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Why India is a buy rather 

than a sell now
The fact that the USD is strengthening more on 

the basis of an economic revival rather than 
anything else is positive for India. 

Arjun Parthasarathy, July 8, 2013

T he reversal of the USD fortunes is a 
lesson for many India bashers. In con-
tinuation to this article where many 

USD bears have been forced to rethink on their 
analysis, sell India analysts will be forced to 
rethink on their analysis going forward. India 
is a buy rather than a sell at this point of time 
when everything seems to be going wrong for 
the country.

ALSO SEE:
Double whammy: Rupee at 61, markets crash 
200 points
Reversal of USD fortunes is a lesson for many 
India bashers

India’s problems are fully out in the open. The 
country is running a fiscal and current account 
deficit, economic growth is at decade lows, 
threat of inflation is high on record lows of the 
Rupee (INR) and potential of hung parliament 
in the 2014 general elections is high. Corrup-
tion, weak infrastructure and high property 
prices are making the country uncompetitive 
globally.

India bears assume that the country will fall 
under the weight of its current problems and 
recovery will take a long time to come. INR at 
record of lows of Rs 61.30 to the USD, Sensex 
and Nifty at levels of 19,300 and 5800 respec-
tively and ten-year government bond at levels of 
7.50% are all compelling sells given the insur-
mountable issues that the country is facing.
Gold prices are falling and real estate prices 
are too expensive and an Indian investor has 
no where to hide. Inflation is expected to trend 
higher making capital protected investments 
such as fixed deposits, provident funds and post 
office savings account unattractive.

India has problems but the question you have 
to ask yourself is whether the problems can be 
solved, at least partially. The fact that there is 
recognition of the problems of the country by 
the policy makers is in itself highly promising. 
For example government is curbing expendi-
ture to bring down fiscal deficit (projected at 
4.8% of GDP for 2013-14 against 5.9% levels 
seen in 2011-12) in an election year. Unpopular 
measures of hiking fuel prices have been taken. 
Subsidies are being rationalized.

Yes, the food security bill that was passed in 
parliament is negative for the subsidy bill but it 
remains to be seen how exactly it will work and 
what would be the real cost to the exchequer.

Similarly the focus on bringing down the Cur-
rent Account Deficit (CAD) is high. Domestic 
gas production is being encouraged through 
price hikes, gold imports are being discour-
aged and inflation is being brought down. WPI 
(Wholesale Price Inflation) has come off from 
over 9% levels to below 5% levels over the last 
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couple of years.

The INR at record lows coupled with a strong 
US economy will help exports of goods and 
services. Software exports of USD 56 billion is 
likely to get a boost as US accounts for over 62% 
of exports.

India being a democracy will always have elec-
tions every five years and despite coalition 
governments over the last fourteen years the 
economy has seen growth. Positioning portfo-
lios based on election results will at best lead to 
heartburn.

Fighting corruption and building infrastructure 
is an on going process and with media and the 
general public becoming active there is a broad 
trend towards improvement in these issues. 
Selling India based on these factors is not a wise 
action. Real estate sector may not perform in 
the coming years until income levels catch up 

with prices but that should not deter invest-
ments in financial assets.

The fact that the USD is strengthening more 
on the basis of an economic revival rather than 
anything else is positive for India. India can see 
rising export income as well as more flows from 
NRI’s. Hence despite the negative sentiments of 
the Fed withdrawing stimulus, the outlook for 
the future is more positive than negative.

It is easy to point out what all can go wrong but 
it is not easy to predict what can go right. Hence 
when known negatives come into the forefront 
it is not actually as bad as it sounds.

India has a lot of known negatives but how 
many unknown positives are there is what you 
should ask yourself.

Arjun Parthasarathy is the Editor of www.
investorsareidiots.com a web site for investors.
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First and foremost will be higher inflation as India 
will pay more for imported products. Oil will become 
expensive in rupee terms. If the government passes on 
the increase in price to the end consumer, then it will 

lead to higher prices or inflation.

