



While a weak rupee may be good for certain sectors, it certainly is bad for the Indian economy on the whole….!!!
In the past one year, the Indian rupee has been losing momentum continuously. The rupee-dollar exchange rate crossed the sensitive 50 mark sometime last year, raising fears among many foreign investors and importers alike. It continued to hover above the `50/dollar mark for the past so many months.

Earlier this month, the rupee created more nervousness by hitting an all-time low of 53.83. The currency has depreciated 2% since the start of this month and 5.8% since 1st April this year.

While a weak rupee is good for some sectors, it may be bad for the Indian economy on the whole. Unfortunately, there is no visible sign of the rupee coming back to the 40-45 range in the next one year.

In fact, many market pundits believe that the rupee will hit the 56-57 range in the near-term before reversing back to the 50-52 level.


FACTORS AFFECTING THE RUPEE MOVEMENT
The movement of rupee depends on several factors. The important ones being the interest rate regime, fiscal deficit, export and foreign investment in India. The foreign exchange market is very big to be controlled by any central bank.

The Reserve Bank of India (RBI) tries to arrest the rupee movement by asking state-owned banks to buy rupee in the forex market. But, this will only provide temporary relief.

Some other factors that will affect the rupee movement are described below. One should always remember that like stock price, the rupee value is a function of all these factors at an aggregate level.


Fiscal And Current Account Deficit
Fiscal deficit of a country is an important factor that drives the currency of that nation. Higher deficit means the government will have to pay more and also print more rupee notes. This would result in excess supply of rupee in the market, leading to inflation and reduction in its value.

Similarly, current account deficit (CAD), which represents the net of import and export, results in more obligations for the country to make its payments in foreign currency.

CAD for the current financial year is likely to be in the range of 3-3.5%. Though this number looks small, it is actually relatively high compared to previous years and uncertain foreign investment environment.


Capital Outflows
This is another critical factor that affects rupee in the short-term. The capital inflow and outflow, in turn, depends on many other factors.

Whatever might be the underlying factors, foreign capital outflow has a direct impact on the rupee movement.

The impact is immediately visible in the forex market.

The reasons for pulling out foreign money can be many. Bad business outlook, poor government policy, weak equity markets are just some of the examples that are currently acting against the Indian rupee.


Uncertainty Over General Anti-Avoidance Rule (GAAR)
GAAR proposed by the government has been termed as negative for FIIs investing in India, through companies in Mauritius.

The rule, if implemented, is likely to burden FIIs with more tax, thereby reducing the net profit. Foreign companies may reduce their investments in India. Obviously, this would lower the demand for the Indian rupee and weaken it further.


Global Factors
The current crisis in the Euro zone may make investors more risk-averse. As a result, they may reduce their asset exposure from emerging economies like India, thereby selling more rupees.

The present environment is dominated by euro zone concerns, triggered by political uncertainty in Greece. All major global currencies have weakened against the US dollar.

The recent election results in France and Germany are pointing towards negative sentiments for austerity measures taken by the government.

Overall, there may be more bad news coming from the Euro zone. Hence, the dollar is getting stronger against other currencies, including the rupee.


Dollar Demand-Supply
Rising oil prices mean more dollars are required by Indian oil companies to import crude oil since oil price is quoted in the US dollar in the international market.

Apart from the usual high requirements of oil companies, dollar demand was seen coming from companies redeeming their external commercial borrowings.

All these events lead to high dollar demand whereas bad equity market and policy paralysis are attracting little foreign investment, whether in financial or real asset. And there is no sign of any change in this equation in the near future. Hence, this imbalance of higher dollar demand would continue for some more time.


SECTORAL IMPACT
The movement of the rupee is directly correlated to companies’ earnings in several sectors. While the extent of the impact of the rupee on each company needs to be analyzed separately, the following paragraphs will give a broad idea about different sectors and businesses that one should look at for this purpose.


Export-oriented Companies
Companies which export goods and services to the US are the main beneficiaries of depreciation of the Indian rupee. They receive their revenue in US dollars whereas their major expense is in the Indian rupee.

With rupee depreciation, their rupee-denominated revenue will continue to grow even though there is no change in expense. Information Technology (IT) is one such sector, which receives more than half of its revenue from the US.

However, most IT companies carry out hedging activity to protect their rupee revenue from exchange rate volatility. Hence, even if there is a sharp depreciation in the rupee, the gain would depend on the extent of hedging done by the company.

Textile is another sector which will benefit from a weak rupee. The US is the top destination for India’s handloom products. The annual revenue from exports is pegged at little more than US$ 300 billion. With less dollar denominated expenses, this sector is likely to benefit from a weak rupee.


Import-oriented Companies
With rupee weakening further, companies which import their goods and services from the US will be badly hit. Oil companies import huge amounts of crude oil, which is denominated in the US dollar. With the weakening of the rupee, they have to shell out more cash, thereby hitting their operating margins.

The extent of the loss would depend on the amount of backward integration of oil companies. More the backward integration, the better it is. However, most state-owned oil companies in India lack their own crude oil resources and have to bear the brunt of the same.

