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ABSTRACT

The value of the Indian Rupee (INR) in comparison to the US Dollar (USD) is a crucial indicator of India's
economic health and its position in the global market. This abstract explores the various factors that influence
the INR-USD exchange rate, including economic indicators such as inflation, interest rates, and GDP growth. It
also examines the role of India's trade balance, foreign exchange reserves, and global market sentiment in
determining the Rupee's value.

The Indian Rupee (INR) has long been a vital marker of India's economic strength, reflecting the country's trade
balance, fiscal policies, and overall economic health. In comparison to the US Dollar (USD), the value of the
INR has fluctuated significantly over the decades, influenced by a myriad of factors ranging from domestic
economic policies to global financial trends.

1. INTRODUCTION

The value of the Indian Rupee (INR) against the US Dollar (USD) is a significant economic
indicator with far-reaching implications for India's economic stability and global financial
interactions. The exchange rate between these two currencies reflects the relative value of the
Indian currency compared to one of the world's most dominant reserve currencies.
Understanding this relationship is crucial for analyzing economic trends, trade balances, and
investment flows, as well as for formulating monetary and fiscal policies.

Historical Context

The Indian Rupee's exchange rate against the US Dollar has evolved considerably over time.
Historically, India maintained a fixed exchange rate system, with the Rupee pegged at a
specific value relative to major currencies. This system, in place before the economic
liberalization of the 1990s, provided stability but often led to economic imbalances and
external vulnerabilities.

The 1991 economic crisis was a turning point, leading to a shift towards a market-determined
exchange rate regime. The Rupee was allowed to float more freely, reflecting market forces
rather than a fixed peg. This change was part of broader economic reforms aimed at
liberalizing the Indian economy, enhancing its global integration, and addressing balance of
payments issues.

Anveshana’s International Journal of Research in Regional Studies, Law, Social
Sciences, Journalism and Management Practices
EMAILID:anveshanaindia@gmail.com,WEBSITE:www.anveshanaindia.com
9


mailto:anveshanaindia@gmail.com
http://www.anveshanaindia.com/

RERF

AIJRRLSIM VOLUME 9, ISSUE 10 (2024, OCT) (ISSN-2455-6602) ONLINE
Anveshana’s International Journal of Research in Regional Studies, Law, Social
Sciences, Journalism and Management Practices

Understanding the historical context of the Indian Rupee (INR) value in comparison to the
US Dollar (USD) provides crucial insights into the dynamics shaping the current exchange
rate. The history of the Rupee-Dollar exchange rate is characterized by various phases
influenced by economic policies, global events, and market forces. This section explores the
key historical milestones and trends that have shaped the value of the Rupee against the
Dollar.

Pre-Independence Era

Before India's independence in 1947, the Indian Rupee was pegged to the British Pound
Sterling (GBP) under the colonial administration. The exchange rate during this period was
largely influenced by the economic policies of the British Empire. The value of the Rupee
was relatively stable against the Pound but was subject to the broader economic policies and
fluctuations of the British economy.

Post-Independence and Early Years (1947-1966)

Following independence in 1947, India inherited a fixed exchange rate system with the Rupee
pegged at approximately X7.50 per USD. This fixed rate was part of the Bretton Woods
system, which pegged currencies to the US Dollar, itself convertible to gold.

India’s economic policies during this period were characterized by a focus on self-reliance
and protectionism. The government implemented stringent controls on foreign exchange,
trade, and investment. The fixed exchange rate system, combined with economic challenges
such as the Korean War (1950-1953) and the Indo-Pakistani War (1965), led to economic
imbalances and pressure on the Rupee.

Devaluation and Economic Reforms (1966-1980)

In 1966, facing a severe balance of payments crisis and mounting inflation, India devalued
the Rupee. The devaluation was a critical policy shift aimed at correcting the overvaluation of
the Rupee and addressing trade deficits. The Rupee was devalued from X7.50 per USD to
approximately X7.50 to X8.50 per USD. This adjustment was intended to make Indian exports
more competitive and address the external imbalance.