Vivek Kaul, June 26, 2013

India is screwed, no matter 
what RBI does on rupee

T he Reserve Bank of India (RBI) finally 
threw in the towel today. Over the past 
several days it had been selling dollars 

in the foreign exchange market and had thus 
managed to hold back the rupee to under 60 to 
a dollar.

The RBI tried halting the fall of the rupee by 
selling dollars today as well. A report on www.
livemint.com points out that “The Indian cen-
tral bank(i.e. the RBI) intervened by selling the 
dollar at 59.98, earlier in the day, according to 
currency dealers, who added that a foreign bank 
had aided RBI by selling dollars in the market.”

This helped the rupee to recover to around 
59.93 to a dollar. But it soon crossed 60 to a 
dollar. At the end of trading today, one dollar 
was worth Rs 60.73.

The question being asked is could the RBI have 
continued to sell dollars and help stem the fall? 
As on June 14, 2013, India had foreign exchange 

reserves of $290.66 billion. This is tenth largest 
in the world.

So it seems that the RBI has enough dollars that 
it can sell to halt the rupee’s fall against the dol-
lar. But things are not as simple as that. Indian 
imports during the month of May 2013, stood 
at $44.65 billion. This basically means that the 
current foreign exchange reserves are good 
enough to cover around six and a half months 
of imports ($290.66 billion of foreign exchange 
reserves divided by $44.65 billion of monthly 
exports).

This is a very low number when we compare it 
to other BRIC economies(i.e. Brazil, Russia and 
China),which have an import cover of 19 to 21 
months. What does not help is the huge differ-
ence between Indian exports and imports. In 
May 2013, Indian exports fell by 1.1% to $24.51 
billion. This meant that India had a trade deficit 
(or the difference between imports and exports) 
of more than $20 billion. The broader point is 
that India is not exporting enough to earn a suf-
ficient amount of dollars to pay for its imports.

In this scenario the RBI can use only a lim-
ited portion of its foreign exchange reserves to 
defend the dollar. An estimate made by Bank of 
America- Merrill Lynch suggests that the RBI 
can use upto $30 billion to defend the rupee. If 
it chooses to do that the foreign exchange re-
serves will come down to around $260 billion, 
which would mean an import cover of around 
5.8 months ($260billion divided by $44.65 bil-
lion of imports). This will be a very precarious 
situation and was last seen in the early 1990s, 
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when India had just started the liberalisation 
programme.

This is one reason behind why the RBI can-
not stop the rupee from falling beyond a point. 
More than that it does not make sense for any 
central bank (unless we are talking about the 
People’s Bank of China) to obsess with a cer-
tain currency target against the dollar. This was 
the learning that came out from the South East 
Asian crisis of the late 1990s.
Various South East Asian currencies were 
pegged to the dollar. The Thai baht, was pegged 
to the US dollar with one dollar being equal to 
25 Thai baht. The Philippines peso was pegged 
at 25 pesos to the dollar. The Malaysian ring-
git was pegged at 2.5 ringgits per dollar and so 
was the Indonesian rupiah, which was pegged at 
2030 rupiah to a dollar.

The central banks of these countries ensured 
that there currencies continued to remain 
pegged. In case the market suddenly had a 
surfeit of baht, and the baht started to lose value 
against the dollar, the Thai central bank started 
to buy baht and sell dollars. In a situation where 
the market had a surfeit of dollars and the baht 
started to appreciate against the dollar, the Thai 
central bank intervened and started to buy dol-
lars and sell baht. This ensured that the value of 
the baht against the dollar remained fixed.

But when the South East Asian crisis started, 
investors started to exit these countries lock, 
stock and barrel. So if an investor sold out of the 
Thai stock exchange he was paid in Thai baht. 
When he had to repatriate this money abroad he 
needed to convert these baht to dollars. So sud-
denly the foreign exchange market had a surfeit 
of Thai baht. In the normal scheme of things, 
the value of the baht would have fallen against 
the dollar. But the baht was pegged to the dol-
lar. So as a logical step the Thai central bank 
started to sell dollars and buy baht, in order to 
ensure that one dollar continued to be worth 25 
Thai baht.

