TIIE RATIO QUESTION

H. SINHA anp J. C. SINHA.

The ratio question is undoubtedly one of the most controversial topics in Indian

The of a high and a low exchange rate have been considered

by various ‘writers from different points of view.as affecting different classes in India.

In the prescot paper, an attempt will be made to discuss a method for determining the

correct exch: rate, and in lar to ine whether the Hilton Young Commission
recommended in 1926 the proper rate for India.

INTERNAL AND EXTHKRNAL VALUES.

In the first place, we.have to consider separately the internal value and the extermal
value of the rupee aad then find out their mutual relation so as to estimate the correct
h rate. The ions ‘internal value’ and ‘external value' are used in different
senses in different mnlexls by different writers. It is therefore necessary to state clearly
their meanings for our present purposes. It stands to reason that for finding out the
proper exchange rate between sterling and the rupee, we have to consider the price levels
of goods and services in the sterling arca which are exchanged with goods and scrvices
in the area where the rupce is the current money. In other words, we have to find out what
Keynes has called the ‘International Standard™ both for sterling and the rupee, the
relative rativ between which gives ‘the purchasing power parity’. Keynes has shown
that in this view of the matter, the purchasing power parity becomes a mere trulsm. A

deeper analysis is therefore mecessary.

Basts or PArITY: CONSOMPTION STANDARD OR \WIOLESALE STANDARD?

Keynes favours tbe C ion Standard as the iate price level. He chose
the cost of living index number for determiving the purchasing power parity as carly
as 1923 \\hen he wrote his Tract on Monﬂmy Report, apparently because it formed a
closer app ion to the C g dard than the wholesale prices index
aumber. On the other hand, Hawtrey even now is of opinion that the wholesale index
number is not so unsuitable as Keynes thinks and has given a number of weighty reasons
ia support of his view. \V'e are however inclined to agree more with Keynes than with
Hawtrey.

LooNoMIc ADJUSTMENT, ThE CRUX OF THR PROALEM.

This controversy has unfortunatcly clouded one important issue. For whatever b
the appropriate index number for calculating the parity, sufficient time must be given
for the particular price level to have its effect on the exchange rate, and, in its.turn, to
be acted upon by the exchange rate. In other words, if the purchasing power paritly
is to have any significance we must not consider any transicnt price level, but what we
may call for want of a better nanie an equilibrium price level,—a price level in adjustment
with the level of costs, so far os internal conditions are concerned, and a price level at
which foreign lending is in adjustment with foreign balance and calling for no abnormal
gold movement, so far as externmal conditions are concerned. If the nbove analysis is

" Reynes: Treatise on Money, Vol. I, Book II.
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correct, our first endeavour should be to find out the wmost stable periods in our recent
economic history, in order lo get the nonnal price and exchange relationship, with
reference to which alone can any valid judgment be formed regarding the rate recom-
mended by the Hilton Young Commission.

THAT 18 71K INDIAN INTERNAL PRice Leves?

It has been stated above that internal equilibriuma means a parity between the cost
of production and price level. The particular price level which we have to take into
account, is what is obtained by producers. In other words, the appropriate price level
is measured by the index number of wholesale prices, for which we have a fairly satis.
factory series, viz., Calculta wholesale index number. It is not of course implied that this
index number is freec from defects as regards the selection of the base year, the items
of commodities included and so on. For example, July 1914, which is still the base year
of all the recent wholesale index numbers in India including the Calcutta Index, appears
to be out of date. A more satisfactory post-war base period should therefore be sclected.
It has also not been ascertained whether the relative importance of different articles
included in Calcutta and otber wholesale index 1 has not ch d in recent years
ds compared with the state of things in 1914. This is necessary, for in the case of
countries like the United Kingdom where a census of production is frequently held, there
are found large and substantial changes in net outputs, whick define the relative weights.
It is true that we have as yet no census of production to guide us in this matter, but
in any case it appears that the number of articles quoled in Indian index numbers is
rather too few.

It may however be pointed out that of all the wholesale index numbers so far
published in India, Calcutta wholesale index number is the least unsatisfactory. With
its 72 price relatives calculated for 45 different commodities, it is more representative than
Bombay wholesale index which consists of 44 price relatives and refers to 3o different

Jiti Karachi wholesale index number with 28 price relatives and comprising
only 20 different dities, is far lcss rep i Sir Pursh das Thakurd:
in his Minute of Dissent to the Hilton Young Comnmission prefers Bombay wholesale
index on the ground of “'the predominance of jute and tea ia the Calcutta index number”’.
To this it may be said that the Bombay index is also heavily weighted with cotton and
cotton manufactures. Our rcasou for using the Calcutta index rather than the Bombay
index is based on the fact that jute, jute manufactures and tea figure nore prominently
in the export trade of India than cotton and cotton {f: Sir P. Thakurd
slso mentions marked fluctuations in jute prices during 1925-26. This is by no means
an unmixed cvil. The price of & packing matenal like jute, even though fluctuating,
has a far greater claim for inclusion in an index number of the international type,® apart
from its importance in the national cconomy of India. The method of weighting followed
is obscure in all the three cases. But the price quotations for the Calcutta index scom
to be derived from a wider and more representative market than the others. Apart from
these, both in the cuse of Boinhay and Karachi index numbers, when the price quotation
of a dity is not ilable, the last ilabl ion is d, without any

ion wh: . For le, in Bombay wholesale index number for September,
1936, quotations for April, 1935, October, 1935 and April, 1936 have been repeated in
the case of some articles. But it is desirable that such quotations should be corrected