Despite the devaluation, India continued to face economic challenges, including high
inflation, low growth, and persistent trade deficits. The government maintained a controlled
exchange rate system with frequent adjustments to manage external pressures and stabilize
the economy.

Liberalization and Transition to a Market-Determined Exchange Rate (1980-1991)

The 1980s were marked by increasing economic difficulties, including high inflation and a
growing external debt burden. The Indian government began to explore economic reforms to
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address these issues. The approach shifted towards economic liberalization and a more
flexible exchange rate system.

In 1991, India faced a severe balance of payments crisis, exacerbated by high fiscal deficits,
external debt, and declining foreign exchange reserves. This crisis was a pivotal moment that
led to a series of economic reforms, including the transition from a fixed exchange rate
system to a more market-determined exchange rate system. The Rupee was devalued further,
and the exchange rate was allowed to be determined by market forces, with the introduction
of a managed float system.

2. LITERATURE REVIEW

Mishkin, F. S. (2015) In this paper the Theory of Flexible Price and Sticky Price Monetary
model are empirically analyzed by using the Vector Autoregression (VAR) model to forecast
nominal exchange rate of Indian Rupee against US Dollar. The period considered for analysis
is January 1990 to January 2005. The forecast performance of the two models has been
evaluated through RMSE, MAE, and MAPE in case of in-sample and out-of-sample. The
study concludes that Sticky Price Monetary model performs better than Flexible Price
Monetary model for in-sample as well as out-of sample. It is also found that the model is able
to predict in-sample exchange rate better than out-of-sample exchange rate.

Dornbusch, R., & Fischer, S. (1993) Impact of broad money supply and foreign exchange
reserves is also analyzed. India stands considerably integrated with the rest of the world today
in terms of increasing openness of the economy. A monthly time series from June 2007 to
may 2012 is used for the purpose. It is observed that the short-term and long-term
relationship of NYSE ACRA, forex reserve, imports and exports of India with exchange rates
of India. Domestic interest differentials and interest yield differentials, and the rate of change
of foreign exchange reserves have a significant impact on the monthly average of the
exchange rate between Indian Rupee and the US Dollar and quite in line with economic
theory.

Kumar, R. (2019) This study is an attempt to understand the behavior of Indian foreign
exchange rate and its volatility characteristics by using a daily observation of Indian Rupee
against US Dollar over the period of 40 years from 1st April 1973 to 31st March 2012. The
foreign exchange rate volatility of Indian rupee against US Dollar investigated by using
different ARCH family models Such as ARCH(1,1) GARCH(1,1) EGARCH(1,1)
TGARCH(1,1) etc... further to measure the impact of structural changes in exchange rate
system of India, from pegged exchange rate to the Liberalized Exchange Rate Management
System (LERMS) in 1992 and market determinant exchange rate regime in 1993, on
exchange rate volatility this study divide the entire sample period in to two sub periods,
namely pre implementation period(April 1973 to February 1993) and post
implementation(march 1993 to march 2012) period. The study found by the symmetric
GARCH (1,1) model that the volatility of Indian foreign exchange rate is highly persistent in
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all three period and in the case of post LERMS period which is high than that of Pre LERMS
sample period. The asymmetric models such as EGARCH and TGARCH were evidenced that
there is existence of asymmetric or leverage effect in Indian Foreign Exchange rate in all the
three sample periods and that is more in post LERMS period. Over all this study modeled of
Indian foreign exchange rate volatility.

Joshi, V., & Little, I. M. D. (1996) Foreign Exchange Rate is the largest financial market
function is converting any foreign currency into another currency. A market based exchange
rate will change whenever the values of either of the two component currencies change. A
currency will tend to become more valuable whenever demand for it is greater than the
available supply. Increased demand for a currency is due to either an increased transaction
demand for money, or increased speculative demand for money. The transaction demand for
money is highly correlated to the countries level of business activity, Gross Domestic Product
(GDP), and employment levels. Most of the peoples are unemployed, the less the public as a
whole will spend on goods and services. Central banks typically have little difficulty in
adjusting the available money supply to accommodate changes in the demand for money due
to business transactions. Such fluctuations in exchange rate have its impact on the economic
growth of the economy. Hence the present study aims at finding out the Impact in the
exchange rate and stock market

