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DOES CURRENCY DEVALUATION REALLY IMPROVE TRADE BALANCE
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Introduction 

Ever since world currencies abandoned
gold standard and allowed their
rates to float freely against each other, there 
have been many currency devaluation 
events that have hurt not only the citizens 
of the country involved, but have also 
rippled across the globe. If the fallout can 
be so widespread, why do 
countries devalue their currency?
devaluation, has currency depreciation 
really improved and benefited countries 
adopting theses approach for export 
promotion trade balance?  

Devaluating a currency is decided by the 
government issuing the currency, and 
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Abstract 

The analysis shows that exports/ trade balance of a country could be influenced by the depreciation of domestic 
country currency. Hence export earnings would increase and thus it would improve trade balance.

the gold standard and allowed their exchange rates to float freely against 
other, there have been many currency devaluation events that have hurt not only the citizens of the country 
involved, but have also rippled across the globe. If the fallout can be so widespread, why do 

their currency? And post devaluation, has currency depreciation really improved and 
benefited countries adopting theses approach for export promotion trade balance?  

currency devaluation and trade balance 

Ever since world currencies abandoned the 
and allowed their exchange 

against each other, there 
have been many currency devaluation 
events that have hurt not only the citizens 
of the country involved, but have also 

he globe. If the fallout can 
why do 

their currency? And post 
currency depreciation 

really improved and benefited countries 
adopting theses approach for export 

Devaluating a currency is decided by the 
government issuing the currency, and as  

 

such it is a result of 
activities. One reason a country may 
devaluate its currency is to improve exports 
and combat trade imbalances
imbalance is a condition where country’s 
tangible imports are more than its tangible 
exports Devaluation causes 
to become more attractive and 
more competitive on the global market. 
Conversely this in turn means
imports would be more expensive, making 
domestic consumers less likely to purchase 
them. Devaluation of currency is good for 
exports; however, devaluation would cause 
higher level of import prices
more-so realistic in developing economies, 
as higher price of imported goods could 
bring inflationary pressure in the countries 
which have a lot of industrial need and 
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depreciation of domestic 
would improve trade balance. Ever since 
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energy resources as their major imports. 
Hence overall economic impact of 
devaluation of currency would be hard to as 
certain. Therefore, it is worthwhile to 
analyze the consequences of devaluation of 
currency. 

The world GDP in the year 2008 stood at $ 
63.129 trillion un-till it peaked in 2014 to 
$78.106 trillion and started contracting to 
settle at $73.434 trillion at the end of 20151. 
Since the start of 2014 economies have 
been battling to spur demand, both 
internally through near zero interest rate 
and externally through devaluating their 
currencies to become more export 
competitive. The developed countries tried 
to stimulate economy by making sure 
surplus availability of liquidity through 
quantitative easing. This strategy yielded 
results as the global GDP started picking up 
and reached to $75.44 trillion by the end of 
the year 2016. Quantitative easing brought 
down interest rates in many developed 
economies and induced a large amount of 
capital outflows to emerging economies 
since 2008. Initially at the peak of 2008 
Financial Crisis BRIC nation started 
witnessing massive amount of capital out-
flow, this out-flow can be attributed due to 
credit freeze and portfolio managers 
realigning or readjusting their portfolio 
according to risk and returns. As massive 
amount of QE by the developed economies 
started hitting capital markets, BRIC 
nation, once again started experiencing 
massive amount of capital inflow and all 
the moneystarted fueling stock markets as 
hot money. Some Asian countries 
experienced the so called ‘the fear of 
appreciation’. With appreciation emerging 
economies were able to import goods at 
lower price and were losing export 

competitiveness in external market. Many 
export led Asian economies started 
stagnating due to reduced export and 
increased import, causing trade deficit. 
However Economic growth in China and 
India – together accounted for about 18 per 
cent of global GDP in 2015, and 1/3rd of 
world population – decelerated sharply 
after the financial crisis. There was some 
recovery until 2011- 12 on account of 
monetary and fiscal stimulus, and 
resumption of capital inflows on account of 
the QE. The surprise in India’s case was the 
sharp slowdown from 2011-12, largely 
attributed to complacency and domestic 
policy mistakes. However, despite these 
mistakes, India’s growth rate from 2002-03 
to 2013-14 was among the ten highest in 
the world. China and India had a robust 
domestic demand and managed to sustain 
high economic growth after the financial 
crisis but the annual growth were lower 
than the precious decades. 

From our preceding discussion of exchange 
rate, it follows that when a currency of a 
country, devaluates / depreciates as a result 
of the Government policy actions, the 
prices of domestic exports in terms of 
foreign currency will fall. This will cause 
the increase in quantity demanded of 
exports. As a result, exports of a country 
will increase. On the other hand, 
depreciation or devaluation of domestic 
currency will make the imports from 
foreign countries more expensive in terms 
of domestic currency when the domestic 
currency is devalued or depreciates. 

