuor:ti trade, end t h o  p a r i d  o f  s t r a i n  s y n c h r o n i s e d  o i t h  

morld t r a J o  depreaa ion .  The v a r i o u o  o c t i o m  t?: on by t h o  

governlnent to  m a i n t a i n  lsh.6d r a t i o  i n d i c a t u  t h a t  t h o  I n d i a n  

e u ~ m e  Mas ovuroa luod  d u r i n g  t h o  o w i o d .  l io :nvor ,  r r io r  t o  
Septulnber 1931 when England :oont o f f  g o l d  s;n:icl:~rd t h o  I n d i a n  

,Y ._  

Ilupeo was v i r t u a l l y  o c p a l  t o  lsh.6d.  g o l d  w s t c r l , i n g , p o n v e r t i b b  

i n t o  g o l d  and t h i s  r a t io  c o n t i n u e d  oven  oft:lr 1831. The e x t e r n a l  

v a l u a  o f  t h  > tfupoe mhich eaa f l x o d  at  1 ~ l i . C A .  i l i t h  offecta 
1927 hurl n o t  im?n n b l o  to d j u g t  t h a  p r i c o s  i n  I n d i a  e v e n  

upto 1929. Dut t l l e  t c e n d e  o r  pr i cc r  novemont i n  Sndio  and t h e  

1 J . K .  and b r o u g h t  abou t  t t io  ndjuotmant  o f  1950. I t  i s  c u r i w e  



t~ m t a t h a t  t h o  e x t e r n a l  velUo of  the Rupos d i d  n o t  dopend o n  

i t e  i n t e r n a l  p u r c h a s i n g  potuer and as s u c h  t h o  fate o f  t h e  Indian 
itupoo t o t a l l y  deponded o n  the stor ling-dollat rete. 

Dur ing  t h o  p e r i o d  3P t h o  aocond urorld war t h o  v a l u e  

of ~ I I J  ;?upoo was n o t  u n i f o r m  and d i d  no t  n e s n  th-.  co:ie t o  e u r y  
body; u h i l s  it had n o  d v a r s o  i n p a c t  on  t h o a o  urho e n r n o d  huqa 

pro f i . t o ,  l i : l i t o d  nu.;uy 8 i t h . m  o f  t h o  b lack  monoy cclrkot or i n  
war c o n t r n c t s , t h  1 no3 ;as ~ ~ f i , : ! i - ~ d  mormou91y. i i f t o r  w a r  t h o  

V; ~ J O  o f  t h o  1 3 ~ p m  c o ~ ~ t l ; w r o c l  to . m i , F h i t  i ts ton:lo:tay to f a l l  

nnA tho  i a f l u t i o n ; , r y  r im i n  oricctn l n d  t h ; l  i h v o r n m n t  of I n d i a  

t o  a d w t  a i u n b a r  Oi9 mOaSurOLI to chock it b u t  ill Vain. Consoqua* 
" th : ,  ?roblorn ~ ~ J C Q ~ J  a sordws ono i n  So:>t?obor 1!149 dhon I n d i a  

davnlu.:d t t ta  nupad and 'ld~is%nn r ~ P u o o 3  to do 80. I n d i a ' s  
u x L 1 d x r a l  iJoualui . t lon i n  IS40  had :I :.n&oninrj oT'oc:t o n  t h e  

s h a l l  devakt::ztion b r o i ~ q h t  a b o u t  advorso  concu:y:xicnta t o  t h e  

econogy a.3 a :uholo and t h a  i n f l n - t i o n m y  t i d e  : ! o p t  t h o  c o u n t r y  

o t  l a r g : ~ .  Ilomwv.!r doualu :? ' t i an  ? u c c - ~ n J o d  t o  so?iu e x t o n t  i n  

our - e c t i n g  t h o  : . l f s o q u i l i b r i u n  f n  o u r  o x - t a r n a l  ~ Z ~ O U I I ~ S .  T h e r e  

woa no chanqu i n  the  x t u s l  ox i ; .~ rno l  U ~ J J J  o f  t h o  17upee from 
1Z!B9 t o  1950-51 s l t h o u g h  th:, r o e 1  ox t .3 rna l  ua1u.1 o f  t h o  Rupmo 

d i d  n u t  r e a a i n  - tha  oa.1 ,. 
Tho p r i c o s  d u r i n g  t h 3  rirat Piua  y.mr j-il:~ i- i id ice ted  R 

doanluard t r u n d  c . ~ n s e q u o n t  apon a r i s e  i n  notional i i ~ o ~ m ,  
3ubs"ii;iel i , x r o a o o  i n  Food p r o d u c t i o n  o t c .  ; )ur ing  t h a  p e r i o d  

t i - ,  i n t d r r i a l  u a l u o  o f  tha  :tupoe bocene morr~ or  1 . m ~  8 t a b . i l i t e d .  