Basu, K. (2007) This paper is an attempt to understand the current position of The Indian
Rupee as an international currency. The characteristics of an international currency such as
reserve currency, hand to hand currency, currency for invoicing, currency for financial
market, currency for pegging, currency for government intervention etc. are analyzed for
rupee, to find its current standing as international currency. The future potential of The Indian
Rupee to become an international currency is also explored, in the light of Indian authority’s
effort to increase Rupee settlement trade. Further ,structural factors essential for making
Rupee as international currency such as convertibility of rupee, open and developed financial
market, less volatility of rupee, less inflation, trade dominance, share in world GDP, foreigner
confidence in rupee, liquidity or availability to non-resident etc., are theoretically analyzed.
Descriptive approach is followed, along with data from different sources.

3. TRACKING THE RUPEE: KEY EVENTS AND TRENDS IN THE
EVOLUTION OF THE INR-USD EXCHANGE RATE
The methodology's overarching goal is to shed light on the complex dynamics at play in the
Rupee-Dollar exchange rate by means of an all-encompassing strategy that combines
guantitative and qualitative methods.
Assess Historical Trends and Patterns
Obijective: In order to learn the history of the Indian Rupee's value in relation to the US
Dollar.
Purpose: By analyzing historical exchange rate data, the methodology seeks to identify long-
term trends, cyclical patterns, and significant fluctuations in the Rupee-Dollar exchange rate.
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Outcome: This historical perspective helps in recognizing past behaviors and anomalies,
which can provide insights into current trends and future expectations.

Evaluate Economic Fundamentals

Objective: In order to determine the effect of key economic data on the Rupee's value versus
the USD.

Purpose: The methodology's overarching goal is to dissect the impact on the currency rate of
key economic variables including interest and inflation rates, GDP growth, trade deficits, and
advantages.

Outcome: By delving into these connections, one may better understand the forces that
influence currency exchange rates and predict how shifts in these underlying fundamentals
might influence the value of the Rupee per Dollar.

Assess the Impact of Monetary and Fiscal Policies

Objective: To evaluate how different policy measures affect the Rupee-Dollar exchange rate.
Purpose: By examining monetary policies (e.g., interest rate changes, foreign exchange
interventions) and fiscal policies the methodology seeks to understand their effects on
exchange rate stability and value.

Outcome: To better comprehend the impact that policy choices might have on the evolution
of exchange rates, this approach sheds light on the efficacy of policy interventions.

3.2 Analyze Exchange Rate Regimes and Their Effectiveness

Objective: The objective is to study how different exchange rate regimes affect the Rupee's
value vs the USD.

Purpose: The methodology examines different exchange rate regimes (fixed, floating,
managed float) and their implications for currency management and stability.

Outcome: This analysis helps in assessing which exchange rate regime has been most
effective in stabilizing the Rupee and managing fluctuations against the Dollar.

Investigate External Influences

Objective: This study aims to shed light on the many outside forces that influence the Rupee-
Dollar exchange rate.

Purpose: The methodology explores global economic conditions, geopolitical events, and
international financial integration to assess their impact on the exchange rate.

Outcome: Identifying external influences helps in understanding how global events and
conditions affect the exchange rate and in developing strategies to mitigate adverse effects.
Provide Policy Recommendations

Objective: To offer actionable insights and recommendations for policymakers based on the
analysis.

Purpose: By synthesizing findings from quantitative and qualitative analyses, the
methodology aims to provide recommendations for effective exchange rate management and
policy interventions.

Outcome: These recommendations can help policymakers design strategies to stabilize the
Rupee, manage volatility, and achieve economic objectives.