*It is true that for exlimating the disparily between prices and costs in the country, we should
have an index number which gives due weight to gooda and scrvices of internal impoitance. Irom
this point of view also there J8 not much 10 clicose betweea Calcuita and Bombay indices. *
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by allowing for them the same change in purchasing power which is found in the case
of other articles lormu-uz the same group of commodities In case there is only a single

ion for a parti dity, the latest ilabl ion should be corrected
Ly adding to or sublmc((ng from it, the same percentage change which is noticed in the
case of all other commeodities fonning the index number. Such corrections are made in
compiling Calcutta wholesale index number. For all these reasons, this index number
slone has been used here for showing the general movement of wholesale prices in India.
The Dcpartment of Statistics index number with its base year of 1873 is sadly out of
dats for serving any useful purpose.

Tne Cosr Levet, m INDIA.

As regards costs, satisfactory data are mot available even in western countrics. In
India such data are conspicuous by their absence. Taking profits as the excess of selling
price over costs, the main elements of costs are (a) the cost of the raw material, (b) wages,
{c) salaries, (d) cost of depreciation of plant, and (e} interest charges. An estimate
Lased on the census of production of the United Kingdom (1930) shows that in conditions
of economic equilibrium, about $o per cent. of the cost of productin in Great Britain
is due to the cost of raw materiuls. A corresponding figure for India cannot be estimated
in the absence of a regular census of production. It is clear however that the ratio of
the cost of raw materials to other costs varies widely in different types of industry. It
is equally clear that the cost of raw materials does mot move pari passu with the price
of manufactures. In the case of wages also, the proportion they bear to the total cost
of production differs from industry to industry even in the same country. Thus fa coal
mining, wages form a larger proportion of the total cost thas in railway transport,
where capital cost is proportionately farger. Not only this, on account of changes in
organisation such as the extent of capitalisation, etc., even for the same industry the
proportion of wages to total cost varies from time to time. This difficulty is enhanced
when we remember that wages are not sufficiently flexible even in the countries with
strong trade unions. ‘There is no guarantee therefore that wages move in the same pro-
portion either as the cost of production or as the price of finished goods.

Thus we are unable to neglect the eflect of wages, which form one of the important
elements of costs. Unfortunately, statistics of wages in India are meagre and very un-
satisfactory. ‘The report on “Prices and Wages in India” was discontinued from 1923
on the rccommendation of the Inchcape Committee partly for reasons of economy and
partly because the data were wostly i lete and i We have theref
to fall back upon the provincial factory administration reports, tarifl board reports, and
agricultural wage census reports. These cannot give us a full and accurate account of
wages in India. FEven for a provi like Bengal admini d by a regular stoff of
factory inspectors, statistics of wages are very unsatisfactory, to say the least. The
following extracts from the Amnual Report of the Working of the Indian Factorics Act
in Bengal and Assam for the year 1926 will reveal the situation : —

“These figures can serve no uscful rumose ciber than @ Tomparison of wages earmed
by different classes of lnhonnr- and on, Indication of their level . ..  The figures not
being based on nd are of fitile value for mmpamon with
previons years® figures, Moreevlr, no Allempl has been made to value the (ree housing, medical
attention and other amenitics provided , p 4.

‘The situation has not improved since then. Lven now we find the same wide disparity
between the. i and mini wages of operatives not properly graded up, e.g.,
Rs. 6 to Rs. 17-8a. in the case of carpenters emploved in non-textile fuctories., The
other elements of cost-of production are equally elusive. It,is therefore not possible
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to judge directly how far the cost of production has moved pari passu with prices during
the period of our study. At the Ottawa Conference 1932, Sir lenry Strakesch stated
that “the cost of living index is a good index of the gencral cost of production in a
country’’. Iis reasons were made clear in a subsequent memorandum on the “‘Road
1o Recovery™, published in the Ecomomist. In the first place, he showed that the pro-
portion of flexible to rigid items was the same both in the cost of living index and in the
cost of production. In the sccond place, he found out that the two had the same trend.
e Juded fore tliat although onc was not a mensure of the other, one could be
utilised to show the general movement of the other with reasonable accuracy. Sir Henry
Strakosch does not refer specifically to the case of India. Nor in the absence of a regular
census of production has it heen possible to calculate the cost of production for India,
and study to what extent its Ructuations were similar to those of the cost of living index.