In May 1997, the finance minister of Thailand 
was fired. The new finance minister made a 
secret visit to the central bank and realised that 
the country had more or less run out of dollars 
trying to defend the dollar-baht exchange rate. 
The bank had run through nearly $33billion of 

foreign exchange reserves trying to defend the 
exchange rate.
On July 2, 1997, Thailand decided to stop sup-
porting the baht and let it fall. It was estimated 
that the baht would fall by around 15%, but 
instead by the end of July it had already fallen 
by 20% to 30 baht a dollar. A year later the 
exchange rate was down to 41 baht to a dol-
lar. And within two weeks of Thailand setting 
the baht free, others followed. The Philippines 
peso’s peg with the dollar broke on July 14. The 
peg of the Indonesian rupiah and the Malaysian 
ringgit also broke the same day.

A year later the Indonesian rupiah was at 14,150 
to a dollar. It had been at 2380 to a dollar. The 
Malaysian ringgit was at 4.1 to a dollar, down 
from 2.5. And Philippines peso was at 42 to a 
dollar against 26.3 a year earlier
That is the problem with trying to defend the 
exchange rate. It needs an unlimited amount 
of dollars, which no country in the world other 
than the United States (and to a certain extent 
China which has nearly $3.3 trillion foreign 
exchange reserves) has. And only the Federal 
Reserve of United States, the American central 
bank can print dollars. No other central bank 
can do that.

A similar situation is playing out in India right 
now. Foreign investors are looking to exit the 
country. They have sold off more than $5 billion 
worth of bonds since late May. They have also 
sold off stocks worth $1.39 billion in June, after 
buying stocks worth $4 billion in May. These 
investors are now trying to convert there rupees 
into dollars, and that has led to the rupee rap-
idly depreciating against the dollar.

The RBI tried to halt this fall by intervening in 
the foreign exchange market and selling dollars. 
But as the South East Asian experience tells us, 
obsessing with a certain target against the dollar 
is not a great idea.

So given that the RBI has got it right by not 
obsessing with the target of Rs 60 to a dollar. 
But the trouble is that a weaker rupee will have 
several negative consequences in the days to 
come (This is discussed in detail here).

First and foremost will be higher inflation as 
India will pay more for imported products. Oil 
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will become expensive in rupee terms. If the 
government passes on the increase in price to 
the end consumer, then it will lead to higher 
prices or inflation. If it does not pass on the 
increase in prices to the end consumer then the 
government will run a higher fiscal deficit as its 
expenditure will go up. Fiscal deficit is the dif-
ference between what a government earns and 
what it spends. It will also mean that the gov-
ernment will have to borrow more to finance its 
expenditure and that in turn will mean that the 
high interest rate scenario will continue.

India imports a lot of coal which is used for the 
production of power. With the rupee losing val-
ue against the dollar the cost of importing coal 
will go up. Coal in India is imported typically 
by private power companies to produce power. 
The government owned Coal India Ltd, does 
not produce enough coal to meet the needs. 
The Cabinet Committee on Economic Affairs 
recently decided to allow private power compa-
nies to pass on the rising cost of imported coal 
to consumers. This again will add to inflation.

Companies which had borrowed in dollars and 
have not insured themselves against the fall of 
the rupee, will have to pay more. Economist 
Arvind Subramanian points out in the Business 
Standard that there will be “a decline in the 
profitability of all those enterprises that have 
borrowed heavily in foreign currency and have 
not insured themselves against a rupee decline 
(“unhedged borrowing”).”

This cost “will manifest itself in reduced in-
vestment by these companies and hence lower 
aggregate growth; it will also manifest itself 
(eventually) in a worsened fiscal situation be-
cause the government will have to support these 
companies directly or the banks that have lent 
to them,” writes Subramanian.

The broader point is that India is screwed both 
ways irrespective of whether RBI defends the 
rupee or not.

Vivek Kaul is a writer. He tweets @kaul_vivek
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 Chidambaram’s UPA government did not start 
this rupee fire, but that does not mean that India 

is not burning because of it. 

