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Leb x = quantity of imports
y = quantity of'e}qaorts
Py = price of imports

py = price of exporis

7y = elasticity of demand for imports

)fy = elasticity of {{orzign)} demand for exports
€, = elasticity of (foreipn) supply of imports
E‘y = elagticity of supply of exporis

D = percent of deurecistion
The effect of a depreciatlion of D on the demand for foreisn
surrency arising from the purrehase of goods in any iwport “eatapory®

is piven {in terms of foreign curroncy) by
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T'ron these definitions we obtain
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while from (3) and (L), we get
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The relative change in demand fuir foreim currency resulting fronm a
depreciation of D can therefore be writien
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or if Jyx is treated as the abgsolute value of the price eclasticity of
¢amand for the Tecategory® in question,
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Similarly, the relative chenge in suprly of forsign currency resulting

from the effect of depreciation on any exuort category can be shown to
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The improvement in the balance of trade resultling from duprecialicn,
asguning only one cxport and one import commodity, is given by:
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which if trade was originally balanced and all supply elasticities are

infinite, reduces to:
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Bias inveolved involved in use of tobtal impert index to oblain an
"elasticity of demand for Imporis® for use in prodicting the effects
of depreciation:
Assvme: (9) no subgtitubion between imporled goods,
(10) all foreign ¢lasticities of supply = ©°,
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refers Lo initlal value of imporits, and ?°
refors o iritisl value of price index.
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We ymst now consider whether "C‘E dd 3¢ negligible in magnitude,
v



From (1k),
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Then,
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Equations of the form log x = LT *3’{1 Loy EJ-E +°<2 log ¥ were
Z

derived for the category of spices Dor the period 1923—19‘39 {omitting
1930}, using different combinations of Laspeyre and Paasche price and

quentity indexes, with the follodrn: reoulibs:
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