Catcora \WioLesarLe AND Bowmsy Cost oF Living InNDicus,

Bearigg in mind this limitation, the movements of the Calcutta wholesale index
number aud of the Bombay cost of living index number are shown in Tables 1 and 2 and
als0 in Chart 1 for the period 1919-20—1035-36. These breadly indicate the relation between
costs and prices in India.

‘TanLg 1. Inpbex NuUserrs of \VHOLRSALR PRICES N CALCTTTA.
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1t will sppear from these tables that the DBomnbay cost of living index was fairly
steady during the three years 1926-27, 1927-28 and 1928-29, the annual averages respec-
tively being 155, 152 and 147. It began to show a downward tendency from September,
1927 along with the fall in wholesale prices. The disparity between the two indices was
the widest in July, 1926, since when it began to narrow down, minima having been
attained in March, July and November, 1928. From that time it began to widen ogain
and the disparity became considerable by the close of the year 1929. The reason is that
the cost of living index remnained practically steady up to the end of 1929, but the whole-
sale price index began to fall definitely from April, 1929. During that month, Calcutta
wholesale index recorded a fall of 6 points as compared with the figure for the same
month in 1928, and the fall hecnme almost continuous from October, 1929.
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In order to show better the divergence between the Caleutta wholesale price index
and the Bombay cost of living index, the former has been divided by the latter
nud the quoticnt multiplicd by too, and the resnlt Is given in Table 3, which
shows the p rise or fall of the wholcsale index above or below the

T

CHART 1.
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cost of Lving index for the past few years. If we consider the quinquenuium 1924-2§
10 1928-29, it will be apparent that the disparity was the least in 1925-26 and in 1928-29
and that it was less in 1927-28 than in 1926-27, the year in which our currency was
stabilised. ‘The average disparity indices for these five years were 108.9, 102.0, 94.2, 96.7

4
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Tase 2. InpEx Nouseks or Cost of Livivg (Bosnav)
Bast: Jury, 1914=100. Dara raost Bombay Labosr Gazelle,
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Taptg 3. DISPARITY BETWEEN \WNOLESALR PRICR AND Cost oP LIVING INDicEs.
Calratia Wholesale Price Tudex

Disparity = Tombay Cost of Living Index =100
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and 8.6, respectively. But the year 1925-26 cannot be taken as the period of stability
because the amplitude of fluctuations {hat yenr was wider than in 1927-28 aod 1028-20
as shown below :—

Bommiy Cost or Livixn INDHX,

Piscal Yeor Highest Value Lowest Value Dillerence.
102526 v 1087 or'a 83
1927-28 99’3 94'8 4’8
1928-29 1014 96'0 54
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MovEMENT OF PRICE inler so.

Although the movement of the cost of living index in relation to the wholesale
price index has been described im much detail, it should be recalled that the cost of
living docs not measure the cost of production. It has therefore been thought mecessary
to test ke correspondence in an indirect manger through a study of the possible cffects
of disparity between the two.

For iostance, if there is a violent upward and downward oscillation of prices infer se,
we should suspect cconomic disequilibriuin, even though the general price level rewains
fairly steady. Let us therefore sce how the prices of different groups of commmnoditics
behaved during the period of our enquiry. Two broad groups of commoditics are, (a) food
stuffs and raw ials, and (b) f: d goods. These behave differently during
different phases of the trade cycle—strain, crisis, depression, revival and prosperity.
Agriculture all the world over, Is less organised and hence less able to adjust its pro-
duction to demand than manufacture. In other words, the supply of sgricultural goods
1s less flexible: the demand for agricultural goods is more iuelastic. These peculiarities
are broadly true in the case of raw materials as well, which expliins why foodstufls
and raw materias fall much more iu price at the beginning of a depression. For the same
reasons they are also the first to rise in price when a trade revival sets in. If therefore
the movement of prices of both raw materials and finished goods is substantially similar
during any period, it may be reasonably inferred that the period is one of comparative
economic stability,

Unf ly the index bers of prices of these two groups are not avaitable
in Government of India publications.  Fairly reliable index numbers of export and
import prices in India may however be obtained from the Review of Trade of India.
As the bulk of our imports consists of manufactured goods and by far the largest pro-
portion of our exports comprise agricultural goods and raw materials, these two index
numbers (given in Table 4) may be regarded as bly valid substi for the
index numbers of the above two groups of comsmoditics. It appears from Table 4 and
also from Chart 2 that both import and export price indices fell in 1925-26, the former
by 22 points and the latter by 2 points, as compared with the respective indices in 1924-25.
In 192627, the export index fcll by 20 points and the import index by 10 points as
compared with the indices of the previous year. During the next financial year, the
oscillations of the two indices were diflerent, the export index fell by only 2 points
while the import index by as much as 12 points. Thus though the movenients of the
two indices were by no means uniform the average export and import prices during the
two years 1927-28 and 1925-29 were fairly steady ; inport index in 1928-29 recorded a
fall of 3 points as compared with 1927-28. A similar fall is recorded in the export index
also. This lends support to the comtention that the years 1927-28 and 1928-29 were of
comparative stability.

