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REFERRING TO THE rise of India’s
fortunes after the rupee was deval-
;tied in 1991, Sixteenth Finmance
CofrmxlssmnchammanArvmd Pana-
- gariya on Monday said the current
policyofaliowingtherupeeto depre—
ciateinthelongrunwhilemanaging
itintheshortrunistherightone. .-
- “Thedevaluationof therupeewas
| incrediblyhardin1991,but thatwas
1 such-an incredibly important step.
- The entire liberalisation would have
failed had the devaluation not been

done,” Panagariya said at the Idea -
Exchange, commending the then

finance minister Manmohan Singh
forsuccessfully pushing that pohcy

The 1991 devaluation opened

the door for further depréciation of
therupee Withinadecade, therupee
hiad reached from ¥17-18 per US
dollar in 1991 to T46 perdollarin

‘2002 o1.2003. The devaluation:

| paved theway for the benefits of lib-
alisation to fructify, said Pana-
gariya who-authored the recerit
book: The Nehru Development Model.
1= “In the decade that followed,
i experts of merchandise alone rose
from $50billionin 2002 to$300bil-

lionin 2011-12..withinadecadesix- -

-fold increase”The exchangeratewas
T61in2014andtodayitisataround
£86.S0,it’s not as dramatic as from
1992 t0 2022, but still, considerable
depreciationhas happéned.

He said rupee depreciation pro-
: v:des some protectton whichis what

"helped the 1991 reforms. ”Experts :

flourished, imports licensing liber- ©
alised and tariffs were brought- .
down,”hesaid, addmgthatdeprema
tionworksinmanywaysforthe good ~
ofeconomic fortunes.

Since the 1966 experience, cur--
réncydevaluationwas generally per-
ceived tobesomethingnot reaﬂvvery
good about it. Faced with balance of
payment crisis, the then Indifa
Gandhi government devalued the
rupee by 57% to a dollar, triggering
bittercriticismin Parliamentand the
mediathatitwas“sell-outtoAmerica
and theWorld Bank”However,Pana-.
gariyasaidatthe policy level Indiais
a lot wiser after the brief periodiof
2009 to 2015, when it allowed thi
rupee to find its own place with
hands-off approach. India faced
some headwinds -due to. this
approach when the US Federal Bank
decided totaperits quantitative€as-

. ing program, leading to outflows..

“1 still think that what we have
done..has been the righit policy...not
lean against exchange rate move-
mentthatthe marketlsgeneraﬁngm
the longer run. If in the longer

rupeeneed to depreaa’te for gbviou
reasonsourinflation ratelsgenefaﬂ
hlghetﬂxanmanyofouruadmg yart
ners. So, you do need the rupe
depreciate. We do that. But in the -
short run,we try to smooth this
Hesaiditwasunwise tohavea
off approach to'exchange rate man-
agementglvenﬂlatmdlalsrecxpient -
of very large remittances, @' net
nnporterof capl’cal s b




