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PREFACE

Prof. A.K.Das Gupta (1886) observes in h{§-~
"Epochs of Economic Theory" : the fundamental methodological
position of economics is that it is essentially "relativist"”
in contrast to "absolutist"™ natural sciences. To quote him:
"the propositions of economic science do not satisfy what
one might call universality criterion. The reality with
which physical sciences are concerned is supposed to be
given and constant. The assumptions that a scientist makses
concerning the occurrence of physical phenomena are thus
valid universally not only with respect to spaca,’but also
with respect to time. Economists deal with a universe where
data are freakish and are not valid universally, and wherse
phenomena emerge which were not only not known befors, but
had not existed before... In sconomics old theoriss do not
die. And they do not die, not because one is built on the

other, but because one is indspendent of the other" (p.2).

Although one would not unquestioningly accept
Prof.Das Gupta’'s point of view, it is extremely fascinating
and applicable to exchange rate economics. Indeed, one can
look upon the evolution of a host of balance of payments
theories as a sequence of models on devaluation, sach shaped
by a set of particular circumstances and the then prevailing
analytical tools of economic thseory. The evolving new
perspectives on exchange rate economics under the impact of

recent currency experience can be also treated as a measured



response to specific sconomic issuss and the special circum-

stances prevailing during the "70s and '80s.

With the emergence of floating rates in the early
'70s5 and the recurring o0il crisis through the '70s and the
concomitant stagflationary impacts, followsd by the U.S.
policy engineered monetary shock, the world economy has now
become vastly different than what it was during the era of
Bretton Woods system. The decade of 195805 has coms to a
close with the unification of Germany and Saddam’s oil
shock. With a steep erosion in its sconomic and political
hegemony and unilateral economic excursion in adopting
autonomous policies in pursuit of domestic objectives, the
U.S. no longer serves as an anchor for the market based
current managed float. The great deal of integration amgng
international financial markets and their relative domina-
tion over the real sector behaviour of the world economy has
intensified the growing macro sconomic and monetary interde-
pendence generating thereby perennial conflicts bestween the

markets and national governments.

Against this backdrop, the work aims at assessing
the exchange rate experience, of the ’'70s and ’'80s. While
sccomplishing this objesctive Robsrt.M.Solow’s words are kept
in mind: "The interests of scientific economics would be
better served by a more modest approach. There is enough
for us to do without pretending to a degree of completeness
and precision which we can not deliver... the true functions

of analytical economics are best described informally: to



organize our necessarily incomplete perceptions about the
economy to see the connections that the untutored eye would
miss to tell plausible -sometimes even convincing causal
stories with the help of a few central principles and to
make rough quantitative judgements about the consequences of
gconomic policy and other exogenous avents. (Robeart. M.

Solow, American Economic Review (1985). p.329.)

It is explicitly acknowledged that the tremendous
insight shown by erudite scholars formed the basis for this
interpretative study. In view of the vastness and compleax-
ity of the subjesct it has become difficult to inc;rporate
all aspects in the main text and hence additional interprs-
tations have besen included under 'Notes’ and "Appsndices".
They do not hang in isolation but instead carry ths flavour

of the main text.

The central theme of this work is that the macro
economic behaviour of the U.S. under floating regime, espe-
cially during the '80s appears to be a great exogenous
disturbance to the world esconomy and a major irritant in ths
dynamic functioning of floating rates and therefore any
attempt towards reform proposals and international policy
coordination will be a futile exercise, unless the fundamen-
tal financial discipline begins at the U.S. first and perco-

late down to the rest of the world.

(iv)
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