I n  I n d i a  i n  case 05 exchanrla c o n t r o l  and s t a b i l i t y  of e x c h a r g e  

rate i n  term of s t o r l i n g  nnd d o l l r u  it i s  n o t  p o o s i b l o  t o  
judg:, o s s i l y  th; ,  S t r e n g t h  of t i m  o x t , r n n l  velu.3 o f  the Rupeo. 

Tho i n t . 3 r n e l  v a l u o  o f  the fkapou u h i c h  had e c p r o c i n t o d  d u r i n g  
t l , ~  Piart p l a n  w a s  sub j ; : c t  t o  P o s t  o r o s i o n  d u r i n g  t h e  8econd  



f im  yam p k  p e r i o d  w i t h  t h e  b i g g e s t  P o l l  b e t w o n  t h e  y e a r s  
7957-50 t o  1950-59 &an it f e l l  from PS 0.90 t o  6~0.05. The 

e x t a r n a l  v o l u a  o f  the Rupae ns i n d i c a t o d  by t h o  advoree  
baiooee of payrnenta p o s i t i o n  and a c @ h  f o r  i i g n  e x f l a n g e  crisis 
c v l o  u n d a r  h m v y  strain cnd a t r 7 s s .  I ' O I J D V O ~  t h 3  V ~ U O  of t h o  
Zupoo : ~ h i c l i  uos C.00 p n i m  a t  t h e  c o m n ~ n c o m e n t  o f  t h i r ~ f l v o  
yoar plan coma 3oun t o  59 pais .3  at t h 3  ebld o f  t h a  pion p o r i o d  
o recordoil f a l l  o f  ::bout 26.25 :;. fis r o g a r d s  t l u  c x t x n a l  v a U s $ L  

2 it uas ! ~ r o u g h t  : lo .~n by  d a v n l u n t i o n  o f  .luno,I!~lBG and t h ~  

b a l s n c a  o f  payments also t - : o n t i m d  to J a t o r i o - o t o  p : r r n i s t e n t l y  . 
As a w t t o r  of fact tbe'o Pa-CL) o f  t h o  I w i i a n  ,<up80 

d u r i n g  tI3.1 era of p l a n n i n g  p a r t i c u l i r r l y  d u r i n y  I 1x1 socond and 

1;ltir:l p l a n  p e r i o d s  inay bo a a i d  t o  s y n c h r o n i z e  w i t ;  t h e  c o n s t a n t  
%'t81L of  i ts  a x t n r ~ l  v a l u ~  . Thda t h e  s t D h i l i t y  o f  t h e  o x t e r n a l  

~ I E I ~ U J  uf  t h e  3uncm n t t o i n p d  d u r i n g  t h o  first f i v e  y ~ a r  p l a n  
IJELS l r u d u a l l y  l o o t  d u r i n g  t h o  socmd and f h t d  Plvo ye= pl-r 

On a c c o u n t  o i  a munibor of f a c t o r s  cornbinnd t o q e t h o r  I n d i a n  
Rupee w m  d e v o l u a d  i n  J u n 3  lYGG &ich domonotra tod  t h u  ?act 
that t h o  e x t e r n a l  v a l u u  of  c u r r a n c y  u n i t  :on rtoc be k e p t  
i n t a c t  if ii;s i n t ~ r r ~ a l  v a l u ~  i s  alloulod t o  f , ~ l l  I12yond l i m i t .  
I n  3 t m r t ,  t h o  main o b j a c t i v e  o f  d w d u o t i o n  i~os  t o  [ i r i n g  a b o u t  

a c o r r e c t i o n  i n  t h o  iaa l -ad jus t rmnt  tlial; h a 8  p r e p a i l u d  i n  the 
o x t ~ r n e l  aconomy f o r  a grite iong  t i r a ) .  ~Consuquances of 
d ~ v n l u d t i o n  may bo s o o n  i n  p r i c o  riso, i n s i g n i f i c a n t  iIErC3an!3 

i n  o w o r t a  and s u f i i c i u n t  p ~ r c o n t a g o  d o c r u m . >  i n  importa. The 
efi'ect o f  d a v a i u a t i o n  on i m p o r t  s u b 3 t i t u t i o n  i s  ! l a t u r d  b u t  

d o v a l u u t i o n  u i t h o u t  o t t n r  mo,~su.mo c a n  n o t  b~ w r y  u f P e c t i v e  
f o r  r~ s i ~ c c u - ? s f u l  p o l i c y  o f  i m p o r t  o u b e t i t u t i o n .  I fnpor t  rnoasured 

cn p ~ x o n t a g e  o r  t o t a l  sup!> l ios  ( ) ~ho!:r that i n p o r t  

r ; u ' u s t i t u t i o ~ . i  i s  substantially . tak ing  p l s e  i n  thr ,  c o u n t r y .  SO 