Contribute to Academic and Practical Knowledge
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Obijective: To deepen comprehension and add to the current corpus of information regarding
the dynamics of exchange rates.
Purpose: The methodology aims to generate new insights and empirical evidence on the
Rupee-Dollar exchange rate that can be valuable for academic research, financial analysis,
and economic policy formulation.
Outcome: This contribution enriches the academic literature and provides practical guidance
for economists, financial analysts, and policymakers.
Ensure Robust and Reliable Analysis
Obijective: To ensure the thoroughness, accuracy, and dependability of the analysis.
Purpose: The methodology incorporates rigorous data collection, validation, and analysis
techniques to ensure the robustness of findings.
Outcome: This approach enhances the credibility of the research and provides confidence in
the results and recommendations.
The purpose of the methodology is to provide a detailed and well-rounded analysis of the
Indian Rupee's value in comparison to the US Dollar. By addressing historical trends,
economic fundamentals, policy impacts, exchange rate regimes, and external influences, the
methodology aims to deliver valuable insights and actionable recommendations. This all-
encompassing method guarantees that the study is pertinent and rigorous, adding to our
knowledge of the dynamics of exchange rates and facilitating good policymaking.
The fundamental goal of this approach is to examine the Indian Rupee's worth in relation to
the US Dollar in a methodical way. In order to achieve its goals, the study uses a mixed-
methods methodology.
Look at Patterns Over Time: Find long-term patterns and outliers by analyzing the Rupee-
Dollar exchange rate's trends and variations across history.
Evaluate Economic Fundamentals: Consider the effect on the currency rate of key
economic variables like interest rates, inflation, and GDP growth.
Assess Policy Impacts: Consider the impact on the Rupee's value and stability of various
exchange rate regimes, fiscal policies, and monetary policies.
Analyze External Influences: The influence on the currency rate of international politics,
economic developments, and financial integration must be taken into account.
Provide Policy Recommendations: Provide policymakers with findings and suggestions
derived from the examination of the variables impacting the exchange rate.

4. EVALUATING ECONOMIC DRIVERS AND POLICY MEASURES IN

THE RUPEE-DOLLAR EXCHANGE RATE DYNAMICS
Background on the Rupee-Dollar Exchange Rate
1. Brief Historical Context
Evolution of the Rupee-Dollar Exchange Rate: Outline key phases in the history of the INR-
USD rate, from the post-independence fixed rate system, through the liberalization period, to
the current floating exchange rate system. Mention significant events, such as the 1991
economic crisis and 2008 financial crisis, that affected this exchange rate.
2. Importance for the Indian Economy
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Impact on Trade: Highlight the effects of exchange rate fluctuations on India's import and
export sectors, particularly for oil and technology.

Influence on Inflation and Growth: Explain how a weaker Rupee can increase inflation by
raising the cost of imports, while a stronger Rupee can benefit consumers by lowering
imported goods' costs.

Foreign Investment and Currency Flow: Discuss how FDI and foreign portfolio investment
(FPI) inflows affect the Rupee’s stability.

Key Economic Drivers of the Rupee-Dollar Exchange Rate

1. Inflation Rates

Differential Impact: Explain how the inflation rate differential between India and the U.S.
impacts the INR-USD exchange rate. A higher inflation rate in India than in the U.S.
generally weakens the Rupee as it reduces purchasing power.

Inflation and Export Competitiveness: Describe how inflation affects India’s export
competitiveness, making exports less attractive and putting downward pressure on the Rupee.
2. Interest Rates

RBI vs. Federal Reserve Rates: The influence of interest rate differentials between the RBI
and the US Federal Reserve on exchange rates might be discussed. A stronger Rupee might
result from higher interest rates in India, which would entice international investment, but a
weaker currency could see its value decline.

Capital Flows and Investor Sentiment: Mention that interest rates influence foreign investors’
decisions to invest in Indian assets, thereby affecting currency demand.

The Role of Trade Balance and Foreign Reserves

1. Trade Balance

Impact of Trade Deficits: Explain how India’s trade deficit (the gap between imports and
exports) increases demand for foreign currency, exerting downward pressure on the Rupee.
Sector-Specific Factors: Highlight India’s reliance on imports for energy (e.g., oil) and how
global price changes affect the trade balance and, in turn, the Rupee-Dollar exchange rate.

