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Prof. Smt. B. D. Patil

Associate Professor,

i Dept. of Economics,
Arts, Com, & Sci. College,

Ozar Mig Nashik.

Mob. No. 8600800334

Email: bdpatil59@@gmailcom

Abstract:

India is facing an economic crisis. Devaluation and depression of rupee and overall
international scenario affects the Indian economy. The Indian rupee has depreciated
significantly against the US Dollar making a new risk for Indian economy. Since its
Independence in 1947; India has faced five major financial crisis and consequent for
devaluation of its currency. These crises were in 1966, 1891, 2008, 2011 and- 2013,
© This paper is an attempt to find out the causes of these five crises.

Devaluation means a fall in the value of domestic currency relative to gold or the
currencies of other nations. It is usually used to denote the unofficial increase of the
exchange rate due to market forces .Some analysts are of the view that weakening
the value of currency could actually have some positive oulcomes for the economy
since a weaker currency will boost exports, will lead to higher cost of imported goods
and make some capital extensive projects more expensive o exacute. But the fall in
rupee too quickly would pose a danger that the foreigners will stop investing in the
country, will increase the cost of dollar loans taken by companies and increase
foreign debt. 1t will slow down the overall economic growth by increasing the interest
. rates, £ '

Key words: Devaluation, depreciation, USD, Fil, FDI, financial crises, fiscal deficit,
capital flow forex, current account deficit.

Objectives of the study:

1. To study the valuation history of Indian rupee with respect to the US dollar.
2. To study the various causes of devaluation,

3. To find out the impacts of devaluation of rupees.

4. To suggest some measures for improvement.

Research Méihodo!ngy:

This study is based on secondary data collecled from various documents of RBI and
finance ministry, Government of India and reference books. The primary data is.
collected by the researcher from the various magazines and web sites.
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introduction:

Devaluation in simple sense means the ‘Reduction in value'. Devaluation in modern
monetary policy is a reduction in the value of a currency with respect lo those goods,
services or other monetary units with which that currency can be exchanged.
‘Devaluation’ means official lowering of the value of a country’s currency within a
fixed exchange rate system, by which the monetary authority formally sets a new
fixed rate with respect to a foreign reference cumrency. The value of a currency is
determined relalive to the value of other currencies i.e. how much of the other \
currency can be bought by one unit of your home currency. In general, this is the
exchange rate of this currency pair and it fluctuates over time with currencies gaining  © Fid
or losing value against each other. When a currency reduces its value against other s
currencies, this process is called devaluation.

e

History of Indian Rupee with respect to the US Dollar:

S’

After Independence, in the initial years from 1950 to 1973, Indian rupee was linked to “"
British Pound. In 1966 the devaluation was the first major financial crisis the
Government faced. In 1875, the conneciion belween Indian rupee and pound was

broken. After that, rate of Indian rupee was linked to a “baskel of currencies” of
India's major trading partners.

Again in 1991 Union Budgel, Indian rupee was devalued and the Government also
opened up the economy, This was then followed by several reforms liberalizing the

economy and exchange rate regime shifted from fixed to floating one Indian rupee
and its exchange rate historically were as follows :

Table No. 1: Exchange rate of Indian Rupee as against US Dollar

Year Exchange Rate (Rupee per USD)

1950 Rs. 4.79
1960 Rs. 4.77
1970 Rs. 7.56
, 1980 ' : Rs. 7.86
1990 Rs. 17.50
4 5 Rs. 32.42
2000 Rs. 44.94
2008 Rs. 48.88
2010 Rs. 46.21
2011 Rs. 55,39
2012 Rs. 57.15
2013 (May) Rs. 54.73
2013 (July) Rs. 61.21

2013 {September) Rs. 67.00
{Source: SEBI)

b

The above table indicates the history of Indian rupee with respect to dollars during
the last sixty three years. It is clear that up to 1980, Indian rupee has relatively stable
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exchange rate with USD. But during the period of 1990 to 1995 the exchange rate
reduced drastically from 17.50 to 32.42. It means the gap of devaluation was 14.92.
1980 to 1995 was the period when Indian economy was moreover free but rupee still
continued depreciating from 17.50 to 32.42. After the year 1995 the downfall has
been rapid and reached a low of 67.00 in the month of September 2013

Causes of the Devaluation of Rupees :

The value of any currency in the international market is decided by the forces in
market. Simply speaking, if the demand of any good or services is grealer than its
supply, it becomes dearer or costly. Exactly the same holds well for intemational
currencies as well. Exchange rates are expressed as a comparison of two currencies
and they are always relative.

1. International Economy: The role of speculation, the under-performing
international economy, Euro-zone crisis, sovereign defaults etc. have raised
profound uncertainly in international market. In such circumstances. and
investors feels it safe to buy dollars rather than any alternative assets. This
has increased the demand of dollar in internalional economy and rupee along
with many currencies has been adversely affected.

2. Flight of Foreign Investment: Foreign institutional investments (Fli} are
prominent source of demand for rupee. It is well known fact that Indian stock
market is dominated by overseas inveslors, Overseas investors are keen on
investing in India only when econcmy and stock markets are performing well.
To invest here, they require rupee. This will increase the demand for rupee
and will result in higher value of rupee. On other hand, when these invesiors
are pulling money out of Indian stock market, rupee will be depreciated.

3. Constraints Among Market Forces: In elastic import bill it is said that there
are invisible hands of market forces which tend to take corrective actions in
case of anomaly. The same is theoretically true for an international currency
that depreciates in such causes, when currency depreciates the import
become costlier while exporl becomes cheaper,

4. Currency Account Deficit: India’s current account deficit is more than the
expected level, which means the country needs to buy more foreign currency
to pay out bills. More demand for the foreign currency will reduce the value of

country's currency.