In order to show the relative movement better, export prices have been expressed
as percentage of import prices in Table No. 4 above. This is really the same as the
net barter term of trade. It will be scen that the figure was the same in 1928-29 os in
1927-28, marking these two years out as a period of equilibrium.

¢ Toussig calls the reciprocal of this the net barter term. It has been thonght advisable to
follow the English termioology specislly as this has been adopted also in the League of Nations
publications such os the aonnal Review of World Trads.
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OriER INDICES OF DISEQUILIBRIDNM.
Any disparity between prices and costs will also be revealed by inflated or reduced

profits, which must result in p jons end liquidati Asn attempt was*
made to study this incidence of dispanty between costs and prices, but it proved
abortive. Ia the first place, insolvent companics are not quickly dissolved ; they some-
times drag on for five or six years before the Registrar of Joint Stock Companies is able
to remove them from the register. As regards incorporations also there are two difficulties.
There may be started some companies which have been reconstructed out of defunct
companies. Secondly, only suthorised capital may be shown in the return, although
it is notorious to what extent the uuthorised capital differs from the subscribed,—not
to speak of the paid-up capital.

In these circumstances, it has been thought advisable to scrutinise the evidence of
disparity in an indirect manner. If the gap between prices and costs is widened, there
is @ greater profit, attracting more and more long-term capital to industrics and leaving
less and less long-term funds for investment in Government securities. It follows there-
fore that the steadiness in the price of 334 per cent Goveroment paper roughly indicates
steadiness in profits, in employ and in ic activity 1y, provided other
factors such as the credit of Governmcut remain the same. The following Table 5 and
Chart 3.1 will show the situation,

Tastg 5. INDEx NOMBEER OF THE PRICE OF 3%4% GOVERNMENT PAPER.
Basg: Juiy, 1914=100. Data yroN 18 Indian Trade foxrnal.
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CONDITIONS OF EXTRRNAL EQULIIRIDM.

Let us now proceed to consider the conditions of external equilibrium, for which,
to use Keynes's phrascology, forcign balance must equal foreign lending and there should
be neither inport nor export of gold, including ‘ear-marked’ gold. In the peculiar condi-
tions of India, there is normally an import of gold which should therefore be treated
in the same way as an import of ordinary merchandise. It is only when a large change
in such import persists for some time, one may suspect extermal disequilibrium. The
other condition requires approximately the same yicld of interest in the country con-
cerned and outside, after making allowance for risks of transfer and investment. In the
next place, there should be approximately the same price level of internationslly traded
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goods at home and abroad after making allowance for changes in tariff and transport
charges, It is only this last condition that has been examined by the Hilton Young
Commission.

GoLp MOVEMENTS.

As regards gold movements, the nccessary data have been compiled from the annual
teports of the Contraller of Currency in Table 6 and illustrated in Chort 4. It will be
apparent that during the years 1927-28 and 192829, gold imports were practically on the
same scale as the pre-waor average, which again did not differ materially from the average
for the decade 1915-20 to 1928-29.
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Chart 3.2 is otherwise interesting. It will be scen that the whole aspect of the
situation was altered after 1930-31,—to be more exact, sfter the suspension of the gold

‘Tane 6. Gotp MoveMeNTs. Private Goup.
Dara FROM Report of the Controliey of Cursency,

Val Vi

Year G lakbs of Year dobane,

rupees) fupees)

Average of 10 pre.war 1923-28 -8185
years ending 1918-14 - 2087 2617 =140
Average of 10 yesrs 2728 -1810
ending 1028-29 -T2 %29 —2120
20-%0 =422

1818-20 -1087 80-81 =S

20.21 + 884 an.sr +5197

21-22 + 319 B2-33 +655%

223 =-4118 B34 +5703

po2 ] —im19 8433 +8284

24-25 —7308 25-3 +8738

standard in England. ‘The smoll exports during 1920-21 and 1921-22 male into insigni.
ficance when compared with the cxports nfter 1930-31, still more so when comparison {s
made, as it should be, with qur nonnal pre-war or post-war imports.
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MOVEMENTS OF INTRREST RATES.

For studying the sccond condition of equilibrium, it has been thought advisable to
compare the bank rate in India with that in the U. S. A., for both are large agricultural
countries, with decentralised banking systems and rapidly growing manufactures. It
will be evident from Table 7 and Chart § that the Indian rate was in greater adjustment

Tasrk 7. BANK Rame mv INDIA AND THE UNITED STATRS OF ASERICA,
Dara yroX THRE Sletistical Year Book ov Tt Lexcux oy Natioxs (193031).