P a  as th3 i r n l ~ a c t  o f  l o v o l u u t i o n  or1 f o r ~ , i ~ l i ~  a i d  i s  c o n c e r n e d  

it nay bu conc ludud  t i m t  i n  i ; ih aboonce o f  c.,d.~qusie d a t a  it is 



rmt p a m i b l o  t o  i n d i c a t e  mhethar d o v a l u a t i o n  of 1966 had any  

i n p e c t  on f o r e i g n  a i d  or assistal-a. i ~ b r e v o o r ,  it is n o t  
necessary t h a t  d ~ v a l u a t i o n  may u l t i m n t o l y  be abla t o  b r i n g  

a b o u t  t o t a l  o d j u s t ~ a e n t s  i n  t h o  b a l a n : ~  of payments f n r  which 
a se t  of ochor m:aouroe l e a n i n g  mor o r  norm on p r i m  moct~nnisrn 
arid rs i l rk~t  f o r c o s  w r a  d o p t o d  by  t h e  governnon t  o f  Tnd ia  

oP tdc  Juno,1966. 

The of .7ucta  o f  d o v a l u a t i o n  on  toerisrn a r o  but. iwtural. 
Dut ; ; lc tual iy  t h o  a r i v a l  of t o u r i s t s  and  t h s  o a r n i n g o  Prom thorn 
tuim riot uquul to o u r  o x p a c t o t i o n s .  I t  l o  s u r p r i s i n g , h o w v o r ,  

t h a t  clft~r 1966  d u u a l u a t i o n  tli.3 number nf  t c x r r i s t q  from t h o  

IJ.S., . and t h d  e a n i n g u  f'Tm them i n s t e a d  i ~ f  incr t l rming tuant 

r.iuI,:d t i i ~ 1 . i ;  in c1~tsrxi.q t l i ~  a x i ~ r n a . 1  v ? l u ~  o f  ~:~l ; - ro%ius  t h a  

c, : , i j iduro!: . iun o :  r.il;or~ial vn1u.J imn 103t 1"i0 ~ ? r ~ v i r x ~ s  impor tonce  

i . i  30 i';n 33 i.t car1 iiot !>a n s c ~ ) r t a i n . ~ ~ J  now t l 1 o . L  th i ,  u x t s r n e l  

:li~.lur til~ t j r~ l - l ;on  ' oods ;.drii~il :,f' 1!:4!:-7!7 it :yw e a s y  

ta fi ;I:J tiis i ~ ~ t x i i n t i o n o l  v d u  oP a currn:icy r;:!!.': :mrl f o r  

t.h;it ,.I;.!;;L-~ t : 1 ~  i i ~ i x r n a t i o n a l  v:?lu:! OF ti]., .;:t-or*. T::a v a l u ~  o f  



i n t e r n e t i a n a l  v a l u c  haa becoma a l t o g e t h e r  r e n n i n g l o a s  i n  i t 8  

(ear l ier  s e n s e  of t h e  t e r n .  

l l ihi le  d e a l i n g  w i t h  t h e  determinants of t h o  v a l u o  of 
U?J :?upel u e  f i n d  that  as a matter of fact thm i n t u r n a l  aa well 

aa o x t a r n a l  v a l u e  cues determined by i t a  motallic ccnterits t i l l .  

1 0 9 3  after which t h a r e  was d i v o r c e  b e t a m n  t l lu  i n t o r n a l  and 

n x t m r n a l  v a l u a s  and t h u  metUlic c o n t ~ r ~ t s r  The u x t ~ r n a l  v a l u e  

of' tho :ldpoe t h s r o a f t e r  luas f i x o l  b y  tiw g o v o r n r r ~ ~ t t  Prom t i m a  

t o  theJs. Howsvor, t h a  main d o t o r r n i n n r ~ t  and yi?.:ia i n  tl13 

determination was t h o  p u r c h a s i n g  powor o f  t ! ~ :  Xurbee. T h a r e  ham 

beon a c o n t i n u o u s  d o c l i n o  i n  tho p u r c h a s i n g  p o w r  nP t h a  Rupea 

i n  a l l  t l ; ~  t h r e e  dd=o.loe. Iha m s t  s u r p r i a f n r )  and n a t i c a a b l e  

phonoruonon 13 t h a t  I n  3 1 1  !A3 s u c c o ~ , s 5 v e  docndes  t h n  p r o e n t a g .  

