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FALL OF RUPEE

Recently, the Indian rupee plunged to a fresh low of 77.63 in intraday trade against the U.S. dollar.

Rupee
Exchange Rate

o e

The rupee’s exchange rate vis-a-vis the dollar is essentially the number of rupees
one needs to buy $1.

The value of any currency is determined by the demand for the currency as well
as its supply. When the supply of a currency increases, its value drops.

Determining

On the other hand, when the demand for a currency increases, its value rises.

Rupee’s value

In the wider economy, central banks determine the supply of currencies, while the
demand for currencies depends on the amount of goods and services produced
in the economy.

When a currency’s value against other currencies weakens through market forces—
that is, demand for and supply of foreign currency —it is called depreciation.

Currency
Depreciation

On the other hand, ifitis weakened through administrative action, it is devaluation.

o While the process is different for depreciation and devaluation, there is no
difference in terms of impact.
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Reasons that
led to a slump

in rupee value

Implications

of rupee
depreciation
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Geopolitical risks: Uncertain global conditions have triggered a risk appetite for
the weakening of the rupee.

A sell-off in the global equity markets, triggered by the hike in interest rates by
the U.S. Federal Reserve.

The war in Europe and growth concerns in China due to the COVID-19 surge.

US Fed Rate Hike: The U.S. Federal Reserve has been raising its benchmark interest
rate causing investors seeking higher returns to pull capital away from emerging
markets such as India and back into the United States.

o This, in turn, has put pressure on emerging market currencies which have
depreciated significantly against the U.S. dollar.

Increased import burden.

Expensive Imports: Depreciation of the rupee is likely to make imports more
expensive for India, which meets more than two-thirds of its domestic oil
requirements through imports.

Higher Food Inflation: India is also one of the top importers of edible oils. Thus,
a weaker currency will further escalate imported edible oil prices and lead to
higher food inflation.

Boost to Exports: India’s products become more competitive because depreciation
makes these products cheaper for foreign buyers.

Widening Current Account Deficit: The current account deficit is bound to widen,
depleting foreign exchange reserves and weakening the rupee.
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