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SUMMARY & CO.ICLUSION

Exchange rats which is gonerally dafined as the value
of ona unit of a natipnal currancy in terms of tho units of a
forolgn currency,is in fact the rolative price of the differsnt
notional currancies and is detormined liks oll othar prices
by tha domand and suzply scheduless,. Uf courso tho determination
of excl.ange rate which was a simpler affair in gold standard
days, 1o greotly affectod by tha purchasing power parity
thisory, Out this theory has boon, bocausa of its limitations
and various shrotconings, subjeet to vehoment criticisms, Verily
speaking 4t only balps in doteriainotion of ¢ nov rete of
axchenge providoed an olJ rats wvwas in sxistance, after changes
in price lrvol have tekan j1laco.

In the history of internatiocnal trads Jdivarss opinions
have hoan oxpressad by the oxponaats of foroign exchange theory
for and againat the fixed ond fluctuating sxchango ratoas,
multiple and floatling oxclhiangy rotas. But it con concluaively
be said that sincs changes in che exclicngo r.xliz hava a boaring
on prices, oaploywnant, ond national incaona, and the chiengas in
pricaes, aomplaymant 2anl nntional income arg bound "o bring
shout variations in tha axclhiang: rate, a policy o adhanance
to fixed oxchange rata i< rathar not passicl. 201 1s quite
unsuitabl: fuor devoloping couniriags. That 1w why disveloping
councries profer flaxibility in thu oxcherge rate deopending
upon the oxigsncies of tholir sconowmic situation. uince the
gorld consists of doavolonod,davalnping and 2congnically
bacword countriss th.: excliange rawo regarding its stability
or dogroo of floxibility on its multipliczity can not be the
sama. (ioreover, tho joal of stability moy heve to ba seerificed
a little in tho wider intarest of cther vitzl objectivas of
full.r smployment and accnemic devolopmants, laening those



obhjictives in view no country allows axchenge rate variations
loft ontiruly to themsalvea. It may sofoly bs concedad that
axchange rats variations have lost their gold-standard days
significance and importance for thoce are used as taking to
bring about to correct various types of imbalancus prevalant in
the economy. Exchange rate ceasad to he a gold, it is used te
achiove rathexr another objactive or ohjactives,

tffacts of exchange rate variations Jirocitly or
indirectly are fare-reaching as these go a long way to affoct
tha quantum and veluma of productions, incoma, tha magnitude
of osmploymant, Lalence of payments, terms of trade and 8o on,
fhus variations in exchangu rate primarily affect tho axtarnal
ms well as tha internal sconomy of a country, ixchange rate
variations { depression or appreciation) may lead to a rise
or fall in production at the cost offifise or fall in production
in othor countriea, 1t may or nay not lsad to a rise or fall
in production of all tha countrias taken togather, dapanding
upan whather cianges in production have take conducive to o
rise in worid trado orotharwiss, Exclhionge rate vuriations
affact namely the nature and guantum of production but it
ganorally g0 o long way to affect diractly snd indirectly the
magnitude of employment as well. As amploymant depznds upon
production, and production on the quantity and cuakity of various
factors of uroduction, technigue of production as also technology,
infrastructure ( vital input of production )} , and numaerous
incentivas of which sxchangs deprocistion may be cna, it may
not bs poasiblo to quentify the rise in osmployment due to
axchange rata deprecisastion, for it is not possiblo to indicate
pracisoly the aextent of rise in production.

Hoiaver it may be '.0ssible to indicate the trands of
amploymant in a country whara exchange depraciation has taken
ploca aftor oxomining and cfalysing ths nature of rise in sxports
and tha sano in decline in imports os well es propansity to
conaung,onployment multiplisr, foreign trads multipldier,



loakages stc, If the statistiecs ragarding ths slasticitiaes of
home damand for imports and forasign demand for axports, of
alasticities of home supply of our exports and forsign supply
of our imports are available, foreign trade multiplisr may be
estimatid and prupansity to consume may be workad out, It is
possiblo to maasure i1f not accuratoly at lseat epproximately
tha extant of rise in axports and fall in imports and nest
rasult in the balonce of trade as « result of a certain degras
of the dapresistion of thoe sxchange rata. Similarly tho trasnds
in exports and importa as well as in the balance of trade as a
rasult of appraciation of the exchonge rate to an appreciabla
dagras may olso D> ascertainai. dalanca of payaasits is also
like balance of trada affectud by axehange rate variations,
Although 1t moy ba possiblae to bring about an adjustmant in
balance of paymiant disaquilibrium merely by a change in the
axchanga rate 1t may not be desirsbls to bring about such
adjusiment in tha balance of paym:nts mersly Dy o change in