d u c t i w  i l l  t i ; 3  p u r c l ~ n a i n g  p o a s r  of  t h o  ik1oa~3 IIW; 'men  o n  t h o  

i m r ~ s ~ .  Ioroovor,  th.3 g r a a h s t  d a c l i r u  rues r n q i s t a r o d  d u r i n g  

i l i ~  t h ~ a 3 3  1361-G:! *1970-71 rbs corsp*.mxI t o  ? r e v i u u s  decade.. 

L:on.~o?uj~r-clg, ink. i : - rs ic  u o r t h  0%' t t ~ ~ ~  . lu,ree h u s  u l r m a t  d i s a p p e a r e d  

wrd L i e  i r ~ t a c n : . l l  w . : c l l n s i n ~ )  p o m r  llas i)uon co:rQdglm&ly 

s h r i n l t i n g  and it line ac : ;u i ro . l  a s h a p e  u h i c h  i u  n o t  o a s i l y  

Lliacor n o b l s  Pro9 i t s  o r i g i n a l  one. 

As r o s z - d s  th .3  t h W d  o s p x t  o f  its va: J J  i..~. t h e  o x t a r n a l  

v n l u a  of tii-: kupea it uim k e p t  c o n s t n n t  a t  1; d r i g h t  ROO 

A p r i l  1925 u p t o  5 t h  J u n o  7966. kt u i t h  e f i ' o c t a  froa t h e  6 t h .  

Juno,19GIj t h ~  o l d  idem r u : j a r u i n g  o ; & i l i ' t y  i n  t l r d  oxchanga  

rate appuarod to i l w o  : ~ m n  n3u.!1:.-ad an.1 ':h3 Ru:m : tom a l l o a e d  

t o  e e a c h  i ts  noui l a v e l a  and in t l ~ i o  s o a r c h  o f  ;i ( I W  L ~ f ? o c t i ~ e  



'b o v 3 r y  g r o a t  a x t e n t .  beidoo t h o  i n t o r n : i l  !nrrch.eing power 

13f t h a  :;UPOO t h o  o t h ~ r  feztors s u c h  m t h a  b a l n m o  of trade, 

balance of paymente, i n f l a t i o n  i n  f o r o i q n  c o u n t r i o e  i nf low 
a;ad outf loru of t h 3  capital  etc. nct and r a m t  on its o x t e r n a l  

volu3. I t  may b3 s t a t a d  t h a k  u p t o  1943-44 t h o  bo lanco  of trade 
cum n o t  o factor i n  r a d u c i n g  t h i ~  u x t u r n a l  v a l u e  of t h o  Rupee 

a f t o r  t h a t  it tncomo a n  i m p o r t a n t  f a c t o r  i n  doproo:;ing i n  i ts  
axt3r;ml u3bi3 .  A l t h o ~ g h  i f  t h 3  cI~: : !x~os  i n  .th.j o x t ~ r n a l  u o l u o  

of t h o  fh~pou  frorn t i r m  t o  t i m o  hnvo h l p 3 d  r ~ o r o  or looa i n  

th:, p r o c o a s  of a3junCma:it i n  balim-:a o f  ;~aym3rlCs, t h ,  balance, 

sf psym3nt.s h m  :.)mil o x o r t i n g  p r e s s u r e s  on tila d u t o r m i n o t i o n  

of t i i ~ s s t e m a l  LL..:.JJ o ?  t h o  i ? u p ~ e  iand it hoo :~m: i  om o? t h e  

most fncpartont  fx tu-s  i n  d s t o r m i n i n g  c i r a r t a c u l a r  o x t o r n d  

voluo oP t h ~  Zuw~a.  

i l n l i k a  -itgland and J a p a n  t t m  oconomic t r ~ n s a c t i o n e  

duo  t o  f o m i y n  t r n J o  i n  I n d i a  occuunt Por  o n l y  n o n a l l  p a r c e n t a g o  

w c o r n p a r d  t o  tlra t o t d  s o n o : n i c  t r a i i s a c t i o n s  i n  t h o  c w n t r y .  