2. Foreign Exchange Reserves

Importance of Reserves: Explain the role of RBI’s foreign exchange reserves as a buffer to
stabilize the Rupee. High reserves allow the RBI to intervene in the forex market, especially
during periods of volatility.

RBI’s Interventions: Describe how the RBI buys or sells USD to manage Rupee stability and
address sudden fluctuations caused by global economic events.

Policy Measures and Global Economic Influences

1. Monetary and Fiscal Policy

RBI’s Monetary Policy: In order to stabilize the Rupee and manage inflation, the Reserve
Bank of India (RBI) uses measures including interest rates and open market operations.

Fiscal Policy’s Role: Mention how government spending and budget deficits can indirectly
impact the Rupee by affecting inflation and economic stability.

2. Global Economic Events and Market Sentiment
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Impact of Global Crises: Provide examples of global events (e.g., the 2008 Financial Crisis,
COVID-19 pandemic, and Russia-Ukraine conflict) and how these impact the INR-USD
exchange rate by affecting global risk sentiment.
Dollar’s Safe-Haven Status: Describe the U.S. Dollar’s position as a safe-haven currency
during times of global crisis, which often leads to Rupee depreciation due to capital outflows
from emerging markets like India.
Impact of Global Financial Trends
Global financial trends and events, like fluctuations in oil prices or geopolitical tensions,
significantly impact the Rupee-Dollar exchange rate. For example, as a large oil importer,
India’s exchange rate is sensitive to global oil price changes; high prices increase the demand
for USD, leading to Rupee depreciation. Additionally, during global crises (e.g., the COVID-
19 pandemic, 2008 Financial Crisis), the USD strengthens as a safe-haven currency, resulting
in Rupee weakening.
The Rupee-Dollar exchange rate is a product of complex interactions among domestic
economic factors, policy measures, and global financial trends. While RBI and government
policies help in managing short-term volatility, long-term stability requires sustained
economic growth, fiscal discipline, and monitoring of global economic trends. The balance of
these factors will be critical in navigating future currency dynamics and maintaining
economic resilience.
Hypothesis Validation

1. Historical Influence of Events on the INR-USD Exchange Rate

o Method: Conduct an event study analysis on key historical events and
assess the impact on the rupee's value relative to the USD.
o Validation: Examine exchange rate data before, during, and after these

events. If significant deviations in the rupee's value occur during these periods,
it validates the hypothesis that historical events influence the long-term rupee
value.

2. Economic Fundamentals and Exchange Rates
o Method: Determine the nature of the connection between the INR-
USD exchange rate, inflation, interest rate differentials, and GDP growth rates
by employing regression analysis. Time-series analysis (e.g., Vector Auto-
Regression) can help understand how these fundamentals interact over time.
o Validation: Statistically significant relationships would support the
hypothesis that economic fundamentals substantially impact the INR-USD
exchange rate. For example, high inflation rates relative to the US may
correlate with INR depreciation.

3. Impact of Monetary and Fiscal Policies
o Method: Conduct a policy analysis to study how major monetary (e.g.,
interest rate changes, repo rate adjustments) and fiscal policy decisions (e.g.,
changes in tax structure, fiscal spending) by the RBI and Indian government
affect the exchange rate.
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o Validation: If key policy actions coincide with or predict fluctuations
in the exchange rate, this would indicate that policy interventions significantly
affect the INR-USD rate. Testing can involve a Granger Causality Test to see
if past policy changes predict changes in the exchange rate.

4. Influence of External Factors (Global Economic Conditions, Capital
Flows, and Geopolitics)
o Method: Use econometric models to analyze how external indicators,

such as oil prices, US Dollar Index, international capital flows, and
geopolitical events, affect the rupee.
o Validation: If the exchange rate responds consistently to changes in
global economic conditions, this would validate the hypothesis that external
factors significantly influence the INR-USD rate.
5. Effect of Exchange Rate Fluctuations on Trade Balance and Foreign
Investments
o Method: Analyze the correlation between the INR-USD exchange rate
fluctuations and changes in India’s trade balance and foreign investment
inflows using statistical correlation or regression.
o Validation: A significant relationship would support the hypothesis
that the rupee’s fluctuations impact India’s trade balance and foreign
investments. For instance, a depreciated rupee may boost exports but could
deter foreign investment due to increased currency risk.