Imperial Federal
Year | Dank of |Reserve Bank| Diflerence
Indis (US.A)°

1928 668 N 34
1925 868 88l 188
1926 517 899 118
1827 518 388 188
1928 620 8 178
1929 &8s 494 18
1980 560 882 07

 Figures published in the subsequent issues of the Year Book have been slightly different.

with the American rate during the two years under consideration than at any period
of two years before or after. For it must be rememebered that on account of different
risks and different taxes in the two countries, the rates cannot be exactly equal, All that

CHART 4. IaperuAL Buwk or INPIA (471), FEDERAL Resgrvk Bank (U. S. A) (472),
Drrrerexce (4°3).
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is necessary is that the two should show the same trend. The difference between the
two rates is shown in Chart (3.3), which it will be noticed was practically horizontal
during 1927—1929.
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Another indication of external equilibrium is the adjustment of long-tenn rates of
interest in India nnd abroad. That it was not attained in 1926-27, is clear from the
following extract from the Budget Specch of the late Sir Basil Blackett on the 28th
of February, 192;—*"dunng the year 1926-27 (therc) has undoubtedly been the
of capital from India to London due to the higher rates for both long-term and short-term
money whicl have prevailed in London for the greater part of the financial year”. By
the end of February, 1928, as the late Sir Basil Blackett observed in his Budget Speech
for 1928-29, the disparity between the prices of 333 per cent rupee stock in India and
India 314 per cent. sterling stock, became nuch less-than it was a year ago and this
unusual movement of funds from a deblor to a creditor country slackened, indicating
@ return to a more normal condition. Sir Basil hailed this transfer of funds from India
to London “as the first step towards India’s becoming a creditor pation'’. As a matter
of fact, it only indicates our external disequilibrium which must have been partly due
to the speculative transfer of funds to London, in order to take advantage of the possible
stabilisation of the rupee at 1s. 4d. in March, 1927. This is another additional reason
why the year 1926-27 cannot be taken as a period of stability.

BarTER TERMS OF TRADE.

Let us now go into some of the deeper signs of external equilibrium. In the first
place, the barter term of trade, whether gross or met, reflects external disequilibrium
to some extent. It is true that changes in these terms may arise in any or all of the
{following cases :—(a) changes in demand conditions ; (b) changcs in supply conditions ;
(¢) import duties, export duties snd export bountics ; (d) ges in costs ;
{¢) changes in the volume of one-sided payments.

It will be readily scen that there was no great change in any of these factors during
1927-28 and 1928-29. It is true that both demand and supply factors were modified
considerably during war and post-war periods, but conditions had settled down by 1927.
Similarly, whatever might have been done eatlier or later onm, there was no violent dis-
turbance in the tariff level during the two years under consideration, and there was no
bounty. Nor was there any great change in shipping freight as shown by the Economist
index number quoted below, in Table 8, provided allowance is made for the short and
sharp rise in rates due to the General Strike in England.

Taste 8. Swmrping Frricurs INpEX NUMBER (1898—1913=100).
Tndex Composed of (1) South Wales—Dombay; (2) South Wales—Colombo; and (3) Bombay—
U. K. (Continent). Dead Weight Rates, A. BL. of Freight both ways. Data from Economist-

Year | Jan. | Feb.| Mar. | April | May | June | July | Aug. |Sept. | Oct. [ Nov. | Dec. | Annual

1023 (1202 | 117°8| 125°% | 1238 [ 127°0 | 125°5 (1224 | 117°7 | 1178 | 1104 I‘H 7| 1244 1228
2% [124°0(120°8 (1321 (12774 | 127°7 | 120°5 | 120°1 [ 119°0 | 1240 | 126 6 ['120°5 [ 1)9'8 | 125°)
28 1238 | 10| 117°0 [ 116°0 | t08*4 | 1038 | 106°2 [ 102°2 [ 118-4 | 1065 [1109°0 110°1 | 1126
6 (1196 118°8 | 114°6 (10072 [ 107°D | 1204 [ 110°8 | 119°6 | 121°7 | 141°7 [ 138°0 | 152D | 1235

27 (1727 (180°4 | 1520 | 1244 | 130°0 | 117°8 [ 113'8 | 121°4 | 19°8| 116%¢ |117°6 | 1142 121°D
8 [113°6 | 1174 | 1067 [ 1050 [ 110'1 [ 1040 | 094 [108°4 1000 | 260 KN17'8 [ 126'8) 1112

2 1237|1179 (1122|1063 [100°0 | 104°0 | 1068 | 11770 | 115°8 | 117°8( 110°7 [ 1000 [ 114
%0 ‘8| 04| on X g X X X '8) oo
a1 |101a| os'o| o2 | Ovo( osu| ors| ara| ss4| el | 076 oox| o8 Bm'e

8l 00| 87°4| 877 00'B| DI'S| on1| puB| 007| 06| 03| 94-7) Os'0| P19
83 048 007 | 87°0| 880 wi2| 855( 00'8| o'n| pz7| o8| 027| 036| 002
84 vra| vyof 01°4) 0ot | B08| B30 sam| ou)| oa 6", 84°3 | W0 920
1035 0¥3| oAl 023 00'8| 84°0| 80'3| 83°3| 838 saa (1100 10077 2071 | 032
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Baraxces or Paysents,

As regards balance of payments, figures are necessarily rough all the world over,
In the case of India they are largely conjectural. As pointed out in the Report of the
Contsoller of Currency for 1920-30 {pp. 6-7), the iteins which are perfectly dependable
ore those relating to Government remittances and to transfer of Government securitics
between London and Indian registers. As regards trade figures, the value of exports is
fairly rcliable, for they are miosily staple agricultural products. The same cannot be
said of imports, some of which may he nndervalued because of the duties. Other items
also lend themselves to risks of crror the possibility of which cannot be ignored.