I n  u i ~ w  of t h i s ,  i n t o r n a t i o n a l  r o l a t i o n  c a n n o t  h a v s  aa w o h  
i n p a c t  011 ou r  aconolny as it u i l l  hnvm o n  c o u n t r y  like 

England and Japan. T h e  e r c h s n g a  r a t 0  v a r i e t i o n s . ~ n o t h o d o l o ~ y  
t o  ha1  u i t h  t h o  probloms a r i s i n g  o u t  o f  i n f l a t i o n  h a s  l o s t  

its grwnJ, InPloiv and a u t f l o u  of c a p i t a l  also havo t h e i r  

i n p o c t  on ~ x t e r n a l  VLUJ o f  L11.3 cur rency .  If n  c w n t r y  somo 

hou o r  ol;lidr ( i ~ o i . ~ a g ~ s  fur f o r e i g n  l o o n s  o r  o s s i s t i l n , : m  t h o  
l o . m r i n g  doun of t l lu  u x t d r n a l  v a l u e  oP t h a  c u r r e n c y  or i n  
o t ! u r  w r 3 3  d ~ v u l u u t i o n  bocorn,:,s i m p 3 r a t i v o  t h i s  '!.,,ads t o  a 

r i s o  i n  pr icaC If t h d  r ise  i n  p r i c o s  becomue s u b s t n n t i n l  0ith.f 
duo :;n d.?uol.ustion cn due t o  o t h n r  factom o  f u r t l l o r  doso of 

d e v a l u a t i o n  lrus t o  b~ app l i ed .  This  is  .tho l e n s o n  t h : ~ t  ure 

l e n r w d  froia L l l ~  h i s t o r y  end ~ x p o r i u n c e  of chongas  i n  t h o  
e x t o r n a l  v a l u . ~  u i  J ~ J  hme: i n  I n d i a  f o r  t h o  much q r 7 a t o r  p a r t  
d u r i n g  t h a  pro-sucund wor ld  war p e r i o d  mhm o u r  Rupoa une 

l i n k o d  u i t h  ~ ~ o u ~ I ; l - o t d r l i r i g  and also d u r i n g  t h o  p o d - s e c o n d  



t lorld m a r  p e r i d  up to  1971 when t h e  Rupss hed i ts mqjor o w r a t i b m t  
cronnffitiom w i t h  the U.S.A. d o l l a r s  T h i s  l e s s o n  togo the r  w i t h  

t h o  circumatonco a p a l t  out by a o m s s h a r  i n t o r n a t i o n a l  faetorm 
compelled ue t o  de l ink  t h e  RuPmn from the, pound-terl ing on 

I<..,& 

Septsmbar 25,t975,Jink it u i t h  e baske t  of currenciss.The emie t in  

f l o a t i n g  exchange r a t o  eystea ha6,no dtwbt, been s e r v i n g  t h e  
3 

prrposm i n  t h o  s p e c i a l  :ircumatancea i n  uhich India 'e  f o r e i g n  
trod0 f i n d 8  itbslf s a t  up i n  t h e  p o c u l i a r  i n t o r n a t i o n a l  

omnetary mikration. Bdt u i t h  t h e  change i n  t h e  monetary climatm 
sxpdcted i n  f u t u r e  t h i s  arrangement s h a l l  have to be a l t w e d .  

I n d i a  h a r a o l f  can  m t  adopt  an exc lu6ive  eystmm, A t  t h o  sa,?etime 
Iiec exchanqa rate p a t t e r n  i e  most l i k e l y  t o  be a f f e c t e d  by such 
t 'actora as m a s  ..ive l i q u i d  funda u i t h  tho u u l t i n e t i o n e b  and t h m  

f :uro-curremise  d o l l a r  d e p o s i t s  and P s t r o - d o l l a r s  ceuming 

opecu la t ivo  impacta and thum g iv ing  j e r k e  t o  the c u r r e n t l y  
p r e v a i l i n g  exahange r a t e  system. Thia  syatam a u f f o r ~ ~ i n  add i t i on ,  
,Prom t h e  Jifficusties r o l a t i n g  t o  i ts  complox a d m i n i s t r a t i o n  
and is  a l s o  n o t  proving s o  benof iof i i l  t o  t h e  duvoloping 
~ c w n t r i e a  i n  p a r t i c u l a r .  Dur a n a l y a i 6  ha6 mado it clear th& 

t h 3  f u t u r o  e x c h o n y  ra t s  systom h e j  t o  bo soonar,  or l a t e r  

fash ioned  on urhat m y  bo c a l l e d  a t a b l d  on, a-t.MI 
par v a l u a s  * . Thia,howuuor, r d q u i r o  P r a c t i c a l  Jiodom and 

s a g e e i t y  on t h a  p a r t  of t h e  u n t i r e  i n t e r n a t i o n a l  cornnunity t o  

a r s i v o  at  a oons ib lo  agrdernent. 