the axchenge rats. It may ba that tihs balance of paymants
problemscf a country may be dus to aconomic and financial
policies followed by othar countrias, In such circumstanze it
will have to be exomined eithar such nroblam can bo af’octively
tacklad by exchange rate changes or by a change in ths economic,
financial and fiscal policias. Exchange rots changes to a
snmallar axtent or groatar axcent may be afvacidve to solve the
hanlance of paymants difficuliiss, ut thare nay be circumstances
in shich it may net bo so dasirabl..,

Tha affocts of exchange rate cihaenges on tho terms of
trade may bz datermined to soms degres of a-curacy only in the
short period of tuns uharsas in th: long poriod so meny othsr
variables ontor tho fiseld thot consa wonzes of c.ichange rate
variations may .ot bo estimgtude In cuse of torms of trade of
a country b-ing advorsuly effectasd by dumping moasures adoptaed
by othor countriaes anti=fumping measurss moy be adopted by
suffaring countriss alao with tha h:lp of soctoral exchange
ratg variations. Out Lhis is worth while only uhan elasticity
of ounplins of importe is lass than the slaazticity of supplies
of axports, As reported by Srsham axchange dapraciation is



likely to have no affect on tha torms of trada, 3Jut this
sonclusion largaly depends on the assumption that the dapraciatirs
country has not affect on warld prices. The controversy
regarding the efructs of devaluation on terms of trade has not

bo resolved aven By the offorts at ompirical testing.llowesver,

the dffwed of depraclation on torms of trade will vary from

cass to cass dapending upon the conditions fecing sach cauntry.

Uhon exchange ratas ore manipulatéd necessarily thero
wust bo sema abjactives for which thess maninulations are to
ve adopied. For thaz national cconomic goals of securing full
gaploymant «nd baolance of poymonts aquilibrium diffarent typaee
of exchanga rate nanipulations asre adopteds. It haa bean the
constankssndoovour of the I1.7.F. to oxarcisa firssurveillance
cover tha monbors' policiss and actions in the fi2dd ‘ o} exchange
ratuv ulth a view to prohibit éttempts by membera to gain an
unfair conpetitive advantage over other mgmbors by manipulating
axchiangae rate. Uut it has not beon succoasful in its objsctives.
It 19 not elgar,howvor, what procisely i3 meat by manipulation
and unfgir competitive advantage.

liowavar, si wltanoous mesasuras of axchange control
ara considerod noceascry to be adorted €or tho suecessful
policy of oxchanga maninulations. 'rocisely dofinad and
explained excl.angas control is easantiolly an instrumant of
geconomic planning,, and is likely to be roetained or adopted
as long as capital plight and periodic depression plaguo
nacions. It {5 not without significance,th>rafore,that the
Uretton ©pods figresmants nravidesfor parmanent axchangs control
ovayr autonouous short torn cenital movamants as well as for
tanporary oxchange control under axcoptional circumstances.
SJut it should 0@ remombasraed that exchangs control furnishes
ho solutiocn to tho problom of halance of payments dissquilibrdus.
It doals unly with the doficit, not itas cousaes gszit
aggravatas those causs: tanding to croats a more ,disequilibrium.
Unlass rastrictions can by kant modorate or are to ba ufed



as a tamporary stop gop while othir more fundamental adjustmants
are mude, resort to sxchange control is likely to be costly
and diseppointing choice,

The extornal valuo of ths Rupee in India has bean
subjact to variations since the ilughal period when the silver
and gold standard coins were in vogue in lorth and South Tndie.
The modarn Indian Rupse owss its origin to Rupia uwhich was
pravalent during th2: regime of Shar Shah Suri and leter an for
a country as a whole Indian ilup:o was introduced by East India
Company. Till 1873 the axchangy ratz botwson Rupgs and Pound
cuntimuid to s 1 = 2shs On the recommandation o ths Fowlar
Coiamlttas the exchang: rate was Tixad as . 1 = 1s5.6d which
continuaed till 1917. Later #n qold bullion stondard was adoptsd
on tho recomendation of Hilton Younqg Comnissicn and tho sxehange
rToto was Tixsd st fi: 1 = 13h,6d. linuaver, insoite of thes great
satlo controversy rasisad around whather 0. 1= 1zhe4d. or fs1=1sh, 6d
the Covernment of Indiao insistod on maintaining the exchange rate
at 1sh.0d. which wos highar than the pre war rats i.se.
s 1 = 1sh.4d.