The following Table g is extracted from the Balances of Payments, 1031, issued
by the League of Nations, for what it is worth. The large change in long-tenn
capital item looks suspicious for reasons explained below. It will be seen from Table 10
that the gross and nct barter terms of trade are ncarly the same during 1927-28 and 1928-29,
indicating that there was no abnormal capital movement during the period.

TanL® 9. Baraxcr op PAvMENTS IN Rorees v MitLions.
Data reom Ralances of Payments, 1934 (Leacux or Narioxs).

Goons, Stavice axp Gorp Carrrae Irenia
Yo
Nferchandise] TNEETESL & Other Long Short
dise] Dividends | Services | GOl | Totsl | ool qepge | Toul
123241 411088 -a237 —4330 - + 56°8 +2210 ( -2Z77'8 - 56’8
2428| +1176'6 -537 -7388 ~218°7 =178 | +836°2 +ns7
2526 | +1190°5 =368 -318'6 +1872 -1658 [ — 219 =147
2677 + 851'0 -Te -194'0 -489'0 +3338 | 41042 +458°0
7| 4 3¢ —-8143 -3870 =-181'0 -390 +146'8 | 41822 +85200
29| + 6630 -8287 -2 -217'0 -1839 + 52 | +1787 +1839
29-30( + 5381 -316'0 —18071 —-142 -1002 +1882 - 830 +100:2
80-31| 4 S71'3 —-55°8 —-15971 -1276 -2317 +42'2 | =810 +381%
N-m{ 4 e ~317'6 ~170°¢ +5197 +215'3 +117°6 | =391 —11!:0
8233 - 347 =351 -16l'6 +635372 + 0v8 - 650 | — 98 - ¢
3338 + 270D ~-230°2 -1219 +510'3 +380°8 =218’ | -1648 -0y
34-33| + 1126 —828'1 -139% +525%% +1713°3 - 867 | — 868 -178'8

® Interpolated as balancing sccounts.
Plus indicates export from and minus Indicates fnport into Tiitish India,

GRross AND Nt BARTER TERMS.

The figures for (he gross ond net barter terms of trade given in Table No. 1o have
been calculated on the basis of the data published in the Review of Trade ond referred
to above. It has tightly been pointed ont in the Review of World Trade, 1934 {League
of Nations), p. 75, that both “price and quantum indices are likely to be misleading if
comparison is made over long periods of time”. To meet this objection, Table 10 has
been divided into two sections, Section B giving price and quantnm indicase from 1913-14
to 1934-35 with 1913-14 as the base, and Section A giving the same figures from 1927-28
with 1927-28 os the base period. Relevant figures are also graphically shown in
Charts s and 6.
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CiarT §.  EXFORT (5°1), INIORT l(;";).;s(;n:)gs' BarTER (5°3), NET BARTER (5°4).
JR-ERRN
o (51) Expont .."o, 00
Q‘OOL.’__O_,_._Q- "o... “'p...o-...
g {52) Import \.\. tegr’ -
M - \,
i B -
I (53) Gross Barer M A, o
Q=== . / AN 100
~ I’ ‘\ /A s

~

RT 2

- I R T | |
192728 1931-32 193538
TABLE 10. GROSS AND NET BARTER TERMS OF TRADR,
Sccrion A. 192728 =100, SrcrioN B, 1913-14=100.
Term of Term of
Base 1927-282100 Base 1913-14=100
Fiscal Year Trade Fiscal Year Trade

(April—March) | Export | Import| Grous* |Nett| | (April=March)| Export | Lasport Grosa Net
(0] (2) ® W [ ® [0} (2) ® | W|e
102728 1000 | 1000 [ 1000 | 1000 191314 1000 | 1000 | 100°0 (1000
19-20 81"l 532 64°0 | 769
2024 708 77°6 | 11071 | 592
28-20 106 103 006 (1011 an-n kX 61’8 209 | 592
n-73 17 34 860 | 826
0-30 108 103 954 068 2324 LX) 658 66°7 | 7163
2425 1000 40 T2'8 | 85°3
-3 o7 83 83’6 894 23-26 1008 78'1 75| 98y
26-27 [ 2 852 ol'e | 893

an 8 n 855 76
718 1016 040 978 | 852
8233 3 81 | 108'0 818 28-19 106'8 1038 014 | W32
£~ 2 1) 88 ki) 840 (1% ] 20-30 1078 1033 03 o7
80-31 [ %] 838 Ml [ 898
3488 8 84 05’5 859 81-82 820 w1 9872 | 878
833 wl B8's | 1227 | O1'7
33-88 B8 a7 000 e B384 w57 708 By'1 | 898
3433 883 840 | 1062 | 90°9

