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1. INTRODUCTION 

 
Investors usually won’t spend much time on studying 

the currency movement. Many skipped the news of the Indian 

rupee hitting as low of against the dollar, even though it would 

hurt the economy and it also increase the inflation. Rupees did 

not get as much priority as Sensex/Nifty even in business 

journal/television. Investor genuinely doesn’t understand the 

currency market to make sense of such news. Market expert 

attributed the weakness in rupees will slow down the domestic 

growth leading to weak stock market, widening trade gap, and 

political log-jam in attracting long term capital flow. In this 

context this paper attempts to highlights the major issues, 

challenges and its possible impact on the economic growth. 

   
 

2. ISSUES AND CHALLENGES 

 
2.1 OIL COMPANY 

 
Oil Company like HPCL, BPCL and IO and corporate 

bought dollar desperately put pressure on heavy dollar demand, 

the rupee reaches and cross the 53 mark to the dollar. There were 

rumors that RBI would give direct access to oil company from 

their reserves, but yet there was no confirmation. If the RBI does 

there would some relief as the oil company would not come to the 

market. 

 

2.2 INFLATION 

 
India imports almost 80% of its crude oil requirement. 

India is importing inflation through oil import route because of 

depreciated rupees. Currency depreciation will put more pressure 

on inflation. Strictly speaking inflation and lack of infrastructure 

will pull down the productivity gain of our country. 

 
2.3 EXTERNAL FACTORS AND DOMESTIC 

FACTORS 
 

External factors and domestic factors will pay a big role. 

Global risk and weak domestic prospects (IIP figure, lower 

domestic growth forecast) will continue to keep the bias titled 

towards a weak rupee in the near to medium term. RBI is yet to 

take a decision whether to introduce in the forex market to protect 

the Indian currency, linking the decline to rupee to the sovereign 

debt problem in Europe. Lack of firm preparation to tackle the 

Euro zone crisis is seem as a harmful for the market and is 

driving investor to safe heaven currencies like dollar. European 

bank are not willing to lend to the emerging market due to debt 

crisis in euro zone. Apart from Euro zone uncertainties, the 

increasing short term interest rates in India also continue the 

rupee under pressure.  

 
2.4 RISK AVERSION 

 
Risk aversion is prompting FII to cut equity position in 

India and other emerging mark economies and invest in save 

heaven like US treasuries and gold. The rupee come under 

pressure as FII cut their position in the domestic equity market 

and converts the money into dollars for takes them to their home 

countries. India has been weighed down by the twin deficit trade 

and fiscal. But inflow in the form of FDI, FII mostly from 

European bank were strong which helped the currency in the 

future. 

 
2.5 APPAREL INDUSTRY 

 
Rupee depreciation has not had an immediate impact on 

the apparel industry. Rupee depreciates close on the heels of 

cotton price rise and excise duty will be a big blow. There will be 

no large scale impact on those brands that have less import 

content. 
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2.6 RBI INTERVENTION 

 
RBI have pressed dollar sales through PSB to stem the 

depreciation of rupees, this action did not have the desired 

impact, RBI capability to interfere in the foreign exchange market 

in the limited clouded the rupee sentiment. Since the currencies 

like euro and pound are puny against the dollar the rupees also 

remain weak. 

 
2.7 IMPORTER 

 
  India is a net importer of goods from foreign trade. A 

sharp depreciation in the rupee in recent times could pose a 

challenge for the import bill. 
 
2.8 PRICE INCREASE IN GOLD:  

Increase in price of gold has brought a panic among the 

gold investors. In order to make themselves safe they seek for the 

alternative investment. Now-a –days most of the investors started 

moving towards dollar. This demand in dollar is also causing 

depreciation of rupee. 

 
2.9 DEBT INFLOW 

 
With the growing interest rate disparity between India 

and developed world, there was a considerable boost in debt 

capital inflow into the country. In the last couple of years India 

overall external debt outstanding of June 2011 was 317 $ billion, 

an increase of 38% in last two years. Additionally sizable par of 

Indians externals debt is believed to be financed by European 

bank, which were the most active lender to emerging Asia which 

is higher that US and Japanese bank put together.  

 
2.10 CURRENT ACCOUNT DEFICIT 

 
So long as the current account is insufficiency the 

natural trend of the rupee is to drop whether and how much it 

comes down depends on the velocity and trend of capital flow 

and RBI intervention. 

 
2.11 VOLATILITY IN THE DOMESTIC EQUITY 

MARKET 

 
Indian equity market is unstable for some time, so, the 

FII’s are in dilemma whether to invest in India or not.  When the 

FII’s are pulling money out of Indian stock market, rupee will be 

depreciated. 

 
2.12 INTEREST RATE 

 

Normally higher real interest rates attract overseas 

investment but due to decrease in growth there is mounting 

pressure on RBI to reduce the policy rates. During their periods 

foreign investors won’t invest in India. This affects the capital 

account flows of India and puts a depreciating pressure on the 

currency. 

 
2.13 COALITION POLITICS 
 

Due to Coalition politics exist in India, government 

faces lot of hardships to push the much-needed reforms in many 

sectors. This creates panic among overseas investors who are 

interested to invest in India. 

 

3. CONCLUSION 

 
Indian business communities are the net borrower of 

dollar and the extent to which in affects the balance sheet 

depends upon the depreciation rupees. Company with foreign 

debt on their book is badly affected if this situation continues. 

With the rupee decline against the dollar the company will need 

extra rupees to repay their loans in dollar. This will increase the 

debt burden and lower the profit. Uncertainties in the Euro-zone 

and Moody’s decision to review its rating for European countries 

are also adding to worsen the rupee anguish. In this scenario it 

will be better of the investors to stay away from investing in the 

company with high foreign debt. 
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