Tha valug of upoo during 152731 nass:d through two
important phasss i.7. tha naricd of adjustmzat o) the peried
pf strain, The period of adjwastmant witnazsed o sizeable
incrcasa in tha total trada ac o rasult of grogto improvemsnt
in wor’d trade, and tha nericd of strain synchranised with
world tralje depression, The various actions L2 2n hy the
govarnagnt to maintain 1sh.6d ratio indicate that the Indian
Runos was ovarealued during tha naoriod, liowver, nrior to
Septowber 1931 when England wont off gold scandard tha Indian
fupse was virtually aquael to 1sh.6d. gold as sterlinQZQanartibls
into gold and thia ratio contirmued aven aftaxr 1931, The extornal
valua of th: fupee which was fixocd at 1sh.0d, uith affecta from
1827 had not be:n aeble to adjust tha pricas in India even
vpto 1929, Syt the trends of price movement in India and tha
U.XK. and brought about the adjustmant of 1938, It is curious



tc notathat tha sxtaernal vaeluo of the Rupas did not depand on
its intarnal purchasing power and as such tha fate of the Indian
lupao totally depsnded on ths storling-dollar rats.

During the period of the sacond world war tho valuas
of thia lupoo was not uniferm and did net meen th: sane to swery
body; whila it had no advarse inpact on thoss who aarnad huga
profits, linitad wouoy eithar of tha black monay market or in
war contracts,tltr mosias suffarad anormously. Aftor war the
Volao of the fupiro contimiod to axiibit its tendency to fall
and the inflationiry riso 1n ariceon lad tha Sovernment of India
to adopt a aunbar of measuras Lo chock it but in voin, Consaqusnﬂj
tha nroblam bucems a sarfous an2 in Sontanbor 1549 shen India )
davalu.:d tha Iupsas and "e<is*an rafusad to do sv. Indie's
gnilotoral daveluatlon in 1549 had n woalkcaning af ‘oot on the
axarnel valus of tha Runese Sinco tha balanca of paymants
positions uwes Leconing peocarious Indi: took resnrt to devaluatisn.
fut 1ts rosult waes vary ohort lived and just ~ftor tuwo years
tha balance of saymaents difficulties anain croppod upe. In nut
ahall devaluctioa brounht ebout adverse conseguonces to the
econamy an a wholo and tha inflntionary tide 5 :apt tha country
at larn:, Homavor devalu:ntiasn csuccasdad to sone oxtoant in
gor ecting the dissquilibrium in our axtarnal occounta, There
was no chango in the actual oxtornsl valua of the ‘upes from
1939 to 1950-51 although the real uxitarnal valus of tha Rupes
did not remain tha saa:z,

Tha prices during tha Pirat Tiva yaoar lun indicetsd a
doanward trund counsequont upon o rise in notional incoma,
gubstantial incroase in food production ate. During the period
tih 2 internal valu® of the ilupoce bacams moro or lass atabilized.
In India in cese of axchanio control end stability of exchenge
rate in tsrms of starling and dollar it is not possibls to
judqu essily tho Strength of the oxtsrnal valu: of the Rupes.
The intarnal valua of the Rupoo which had azpraciatod during
tho Pimet plan was subjoct to fest arosion during the second



five year pkan period with tha biggest fall batweon the years
1957-503 to 1958-59 whan it fall from & 0,90 tp 0,85, The

extornal value of the Rupee as indicated by the adverse

balocoss of payments position and acéks foraign exclhionngs crisis
cane undar haavy strain ond strasa, !'owevor tho value of the

Rupoa uhich was (.00 paias ot the communcoment of thirdesfivo

yaar plan cama down to 59 pailss at th3 end of tha plan poriod

@ recarded Pall of cbout 20425 L. A3 rogards tho extornal valuedic
it was brought doun by dovaluation of June,1966 and tha