¢ Gross=100x [ (3) ¢ .
+ Netm100x[ (ummﬁ Yrice

Tndex)+ (Import P'rice Index ).
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It is interesting to mote in this conncction that the quantum of export and import
trade practically reached the level of 1913-14 during the year 1927-28. It may also be

CiarT 6. EXTORT (61), IMiORT (6'2), GROsS BARTER (673), Net Barter (6°4).

—r2s

1913-14 =100,

N
e
K
g m i \'\f’ NS A
I v '
iy Y P /g
) \‘ ’ \ ;l-]ao
;1 =On., \
_,' ‘2\ '})' Q\ ,A g
50 < (63 Groe Burer & v e
' A) /
' \ ;f'
1
\
100 \ / -7
- . o
\ ’
o
73
(6'4) Net Barter
50 N T O T
1924-28 192930 193435

1%9-20

noted that both gross and net barter terms of trade of India in 1927-28 and 1928-29 were
nearer to the 19r3-r4 level than in any other post-war year. It is true that in 1925-26 our
net barter term of trade was closer to the 1913-14 level, but the gross barter tenm that year

was farther away.
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‘These Charts No. § and 6 are otherwise intcresting. It will be scen that the gross
and net barter terns of trade exhibit similar trends from 1927-28 to 1930-31, both rising
and falling together although not exactly to the same extent. Since then there is lack
of parity between the two. From 1930-3r to 1931-32, the net term fell by 0.8 but the
Rross term rose by as much as 5.9. During the ycar following, the former rose by 3.2
und the latter by 26.8. The figures for the subscquent years show an equally erratic
movement. The gross barter term was nffected by the considerable gold outflow, for it
not only met our foreign obligations but also paid for a substantial part of imports,
It is no wonder therefore that our imports rose proportionately higher than exports,
recording an increase in gross barter term.

Tven the net barter tenn figures are not free from irregularitics, but not to the same
extent. It should be remembered that in calculating the net barter term declared values
of exports and imports were utilised and the cflect of customs duties which were heavy
and variable was elininated to some extent.

The disparity between the quanta of exports and imports is cqually noticeable.
From 1921-22, the gap between the two continued to widen and began to narrow down
only after 1926-27. There was again a fairly wide disparity after 193r-32. The lack
of balance in the quanta of exports and iwmports and ia the gross and net barter terms point
to disturbances in economic conditions.

It is readily conceded that all the above tables and diagrams do not give any irrefu-
table proof that the fiscal years 1927-28 and 1928-29 were of comparative stability. Dut
there can be no gainsaying the fact that the data which are more dependable lead to that
conclusion. In any case, there is no doubt wh that the istics p d from
different fields of economic activity tend to show that adj was more let
during those two ycars than at any time before or after, whether cconomie stability as
enuncioted by economic theory was attained or not. It follows that all index numbers,
whether of wholesale prices or of cost of living or of other items of economic statistics,
should be reconverted to this basis in our official publications.

Tue HittoN YouNc RaTio.

The jon of overvaluation and undervaluation of the rupee as fixed by the Hilton
Young C ission has been ined by many ists, busi and admini
trators from different points of view. Instead of considering their views, it has been
thought advisable to look into the statistics of the period in question as given in Table
Table 1r.

TapLk 11, TERMS of TRADE, Cost op LIVING AND \WIOLESALE INDEX NUMDERS.

INDIA ENGLAND
Fiscal Year Calcutta Bombay floard of Ministry
. Net Darter | Gross Barter | Wholesale |Costof Living | Trade of Labour
(April—Mar.) Term of Trade(Term of Trade Index Numbes|  Index Wholesale [Cost of Livi
1013-14@100 | 1D18-13=100 Huly 1014 =100 July 1033-100 |Index Number(Index Numbei
1913=)00 151 =100
1025-20 D62 ms 1571 154 154 172
7-28 08°2 071 187 152 o 160
2829 952 ml s 37 139 168
Average for .
1021-29 32 71 He 140'8 1303 1673

» During the twa years 1027-28 and 192829, the obierved exchange rate was [7.97, which represents
Uie average of the weekly quotation for the T. T. sclliug rate published in the Indian Trade Juarsal.
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If we apply the theory of the purchasing power parity in its usual form, with index
numbers of wholesale price, we find the proper exchange rate for 1925-26 on the assuinp.
tion of there being normal conditions during the years 1927-28 and 192829 to be

17.97% 141 % g = 185,

If on the other hand we proceed on the basis of the pre-war equilibrium period when
the exchange rate was 16d. approXimately the parity rate for 1925-26=16x {§$=157.

