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PREFACE 

FOR a layman to have his say in matters 
reserved for experts and specialists is a 

dangerous venture. In the modem world, 
currency and finance are, like the ancient 
mysteries, a close preserve for the elect. And 
yet they govern our destiny far more than the 
gods of old did when the world was. young. 
Howsoever intricate and mysterious they might. 
be, we must understand them; for if we ignore 
them, we do so at our. peril. The controversy 
about the ratio has been with us now for many 
years and it has become an urgent problem 
for the State and the people. Professors and 
economists may argue and quarrel about the 
theory of it, . but the burden of the present 
ratio falls in practice upon our people and our 
industry and agriculture. The argument still 
goes on but there are few major questions in 
India on which there has been such a consensus 
of opinion and such a unanimity of opposition 
to the policy of the Government of India. 
Most experts oppose this policy; Indian busi­
ness men and manufacturers, having them­
selves suffered greatly under it, are bitter at its 



continuance; and the National Congress has 
again upeatcd in emphatic language ita con· 
demnadon ol it and demanded a change. I 
have no doubt in my o-,.~ mind that the 
ani1icially fixed exchange value ol the rupee 
baa injured not only our indusuy but aha the 
mass or our agriculturists. 

But the question now before us is noc 
merely one ol fixing one and four pence as the 
value ol the rupee. It is doubtful U even that 
will meet the requirements ol to-day. and it 
might be necessary to fix a lo•·er figure. We 
have had our finances and currency juggled 
Car too long in the interests ol British vested 
interests. The dme has come •·hen this must 
end. however much the British Government 
might object. 

I am glad that Alt. Ad.ukat baa •·rinen 
this book and I hope that many •·ill read it 
and thus gain an understanding of this impor­
tant problem. 

Albhabad 
January 9• 1939 

JAWAHARLAL NEHRU 



INTRODUCTION · 

FROM the point of view of the larger economic 
interests of India, the ratio question is of 

· considerably less significance than the question of 
the appropriate monetary standard to be adopted. 
It has by now become a common place of currency 

· literature that for a country· which has a wider 
ambit of internal than of ·external trade, mere 
exchange stability, which ·is ·secured regardless 

. of internal stability of production, prices and 
employment, is not· a proper justification for 
a standard. For this reason, so far as the question 
of the appropriate standard is concerned, it is 
beyond the shadow of a doubt that an independent 
standard is to be preferred to an exchange standard 
in the case of India. In spite of this, India has 
had an exchange standard of one kind or another 
almost since the very beginning and under various 
pretexts, while now finally the sterling exch~~ 
sta.Q.~ard . has been adopted in its purest form, 
in the teeth of opposition of Indian interests. 
However, it is not the sterling standard so much 
as the exchange ratio associated with the sterling 
link which has caused more bad blood than any~ 
thing else in the monetary history of India. It 
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is ob,ious that 50 long as the sterling ntms ron· 
tinues. the ntio 'ill rontinuc to dominate all other 
considcntions in the wping of a moncWy policy 
Cor IndiJ.. The contro\-ersy is nor. thcrcforr, 
dad. 

Tbrorctia.lly, the exchange probkm is one 
of the most interesting topics in moncury litera· 
ture and h.u rightly rttXivN iu rropcr .hue of 
anrotion from high authoritits such as Krynts, 
wsd, Ohlin and others. Tile ttntnl issue 
in the discussions has alv.·ays ken the ronart 
of an "equilibrium• or "narunl .. or "normal .. 
mio,l and the Indian achaoge problem has 
prnmtcd itsdf as one o£ the most intricate •rtili· 
ations o£ the doctrine in this rrgud. llov.·t\·tr, 
'?hm the Cm oC the rupte 'a"U irm·oably dtci.Jed 
in the ye1r 191.4 (ill J«to) and in 19'6 (ill j~~n). the 
purchuing~wcrp~ry doctrine reigned wprcmc. 
In 5pitc o£ tcchnial aiticism by Keynes and 
othas, the tnilim as 'a-cll as the fa.lhcy oC that 
doctrine dominated discussions on nchangc 
policies, 10 that it 'a"SS n-er roniblc Cor the rro­
ugonists as '-dl as the orponcnu oC the 1 Ll. 
mio to prove their "asn• to thtir mr.-n wiuac· 
tioo. lla..-cnr, much 'nter Ju.s 6o•-ed dov.'D the 
briJge lince thm and Corrign exchange dlCOIJ has 