balance of paymants also contimuod to Jateriorote poraistenmtly ,

As a iatter of fact thae fate of thae Indian upac
during thu era of pleming porticularly during tho second end
third plan periods wmay be aaid to synchronize witi: the conatant
Poll of its oxternal voluo . Thds the atabiliiy of the axtarnal
valuc of the Runes attainad during tho first five yser plan
was nreduelly lost during tho second and thigd five year plans,
On account of a munbor of foctors combined together Indian
Rupee was davaluad in Jun2 1966 which demonstrated thu fact
that tho extarnal valua of wa currency unit an noi be kept
intact if its inturnal valus i3 allowed to ¥41l bayond limit.
In short, tho main objecltive of devuluation uas to bHring about
a corraction in the wal-adjustmant that had prapailad in the
gxternal sconomy for a quite long timy, Consaquoncess of
dovaluution may ba seen in prico riss, insignificant increass
in exnorts and sufrieiunt parcontage docruas.: in imports, The
effact of dovaluution on import substitution is natural but
daevaluation ujithaut other mecsures can not b2 very offective
for o successful policy of import substitutione. Import moasured
as porcontoge of total suppillios (Geie 's) show that inport
cybstitution is substantially toking place in tha country. So
far as tha impsct of :levaluation on foroign aid is concarnad
it may bo coneludad that in thus abssnce of wduguaie deta it 1is



not passible to indicats whathar dovaluation of 1966 had any
inpact on foreign ald or assistance. llorsvoor, it is not
nacessery that dovaluation mey ultimotsly be abla to bring
about total aedjustmants in the balan:e af paymants for which
a set of othar m:asures leaaning mor or moros on price machanism
ond warkst forces wars edontad by thae govarnment of India
aftor Juno,1966.

The of?scts of dovaluation on towriam oro but natursl,
Qut actuelly the erival of tourists und tha owrnings from them
wags not wguel to our expectations. It is surprising,houwsvar,
that aftor 1966 devaluation tho number of tourists from tha
3.5, and tho sarnings from them instaad of incrensing wsnt
on doclininge vavaluation of 1066 wucs axnictad to provide
disincen.ives tu tho indian touris s gniag cirowde In the
alsonco o raliable dato it iz, howsver, not posciblo to say
hot paspusnad sctually toe the nuaber of tourisi: joing from
Iadic albroade idosidaes it arnpocs thaot dovaluction wes abla to
aztain succoss in reducing tha lectoyis of Toraiga axchange
atiributal to tha octivitias of cati-cocial 2lanzats, fowaover,
tha vxi:rnal volud of tho Junyy ic au oasiad e dennd unon ita
intorual worthe irisfly it =ay :» s.ated that chorwe has baen
alogst on yowacd crand in tho ricos and concaguantly e
contiouous Fall in tha Intaoac) valu: of tihisy RBupce right fProm
1UGSwhich is acbuolly, not an isolated rmhenamoncn. It may be
aavlko:d that in dsberaing tha oxcurnal valua of cucranciaes tha
cuasidoration o iaternal valuo bhas lost its rrovious importence
i se far as it can not bu ascurteinod now that tho oxtarnal
valus o1 a curraacy deponds gatirly oo its nurchasing pousr.

didar tha Yratton ' oods dariad of 12d40-70 it was sasy
to find tho iontaraationol valu . of a currency uni” and for
thot aabteer the intormational volus of ths araz. Trhe valua of
ths Kusae wes exprossed as & cartain guantii s of il and a8
wad th.a cose Juibth e8ll tha cuerancirs uhich woare thi: aznbors
of thh2 I.1.Fe @1 hy comparison,thi intarnational velus wves

foun: out, Jut w.th tha g.act of th: floating oro tho



international valuc has bacoma altogathar msaningloss in its
#arlier sansa aof the tarm.

thile dealing with tha determinants of tho valua of
thae Fupei: wa find that as a mattsr of fact the intornal es well
as oxtsrnal value was dotarmined by its matallic contsnta til!
1893 affter which there gas divorce betwjen tha internsal and
axternal valuas and the met@llie contontse The extornal value
of tha idpoe tharoafter was fixoed Ly the governmaut from time
to ting, Houever, tho main determinant and < guida in tha
determination was tho purchasing powsr of th: Rupes. There hes
bean a cantinuous doclins in the purchasing pownr nf tha Aupee
in all th2 throe dusados. The wost surprising and noticaable
phanononen is that in 311 tha succotsive descadea tha porcentege
docling ia ti:3 purchasing powar of tho Runes hes heen on tho
incrausy. lorgovor, tha groastbost declinas was registsrsd during
cid docada 1901-62 ¥ 1970-71 e3 camparaed tu nrevivus decades,
Lonsguaanily,intrinsic worth o tho Jusee hus almoust disappeared
ond itg intazrnal puochasing powsr has men contdguendly
shrinking asnd it hias acjuired a shape wuhich is wot aasily
Jiscornabls from its original onee

