
THE DEBATE ON CAPITAL ACCOUNT CONVERTIBILITY

Insight. Capital Account Convertibility: A Neglected Consideration. In the debate on capital account convertibility,
financial and macroeconomic objectives and.

Chidambaram, set in motion the move towards full capital account convertibility by mentioning it in his
Budget. Having a nonconvertible currency makes it harder for a government to participate in the international
market because these transactions generally to take longer to execute. In this article, we look at the current
state of Indian markets within the existing partial rupee convertibility scenario, what a change could mean for
India and the world, and the pros and cons of rupee convertibility. This limit was fully used up last year when
foreign investors rushed to buy Indian debt on the expectation that falling inflation and lower interest rates in
the economy would be positive for bonds. The academic criticism of the proposal of full convertibility of the
real was first carried out by Belluzzo and Carneiro and Oreiro et al. It's nothing but scary if one is thinking
about moving to capital account convertibility. Last but not the least is the banking system. Currencies that
aren't fully convertible, on the other hand, are generally difficult to convert into other currencies. Is it likely to
happen in the next one or two years? Current account convertibility implies that the Indian rupee can be
converted to any foreign currency at existing market rates for trade purposes for any amount. Is that the
direction that India will eventually move in? To borrow a phrase the governor used in a recent analyst
conference call while rubbishing talk that the RBI would make the 6. India has taken several steps to alter
some of its standardized currency policies including demonetization. While the current account deficit has
plunged from 4. A higher current account deficit indicates vulnerable position of the domestic currency, while
the fiscal deficit has implications for inflation as well as interest rates. As recently as February , the RBI
banned incremental investments from foreign investors into commercial paper due to the short-term nature of
these investments. I remember precisely the same discourse on earlier two occasions. The debate on capital
account convertibility and capital controls in Brazil Pages 14 In there was an interesting debate related to the
effects of financial liberalization in Brazil, that began with a short article written by the former President of the
Central Bank of Brazil, Persio Arida, first published in a business newspaper Valor Economico on December
11,  Government officials, economists and investors all weigh in on the pros and cons of convertibility until
the regulator douses the debate by saying that while India will eventually move towards fuller convertibility,
the timing is not right. After full convertibility, there will be no limits on the amounts exchanged and no need
for approvals. However, if the U. Regulators like to keep control over their territories. Treasury Bonds. Some
of the disadvantages include higher volatility, an increased burden of foreign debt, and an effect on the balance
of trade and exports. Making the rupee a fully convertible currency would mean increased liquidity in
financial markets, improved employment and business opportunities, and easy access to capital among others.
Once the regulations on exchange rates go away, India risks losing its competitiveness in the international
market. At the time, heavy selling from FIIs in government debt, particularly short-term debt, had led to a
sharp fall in the Indian rupee. Trading of the INR is still far lower than other currencies such as the euro.
Every few years, the argument is made that India must move towards fuller capital account convertibility.
Export-oriented economies like India and China prefer to keep their exchange rates lower to retain the
low-cost advantage. Increased liquidity in financial markets.