5. Impact of Rupee Depreciation :
IMPORTS: It makes imporis more expensive,
EXPORTS: It makes exports more profitabie.
FOREIGN DEBTS: It increases repaying of foreign debls of Indian
Govemnmenl.
SERVICING: It increases burden on servicing of Indian Government.

6. Gold and Qil Imports : The excessive dependence of India on importing gold
from African countries and oil products from OPEC countries is reducing
revenue the Government generates from exports. Consequently, in the
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presenl economic scenario one dinar is equivalent to almost 130 rupees
approximately. :

7. Lack of Energy Resource: This is supplementary point for the previous one.
Alarge scale import of household cooking gas and subsidies on the gas tend
to pressurize Indian economy.

8. Decreasing Fiscal Deficitt When the Government's total expenditure
exceeds the revenue that is generated excluding the money from borrowings
is called the Fiscal deficit. Lack of energy resources and subsidies that the
Govermnment offers on each cooking gas are increasing the fiscal deficit.

9. Decreasing Budget Deficit: A financial situation in which an entity has more

E money going oul than coming in is called decreasing budget deficit. The term

E ‘budget deficit" is most commonly used fo refer to government spending
rather than business or individual spending.

10. Poor performance of share market: One of the major sources of dollar
flows into India Is the share markel. Foreign inveswors, invest in the shares
rates. These are held in reserve by the banks who in turn sell to Indians for
meeling their dollar needs. However, when the share market is not performing
and indexes are falling, the foreign investors, in order to not lose further, sell
their share holdings and converl the earnad rupees in to dollar and take this
out of India for use elsewhere, In this manner, in a very short period of time,
there is a large drop in the supply of dollars and its value with respect to
rupees rises sharply.

11. Continued Global Uncertainty: Due to economic uncertainty prevailing in
European countries and all over the world the investors have stayed away
from the risky investment and this has significantly affected the investment in
India. Any outward flow of currency of or decrease in investment will put
pressure on exchange rale. This global uncertainty has impacted on the
domestic factors like current and capital account and caused dapreciation of
fupee.

12. Capital Account Flows: Deficit country needs capital flows and if other
i countries generate surplus capital outflows, India needs dollars to finance its
- current account,

13. Low Growth and high inflation is also one of the major reasons behird the
devaluation of rupee.

Impact of Devaluation of Rupee :

1. Morale dampener: Except NRIs, who sland to gain the most on account of
the rupee weakness, most Indians are worried because of the rapid decline in
the rupee. “We are close to crises situation. Nothing anybody does is
materially going to control the fall.... With each passing day, nervousness is
increasing.” :

2. Higher EMIs “Central banks around the world resort to high rates to stem

depreciation in the currency. That's because higher interest rates could bring
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in higher capital in flows necessary to finance current account deficit, The
reserve bank may not hike rales, but it will certainly hokt the rales for a

: ”‘pgcimgedperiw“..'fhat means living with high equated monthly instaliments.

5.

6’

10.

Stuttering Growth: India's GDP grew by 5 per cent in 2012-13. This GDP
was the slowest in a decade. The sharp depreciation and the stringent
monitory policy of RBI will lower growth expectation.

Slowdown in foreign investment: Weak growth prospects will lead to a
slow-down in capital inflows, hurting investment in crucial infrastructure
seclor.

Rising Inflation: Global commodities have 35% weightage in India’s
wholesale inflation basket, and as the rupee weakness, the prices of
commodities go up. It is estimated that 10 per cent depreciation in the rupee
adds 60-80 basis points to headline inflation,

Higher fuel Price: Petrol prices have been hiked twice this month. Such
hikes will become a recurring feature as rupee weakness further. Crude,
which is priced in dollars, is India’s biggest import item and a depreciating
rupee increases the cost of impors. The worst part is India will have to pay
more for fuel even though global prices have hit a year-low,

Greater volatility in stocks: Foreign funds have sold net dollar 6.7 billion
from May 22 o June 24, 2013. The B3E Sensex has fallen 8% over the same
period. Foreign funds are likely lo sell more because the weakness in the
rupee makes their investment unattractive. Shares in companies with higher
Fil holdings will be under pressure.

Corporate profits: Exports will gain, but companies dependent on imported
raw materials will see a sharp impact on their botlom line. A weak rupee also
exposes companies to unhedged oversaas loans.

Costlier foreign Education: Those planning 1o go to the U.S. will have fo sell
out at least rupees 2-4 lakh more for their expenses because of the sharp fal
in the rupee, according to industry body Assocham estimates.

Costlier Foreign Travel: Travelling abroad will be costlier as you will how to
pay more rupees to-buy dollars for your overseas trip / vacation.

Following are the suagestions for the improvement:

it

RBI can sell forex reserve and buy Indian rupees leading to demand for
rupees. It will help to appreciate the exchange rate of the money.

To raise the rate of interest on foreign investment that will result which are the
invested by the foreigners.

India should increase export and reduce imports. By exporting more than the
import India has to get more foreign currency.

To change some policies of F.D.1. and to attract more foreign investments.

To improve the growth rate of the countries it wilt increase the flow of foreign

i»
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6. To create market opportunities for foreign depositors and consumers.
Conclusion : <
Devaluation basically can be either pl

and negaiive effcts. In order (0 fackle
takes initiative to devalue its own curr

However sometimes need arises in order to devaluate currency like Overvaluation of

- Bhatia, B. M., 1974, India Deepening Economic Crisis, S Chand & Co Private

patalices. Brandwad ISBN ; 978-93-83414-38-3

d or market driven, It has both the positive
the economic problems, the Government

y. Here devaluation is planned, whensa_s

substitution for industrialization as opposed to
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