Like oil, metal commodities too are denominated in the US dollar. Hence, companies which are heavily dependent on outside sources for their raw material requirements are expected to take a hit on their bottom line. There is no specific sector which belongs to this category.

Companies from across sectors import different raw materials in varied quantities. Investors have to analyze individual companies to dig more on this.


Financial Services Sector
With the rupee weakening and policy paralysis, foreign institutional investors (FIIs) are reducing their exposure to the Indian equity markets. With FIIs pulling out of India, broking firms are seeing a significant decline in volumes. This would have a negative impact on the company’s profitability. Those broking firms which have more number of foreign institutional clients are likely to be hit more.


Sectors Using Heavy Machinery
The sectors that use heavy machineries usually import them from outside India. These items are very expensive and require a huge amount of initial cash outflow.

Typically, companies borrow in foreign currency, also known as ECB (external commercial borrowing) to finance their investments.

The interest and principal repayment is spread over several years. When the rupee depreciates, these companies have to shell out more rupees to meet their payment obligations. Those which are planning to set-up a new machinery at this point of time would be the worst hit. Companies in  telecom, power and infrastructure arethe likely target of this category.




WHY DO VALUE OF RUPEE CHANGES AND WHAT ARE THE FACTORS AFFECTING IT
A dollar vs rupee—when dollar is going up rupee is going down and vice versa. Do you know why?
Dollar is going up means it is in demand.
What is rupee depreciation and appreciation?
When the rupee value moves from 45 per US dollar to 52 per US dollar, we call it ‘depreciation’ and when rupee value moves from 52 to 40 we call it ‘appreciation’.
Rupee value goes from 45 to 52. But we call it depreciation, why?
Today 1 USD can buy 45 pieces of a commodity. Tomorrow the same 1 USD can buy 52 pieces of same commodity. This means the commodity is cheaper as you get more no of pieces. Alternatively, it means that commodity have depreciated or declined in value. The same is true for the rupee. When 1USD can buy 45 rupees today and 52 rupees tomorrow, it means that the value of the rupee has depreciated or declined. On the other hand, if the Rs per US$ rate moves from 45 today to 40 tomorrow, it means that the value of the rupee has appreciated or risen against the US dollar.
How do depreciating things make things expensive?
Depreciation of rupee will make expensive those things that we import from outside India. Suppose we import an item for 100 USD we have to pay Rs 4500. (1 USD – Rs 45). When rupee depreciates (1 USD – Rs 50) we pay Rs 5000 for the same 100 USD. So it becomes expensive.
What determines whether the rupee depreciates or appreciates against the US dollar or any other currency?
It’s simply demand and supply. If people demand more of a thing while its supply is low, the price of the thing will rise.On the other hand, if something is in excess supply in the market as compared to demand, the price of that thing will fall.This also holds true for currencies. When supply of rupee rises while demand falls, the value of the rupee depreciates.
Factors affecting rupee value
1. Interest Rates
If the economy of a country is not doing well,money flow will decrease. People will have less money to spend. It means supply is low and demand is more. The price of commodity (rupee) increases. So rupee value goes up.To stabilize the rupee value central banks may lower interest rates to make it cheaper to borrow. More borrowing means cash flow will increase. This often boosts consumer spending, which may help expand the economy. To slow the rate of inflation in an overheated economy, central banks raise the interest rate so borrowing is more expensive. So consumer will spend less.
2.Employment
If unemployment increases consumer spending will fall as unemployed persons have less money to spend. Even employed persons will spend less and save for their future. An increase in unemployment is a sign of slowdown in economy. Demand for currency declines. So there is depreciation
3. Economic Growth Expectations
The economy must expand as population grows. If economic growth increases rapidly,prices of commodities also increases. In this situation workers earn more,but their buying power decreases. Central banks typically raise interest rates to increase the cost of borrowing in an attempt to slow spending within the economy. A change in interest rates may signal a change in currency rates.
Hence most countries target economic growth at a rate of about 2% per year to stabilize the economy.
4.Trade Balance
Trade balance = Total value of exports – Total value of imports
If the net value is positive the contry’s economy is good. If it is negative then there is trade gap or trade deficit.
Trade balance impacts supply and demand for a currency. When a country has a trade surplus, demand for its currency increases because foreign buyers must exchange more of their home currency in order to buy its goods.
A trade deficit, on the other hand, increases the supply of a country’s currency and could lead to devaluation if supply greatly exceeds demand.
Gainers and losers of rupee depreciation
With depreciating rupee, exporters will be gainers. For example during depreciation when rupee value goes from 45 to 50 for 1 USD exporters will get Rs 50 instead of 45. So even when a company earns US$ 1 from exporting one unit of its product (like it was earning earlier), its income will increase in Indian rupee terms.
Similarly with appreciating rupee importers will gain.
All in all, depreciating rupee is bad for companies that import things and good for companies that export. Alternatively, appreciating rupee is good for companies that import things and bad for companies that export.
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