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Even granting that the demand for our non-traditional exports is price-elastic, the values of price-
elasticities will vary a great deal and, accordingly. different rates of subsidy will he called for. Devalution, 
being essentially a blanket measure, cannot take care of this. 

True, fixing the appropriate rate of subsidy for each commodity is a difficult task. But then, 
deciding upon the necessary extent of devaluation would be more difficult still. There is besides the problem 
that bringing the domestic price-structure in line with the international price-structure through exchange rate 
depreciation 'may leave the adjustment short of what is required for some commodities and carry it too far 
for others. 

W H E N at the beginning of the 
Second Plan we found ourselves 

in the midst of a serious fore ign 
exchange crisis, some people cried 
themselves hoarse for devaluation 
a rgu ing naively that the rupee was 
overvalued. Now once again when 
our chronic payments difficulties 
have assumed threatening propor
t ions, we hear the fami l ia r cry for 
devaluation, albeit in a more sop
histicated f o r m . 

Jagdish Bhagwat i (The Economic 
Weekly, August 4, 1902) argues 
that the Government 's present policy 
of ( ind i rec t ly ) subsidising exports 
is cumbersome and at times self-
defeat ing, that the Government 's 
imp l i c i t admission of the pr ice-
elasticity of fore ign demand for our 
non-t radi t ional exports removes 
one of the t rad i t iona l arguments 
against devaluat ion and that the 
inf la t ionary dangers of a devalua
t ion are. under the exist ing c i rcum-
stances, ent irely i l lusory. 

It is difficult to understand, how
ever, how devaluat ion can secure 
anyth ing that cannot be ensured by 
a system of selective taxes and sub
sidies. As I have argued elsewhere 
(The Economic Weekly, Special 
Number . July 1962) . in view of the 
instal led capacity in many engineer
ing , chemical and other industr ies 
ly ing underut i l ised for shortage of 
impor ted materials and equipments 
and in view7 of the avai lab i l i ty of 
st ructural ly unemployed domestic 
labour at a very low social oppor
tun i t y cost each addi t ional un i t of 
fo re ign exchange earned and spent 
on maintenance impor ts may i n 
crease domestic product ion several 
t imes i ts value tone can easily work 
out some sort of a 'mu l t i p l i e r ' here. 
but one feels a b i t hesitant in mul -
tiplying the 'mu l t ip l ie rs ' in econo-
mic l i t e r a t u r e ) ; and in th is con
text, the case tar Export subsidies 
and f o r taxes on impor ted equip-

apart f r om infant- industry or ex
ternal-economies arguments ) One 
might .say that the same argument 
may ho ld good for devaluat ion too. 
But the difference is that wh i le taxes 
and subsidies can be d iscr iminatory 
both in coverage and rates, devalu
at ion w i l l be unnecessarily perva
sive. 

Even if one grants that the de
mand for our non-t radi t ional expor ts 
is price-elastic, the relevant values 
of price-elasticit ies (however mea
sured) w i l l conceivably vary f r om 
a l i t t le above 1 (neglect ing signs) 
to fa r above i t , and accordingly 
dif ferent rates of subsidy may be 
called for. Devaluat ion, being es
sentially a blanket measure. can 
hard ly take care of this. True, f ix
ing the appropr ia te rate of subsidy 
for a commodity is a tough job. 
But then, deciding about the proper 
extent of devaluation is tougher 
st i l l , and added to that remains the 
problem that b r i ng ing the domestic 
pr ice-structure in l ine w i th the 
internat ional pr ice-structure through 
exchange rate depreciat ion may 
carry the adjustment too l i t t le for 
some commodit ies and too much 
fo r others.1 

Then again, whi le devaluation 
w i l l at t ract widespread notice in the 
internat ional money market , possibly 
shaking the already dw ind l i ng con
fidence in the Ind ian rupee, discr i
minatory taxes and subsidies can 
easily wear th in disguises without 
inv i t ing much internat ional retalia
t ion or G A T T disapproval" . That 
the exist ing subsidy measures are 
'cumbersome', nobody w i l l dispute. 
But that is no reason why one should 
not t ry to make them more efficient. 
S imi la r ly , i f "under the current 
system, the Government pays out 
money to the exporters by way of 
effective subsidies but does not pick 
up an equal amount f rom the i m 
porters"., the next step is certainly 
not to argue for out r ight devalua

tion but to t ighten our tar i f f system. 
Jagdish Bhagwat i has certainly 

a point when he demolishes the 
contention that a devaluation would 
be inf la t ionary,3 but in f la t ion is not 
" the only argument which can pos
sibly be cited against a devaluation"' 
(even i f one admits that the foreign 
demand fo r our non-t radi t ional ex
ports is pr ice-elast ic) . As a matter 
of fact, at the present moment " the 
central obstacle to a deva lua t ion" 
is not that it might cause, inf lat ion 
but that it is unnecessary. The onus 
of prov ing that devaluat ion would 
be better than a system of selective 
taxes and subsidies is still on Jag
dish Bhagwat i . 

1 Jagdish Bhagwati recommends a deva
luation that would be offset by export 
taxes on some of our (price-inelastic) 
traditional exports. But one wonders 
if our traditional exports are price 
inelastic even for price rises although 
they may plausibly be so for price 
falls. One may conceive of a Sweezy 
type 'kink' in our export demand 
functions. In that case, export taxes 
may adversely affect foreign exchange 
earnings. 
Any devaluation will also be in the 
nature of a once-for-all change for 

quite some time, but taxes and sub
sidies can be. more flexible in response 
to changing requirements. 

1 In case of imported essential consumer 
floods directly entering the cost of 
living index, the effect of a higher 
rupee cost will be tantamount to 
that of an indirect tax on consumers, 
mainly of the poor and lower middle 
classes. Although such indirect taxes 
do not generate inflationary pressures 
in the 'Keynesiarr sense (assuming, 
with Jagdish Bhagwati, that trade 
unions are ineffective in securing a 
wage-push), it is not clear why fur
ther indirect taxation on the poorer 
classes has to be imposed (without 
ensuring that the other classes are 
paying their dues according to their 
ability)', or why the rates of such in
direct taxes have to be uniform for 
all typer, of imports (as would auto
matically be the ease after devalua
tion, if nothing else is done about i t ) . 
If one wants indirect taxation to im
pinge on purchasing power, a tariff 
system with suitable rates and ex
emptions would be more efficient. 
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