AS rogards tha tht¥d asnact of its val au 1.0, the axtarnasl
value of th: tupes it was kept conatent at 16 4 right from
April 1925 ypto 5th Junc 1966, But with efracts from tha 6th,
Junz,1966 tha old idecs reqgarding scability in Lho exchange
rate appaarad Lo hovo Loan ndvenzed and thiy Rura: wes allowad
to search its now lavels and in this search oy & aow affoctive
level for t!:3 axtornal waly: of tha Rupsa thera wes not a
snonsidered lina of thsdoking till Santaa-ar 24,1975, 1t 1s, of
snursa, oovlous fron th: publishod data that tha docline in the
axtaraal valuer of the u 98 doaso not raflact tha declini in ite
inearaal purchiasing povar and this establishas tho thasis that
tha dataraincotion of tha extornoal valua of tha “uroy bes basn
divgrcod from its internal purchasing POWIT, if not compleotély,



to o vury groat axtent. ilesides tha intorncl purchasing power
nf tha lupae tha othar factors such a3 tha balanca of trade,
balance of paymanta, inflation in foraign countries inflow

and outflow of tha capital atc. act and reoct on its oxternal
valuoe It may ba statad that upto 1943-44 tho balance of tredes
was nat a factor in raducing tha uxtsrnal valus aof the Rupee
aftor that it bacoms an important factor in denrassing in its
extaraal voaluo, Although if tho choenges in tha oxtarnal velue
of the Rfupou from time tu time have h2lpsd more or luss in
tha procass of adjustneat in balance of paymanta, ths balance
nf paymants hoas baen axerting pressures on tha dotermination
of thoesternal volldo o the Ruposa and it hos heen ong of the
most imnportent fortors in dotermining o parcdcular extornal
valuo of thoe qunaae.

unlika <ngland and Japan thoa oconomic transactions

duo to foirsign tradoe in Indie occount Por only a small parcentage
as compursd to tha total scononic trangactions in tha countrye.
In visw of this, intoernational rolation canhot hava as much
impoct on our aconony as it will havoe on country liko

England and Japan. The sxchangs rate variations,mnathodology

to deal with thoe problems erising out of inflstion has lost
its ground, Inflow and outflow of capital also havo thair
inpact on ixtarnal vulua of thi currency. If a country somo
how or obLlisr managss For foreign loans or assistan-as tha
louoring dJdown of thu axturnal valus of the currancy or in
othar words davuluation becomas imparativeo this lnads to a
rise in pricel If ths risg in pricas becomos subatantial gither
due o drvoluction or due to othar factors a further dosc of
devaluation hns to bo applisd, This is tha lassson that wa
laczrnad from ths history and oxparisnce of changos in tho
axternal valus o <ho dupe: in India for the much graatuyr part
during ths pre-suvcound world war pariod when our Rupos was
linkod with pound-sturling and olse during thoe noat-sacond



world war poriad upto 1971 when the Rupse had its major opsratioral
gonnections with the U.5.A. dollars This lasson togothar with
tha circumstance spalt out by somadthsr intarnational factors
compellad ua to dqﬁ%gk the Rupse from tha pound=atoarling an
Saptambar 25,1975.1ink it with a baskot of currasncies.Tha eliatlng
floating exchange rate aystem has,no dbubt, heen sarving the
purposs in tho spacial :ircumstancas in which India's forsign
trade finds itaself set up in ths peculiar intornstional
mongtary situation., Bdat with the change in thas monatary climats
axpacted in future this arrangsment shall have to be altarred.
India heresolf can not adopt an exclusive syatom. At the sanetims
her axchange ratae pattern is moat likely to be affocted by such
factors as mas:ive liquid funds with thoe multinational and the
Euro=curranciee dollar deposits and Petroe~doliars caueing
speculative impacts and thus giving jerks to the currently
pravailing exchanqe rats system. Thia systam auffors,in addition,
from the difficultiess relating to its complex adainistration
and is also not proving so banoeficiidl to the devoloping
countriss in particuler, Our analysis has mado it clear that

tha futurs axchange rats systsm has to ba soonar, or leter
fashionad on what may be called *'* stabls an. adjuatsbls

par valuyas ' , This,howevoer, roquire practical wisdom and
sagecity on tho part of tha antire internatiocnal community to
arrive at a agnsible agrosmsnt,