‘This wnde discrepancy is partly due to the fact that the index numbers chosen do
not the ing power of money in India and in England.
Keynes however pomu out (Money, Book 11, Ch. V, p. 73) that “‘there is no justification,
even in the long run, for any precise, necessary or inmediate relationship between changes
in the rntc of exclmngc of the currencies of two countrics and the changes in their
C latively to one another. To suppose that there is, overlooks
the possibility of a change in the Terms of Trade.” From the Table No. 11, it will be
scen that the net term of trade in 1925-26 was practically the same as that in 1927-3
and pot materially different from that in the pre-war year.

‘The question now remains how best to musun.- the purchasing po“cr of moncy
in India and in England. Carl Snyder has d that for England it is
by a cowposite made up as follows:—

Poard of Trade wllalrule prices 2: Ministry of Laboar cost of living 3% : Bowley’s wages
index 3% : Rent 15.
For the correction of clearing figures in the Economist index of busincss activity for
variation in the purchasing power of money, the following composite has been used :—
“Economist” wholesale prices 1: Ministry of Labour Cost of Living 2: Ministry of
Labour Wages 2.

It is not possible to examine here fully the tion of a C pti dard for
India which has been done clsewhere by both of us. For the present, we may ouly
suggest that the Bombay cost of living index ‘gives a better idca of it than the Calcutta
wholesale prices index. In order that the manger of the construction of the index for
the United Kingdom may be as similar as possible to the method of construction followed
in India, we have thought it advisalle to take the Ministry of Labour cost of living
index for the United Kingdom. If that is dome, the parity rate for 1925-26 con be
calculated in the following way.

{a) On the assumption of there being a normal period during 1927 to 1929,
17.97 X Wik x y{{& = 17.92.

() On the assumption of there being a normal period in the pre-war years,
16x {43 =1787.

‘These two are not o much apart as those obtained above on the basis of wholeaale
indices,

We have now to test whether there was in fact a proper adjustment between exchange
and prices during the two years 1927-28 and 1928-29 which we have sought to cstablish
as an cquilibrium period, largely on a priori grounds. In other words, we should be
able to derive a parity rate for 1927-29 on the basis of the actual rate in 1913.14. If
that js done, the parity rate becomnes on the basis of cost of living indices 16x3433
or 17°26 which does not appreciably differ from the observed exchange rate of 17°97,
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TaBLE 12. INDIA'S VISIOLE BALANCK OP ACCOUNTS {IN CRORKS OF Rupexs),
Dara rxon Tix Keport of the Controlicr of Currency,

Avcrage of 5 Years
Ending

lﬂl&llllﬂl&lﬁllm!! 102425 | 192526 | 1926.47

Balaoce nl lnde in merchandise on private
aceo! we | +78 +56 +52 +1,38 | 41,61 | +70

Gold on private account and eutering into
balance of trade ... =29 | =8 | - |- 1| - 85| -19

Silver ditto =12 | - 2| - 17| -2
Total Visible Balance of Trade - +i6 | + 61 } +1,09 | +40
Council sales, Sterling purchases and similar
transfers e . e -1s | - 58| -~ 61| — 2
Reserve Councils and similar transfers +9 - - +2
Transfers of Goverantent Securities and remit-
tances through interest drafts on securilies - - 1= 2| =
Balance of remittances of funds - t -6 { - T - 6| -1
Total Visible Balance of Accounts o t— J +20 J + 4 Li- @[ 4280

specially when we remember that the barter term of trade 4vas then 95’2 in place of the
pre-war figure of 100.

It appears from the above analysis that the exchange rate was not put at an unduly
high level by the Hilton Young Commnission. Their mistake lay in the fact that they
stabilised the exchange at a time when the time was not ripe for stabilisation. It is
well known how led the world ditions were at the time. Ia India also there
was great instability, On reference to Table 10 it will be seen that the net term of
trade rose from 85°s in 1924-25 to 96°2 in 1925-26 and fell to 893 in the next year.
‘The gross barter terms of trade during these three years were respectively 73'o, 77°S
and 9o'9. How seriously out of joint India’s balance of accounts was, will also appear
from the following Table (No. 12) summarised from the Report of the Controller of
Currency for 1926-27. During 1926-27, the export surplus was small, nor ecould
remittance to London be eflected. Apart from these, the visible balance of accounts was
very unsteady as shown in the last line of the table, calling for large capital movements.

At this distance of time, things can be scen at a proper perspective. The relative
values of cconomic events have also comsiderably chapged. Even when these are con-
ceded, it is rather unfortunate that the rupce was sought to be stabilised in such a
troubled pericd. The strain for the maintenance of exchange began to be felt almost
immediately, pot because the exchnngc rntc was fixed too high as popularly supposed,
but because there were great if to be koned with both at home
and abroad.

[Paper veceived, June 1937.]
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