6. Effectiveness of RBI and Government Interventions in Stabilizing the
Exchange Rate
o Method: Compare periods of high volatility in the exchange rate with

the timing of RBI or government interventions, such as foreign exchange
reserve adjustments, interest rate changes, or open market operations. Measure
if interventions reduced volatility or improved stability.

o Validation: Analyzing exchange rate data pre- and post-intervention
can determine the effectiveness of these actions. Econometric models like the
GARCH (Generalized Autoregressive Conditional Heteroscedasticity) model
can assess how interventions affect exchange rate volatility over time.

Economic Drivers of the Rupee-Dollar Exchange Rate
Inflation Rates: Higher inflation in India relative to the U.S. often leads to depreciation of
the Rupee, as it reduces purchasing power.

Table Inflation Rates and Corresponding INR-USD Exchange Rates

Year Inflation Rate (India) | Inflation Rate (U.S.) | INR-USD Exchange
Rate

2018 4.7% 2.4% 69.0

2019 3.7% 1.8% 70.9

2020 6.6% 1.2% 73.1
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Interest Rates: The value of the Rupee rises as a result of increased interest rates, which

entice overseas investors.

Table Comparative Interest Rates and INR-USD Exchange Rates

Year RBI Repo Rate (%) Reserve Rate (%) INR-USD Exchange
Federal Rate

2018 6.5 2.5 29.0

2019 5.15 1.75 70.9

2020 4.0 0.25 73.1

Policy Measures Affecting the Rupee-Dollar Exchange Rate

Monetary Policy: RBI adjusts repo rates to control inflation, which indirectly impacts the

exchange rate.

Table RBI Repo Rate Adjustments and INR-USD Exchange Rates

Year Repo Rate (%) INR-USD Exchange
Rate

2018 6.5 29.0

2019 5.15 70.9

2020 4.0 73.1

Exchange Rate Interventions: When the Rupee experiences extreme volatility, the RBI

steps in to stabilize the currency.
Table RBI Forex Reserves and Exchange Rate Movements

Year Repo Rate (%) INR-USD Exchange
Rate

2018 392 69.0

2019 433 70.9

2020 477 73.1

5. CONCLUSION

The value of the Indian Rupee (INR) relative to the US Dollar (USD) has been under close
examination due to global financial movements and domestic economic policy. Trade
imbalances, interest rates, inflation, geopolitical dynamics, and foreign investment flows are
among the many variables that have caused the Rupee's value relative to the Dollar to
fluctuate significantly over the years. An extensive study of the dynamics of the Rupee-
Dollar exchange rate was conducted, and the important results were summarized in this
conclusion.

Impact of Economic Fundamentals: Inflation rates, GDP growth, foreign investment
inflows, and current account deficit are some of the key indicators of India's economic health
that have an effect on the value of the Indian Rupee. When inflation is high and the current
account deficit is large, the rupee loses value compared to the dollar.

Global Market Dynamics: Significant external factors that also play a part include oil
prices, global trade disputes, and US monetary policy. The Indian rupee goes down in value
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when the US dollar goes up in value relative to other currencies due to things like rising oil
prices or interest rate hikes by the Federal Reserve.

Policy Interventions: The RBI's actions in the foreign exchange market have contributed to
the rupee's stability. But the stability of the economy and foreign reserves can be affected by
over-intervention.

Investment Inflows and Outflows: The value of the Indian rupee (INR) fluctuates in
response to Flls and FDIs. A strong inflow of investments can help the rupee rise in value,
whereas a flight of capital causes it to fall in value.

Structural Issues: The trade balance and the rupee are affected by persistent structural
concerns, such as reliance on imports, particularly crude oil. In order to stabilize the currency
over the long run, it is vital to address these challenges.

Market Sentiment: Volatility in the near term is frequently caused by investor mood and
speculation. The rupee might lose value if economic uncertainty causes the dollar to rise as a
"safe-haven™ currency.
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