Thus, higher prices of imports will induce 
individuals and firms in a country to import 
less and make an attempt to substitute 
domestically produced goods for imports 
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from abroad. Thus, as a result of 
depreciation or devalu-ation and 
consequently increase in exports and 
decline in imports, the net aggregate 
demand for domestically produced goods 
will increase.And with increased level of 
output, especially when industrial output is 
lower because of demand recession, there 
will be an increase in net aggregate demand 
or increase in expenditure on domestic 
output. This will cause expansion in output 
and is therefore likely to increase GDP. As 
a result, given a spurt in the aggregate 
demand the levels of GDP (National 
income) and price level increases. Thus a 
devaluation or depreciation can therefore 
serve as a stimulus to the economy. 

The exchange rate has an effect on the 
trade,which in turn affect the exchange  
rate, and so on. In general, however, a 
weaker domestic currency  stimulates   
exports and makes imports more expensive. 
Conversely,astrong domestic  currency 
 hampers exports and makes  imports 
cheaper    

Taking these effects into consideration the 
present study attempts to analyze the effect 
of devaluation of currency on exports of 
goods (if any) on BRIC nation. The 
research encompasses a period of eight 
years starting from the year 2008: i.e. the 
start of financial crisis to the 2016, the 
exchange rate over the said period and the 
trade balance – primarily verifying the 
effect on exports of the country.  

Below table shows the currency exchange 
rate of BRIC nations from 2008 to 2016 
and the percentage change every two years 
and an absolute change over the period of 
eight years. 

Conclusion 

From the above analysis it can be seen that 
there is positive correlation between 
devaluation of currency and increase of 
export of a country. While Brazil had a 
very minimal correlation of 29% of effect 
of devaluation of currency on exports from 
brazil, correlation for China stood very 
strong at 98%. India and Russia had a 
moderate to strong correlation while 
evaluating the effect of currency 
depreciation on exports  

The analysis shows that exports/ trade 
balance of a country could be influenced by 
the depreciation of domestic country 
currency. Hence export earnings would 
increase and thus it would improve trade 
balance. 
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08 
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Brazilian 
Real 
(BRL/US
D) 

1.609 1.8039 
12.11

% 
2.0095 

11.40
% 

2.2143 
10.19

% 
3.3206 

49.96
% 

106.38
% 

Chinese 
Yuan 
(CNY/US
D) 

6.8544 6.7817 
-

1.06
% 

6.3537 
-

6.31
% 

6.2038 
-

2.36
% 

6.2795 
1.22
% 

-8.39% 

India 
Rupee 
(INR/US
D) 

42.923 46.445 
8.21
% 

55.51 
19.52

% 
60.06 

8.20
% 

64.935 
8.12
% 

51.28
% 

Russian 
Ruble 
(RUB/US
D) 

23.447 31.2425 
33.25

% 
32.395 

3.69
% 

33.988 
4.92
% 

57.2195 
68.35

% 
144.04

% 

 
 
Negative sign indicates appreciation while positive figure indicates a devaluation/depreciation 
Source:https://in.investing.com/currencies/ 
 

Year India 
Exports 

∆% China 
Exports 

∆% Russia 
Exports 

∆% Brazil 
Exports 

∆% 

2008 $ 194.83 
B 

---- $ 1430.69 
B 

---- $ 471.61 
B 

---- $ 197.94 
B 

---- 

2009 $ 164.91 
B 

-15.3% $ 1201.61 
B 

-16.1% $ 303.39 
B 

-35.6% $ 152.99 
B 

-22.7% 

2010 $ 226.35 
B 

37.25% $ 1577.75 
B 

31.30% $ 400.63 
B 

32.05% $ 201.92 
B 

31.98% 

2011 $ 302.91 
B 

33.82% $ 1898.38 
B 

20.32% $ 522.01 
B 

30.29% $ 256.04 
B 

26.8% 

2012 $ 296.83 
B 

-3.01% $ 2048.71 
B 

7.91% $ 529.26 
B 

1.38% $ 242.58 
B 

-5.25% 

2013 $ 314.85 
B 

6.07% $ 2209.01 
B 

7.82% $ 521.84 
B 

-1.40% $ 242.03 
B 

-0.23% 
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2014 $ 322.69 
B 

2.49% $ 2342.29 
B 

6.03% $ 496.81 
B 

-4.79% $ 225.10 
B 

-6.99% 

2015 $ 267.44 
B 

-17.2% $ 2273.47 
B 

-2.94% $ 341.42 
B 

-
31.27% 

$ 191.13 
B 

-
15.09% 

2016 $ 264.14 
B 

-1.23% $ 2097.63 
B 

-7.73% $ 281.85 
B 

-
17.44% 

$ 185.29 
B 

-3.05% 

Agg 
∆ 

35.57% 43.61% -40.23% -6.39% 

 

Analytical Outlook – Regression Statistics 

Particular India China Russia Brazil 
Multiple R 76.65% 98.80% 80.13% 29.08% 
R Square 58.75% 97.63% 64.20% 8.45% 
 