IJ hue ~ this qunt¥JD ar cocWdcn.Lic length 
ia my book. Tl• n-;, .J At..u.;, P~ (P. S. King. 
Londoa. ., , ). . 
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made great strides. This is another reason why 
the ratio controversy·may legitimately be opened 
up again. Lastly, one more reason for re-opening 
the issue is the fact that a good deal of post-facto 
material, mainly of a statistical nature, has been 
made available in recent years. 

I am aware that much more could have been 
said on the ratio and on the monetary policy of the 
Government of India and a much deeper analysis 
made of the outstanding facts and figures than what 
I have attempted in this book. However, the 
subject-matter of this book is based upon a recent 
series of articles contributed by me to the Indian 
Finance. of Calcutta, the main purpose of which was 
to discuss this problem anew in as non-technical 
a manner as possible. Thus, this book is addressed 
to the general public, including students, commer­
cial men and politicians, rather than to that section 
of the faculty of economists who are accustomed to 
harder thinking. Elsewhere, in economic and 
statistical journals, I have dealt more thoroughly 
with some of the topics discussed here; I, there­
fore, refer the inquisitive reader to those places. 2 

It is a sad commentary on the politico-economic 
situation in the country that the Government should 
insist on repeating the same shibboleths over and 

1 See, in particular, Indian Journal of Economics, July 1931 
and January 1936; also Sankhya, November 1938; and 
Indian Finance, Reserve Bank Supplement, April 1931· 



over again. although they hne been rtfuted time-s 
"ithout number. These shibboleths hne again 
been fully dispro\Td and b.id low in this book.. 
It is a happy sign that the Congress is now Kised 
of the question. so to say, and that it is turning its 
attention, in an ever-increasing mtasure, to these 
problems of economic importance to the muntry. 
The ntio question. to my mind. is no lon~r one to 
be elaborately threshed out in an academia! far.hion; 
it has, on the mntn.ry, become a purdy PDiilifJ 
question. "·hich has to be Kttled by a trial of 
&trength, rather than by "-ordy argument. TI1e 
1uprtme callousness and disttgard. "·ith which the 
Go\-ernment has been turning do'\l'n all ttquests 
even for an impartial enquiry (such as the one 
implicitly promised by the l1rcamblc to the lkscn-e 
Bank of India Aa), in fact, sug~st that this is tllC 
only line of aaion im·ited by our monetary diaaton 
of Simla and London. It is to be sincrrcly hoped 
that the new Democracy, ,·hich is arising in India, 
will strike and strike decish·dy at this obnoxious 
hegemony of London iwtlt jinalll't, and, in tllC not 
\-cry distant fututt, attain tlut financial SO\-ertignry, 
"ith "·hich alone "'e can iharc the monetary rollcy 
of India to suit the ttquirrmcnts of our t141iDtwl 
economic system and "aithout ,,,hich any rolitial 
ro'-er must rtmain a hollow moclery. 

The book could not hn-e rome out unJcr 
more appropriue auspicn, in view of the fore· 
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going remarks. I am deeply grateful to Pandit 
Jawaharlal Nehru for his Preface which, if I may 
say so, is characteristic of his dynamic mind. 
Thanks are due to the Editor of the Indian Finance 
of Calcutta for permission to utilise and reproduce 
my articles on "The Rupee Ratio Reconsidered," 
which recently appeared in that J oumal. Kitabis­
tan, the premier national publishing house of India, 
deserves to be congratulated on producing this 
little volume in such excellent style. 

Allahabad University 
January, 1939· 

B. P. ADARKAR 
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