Vivek Kaul, June 26, 2013

Chidambaram didn’t start rupee fire, 
but India is burning because of it

P Chidambaram, the finance minister, 
made the routine let’s not get worried 
statement, over the rupee’s recent fall 

against the dollar. “We are watching the situ-
ation. RBI will take whatever action it has to 
take. We will (do) whatever has to be done…
My request is you should not react in panic. It’s 
happening around the world,” he said.

This was something that was reiterated by 
Arvind Mayaram, secretary of the department 
of economic affairs, in the ministry of finance. 
“No, I don’t think the government needs to take 
any measures…We are watching the situation 
closely…If you see weakening of all currencies 
vis-a-vis the dollar, the rupee is also not unaf-
fected in that sense…this panic in the market is 
unwarranted.”

A finance minister and his bureaucrat are ex-
pected to defend a falling currency. And yes, it’s 
true a lot of currencies have lost value against 
the dollar recently. But does that make the pain 
any lesser for India? Are there no reasons to 
worry as Mayaram wants us to believe?

Chidambaram’s “it is happening around the 

world” argument can be tackled with a simple 
analogy. Let’s say one of your neighbours starts 
a fire by mistake, which eventually spreads to 
your house. What do you do in such a situation? 
You try and stop the fire from spreading further, 
rather than sitting and blaming your neighbour 
for it or saying that I should not panic because 
I did not start the fire. Irrespective of where the 
fire started, the damage is yours, if you do not 
work towards putting it off.

Even though the rupee is falling against the 
dollar because of certain actions taken by the 
Federal Reserve of United States, it is clearly 
damaging India.  A depreciating rupee means 
that India has to pay more in rupee terms, for 
its oil imports. The price of the Indian basket 
of crude oil was at around $98 per barrel at the 
beginning of June.

Even though the rupee is falling against the 
dollar because of certain actions taken by the 
Federal Reserve of United States, it is clearly 
damaging India
It rose to $104 per barrel on June 19, 2013. On 
June 20, 2013, it fell to $101.8 per barrel. The 
rupee during the same period has fallen to Rs 
60 to a dollar(Rs 59.75 as I write this) from 
around Rs 56.5 at the beginning of .  What this 
means is that India’s oil import bill has gone 
up in rupee terms. If the government decides 
to pass on this increase to the final consumer 
in the form of an increase in the price of diesel, 
petrol and kerosene, then it will lead to infla-
tion or higher prices. In fact CNG prices have 
already been hiked in Delhi by Rs 2, because of 
a weaker rupee.

If it decides to take on a part of the increase 
then it means greater expenditure for the gov-
ernment. A greater expenditure in turn means 
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a higher fiscal deficit for the government. Fiscal 
deficit is the difference between what a govern-
ment earns and what it spends. A higher fiscal 
deficit means that the government has to bor-
row more to finance its expenditure and this 
leads to higher interest rates, which holds back 
economic growth.

Coal is another big import item. With the ru-
pee losing value against the dollar the cost of 
importing coal is going up. Coal in India is 
imported typically by private power companies 
to produce power. The government owned Coal 
India Ltd, does not produce enough coal to meet 
the needs. The Cabinet Committee on Economic 
Affairs recently decided to allow private power 
companies to pass on the rising cost of imported 
coal to consumers.

This will lead to a higher cost of power, which 
will add to inflation. As Anand Tandon writes in 
The Economic Times “Inflation at the consumer 
level will start hotting up in the third quarter 
of the fiscal year as increases in power and fuel 
cost work their way through the system.”
A depreciating rupee will benefit Indian export-
ers, or so goes the argument. As rupee loses 
value against the dollar, an exporter who gets 
paid in dollars, gets more rupees, when he con-
verts those dollars into rupees, thus boosting his 
profits.

This argument doesn’t really hold. The Econom-
ic Times quotes Anup Pujari, director general of 
foreign trade (DGFT), on this issue. “It is a myth 
that the depreciation of the rupee necessarily 
results in massive gains for Indian exporters. 
India’s top five exports — petroleum products, 
gems and jewellery, organic chemicals, vehicles 
and machinery — are so much import-depend-
ent that the currency fluctuation in favour of 
exporters gets neutralised. In other words, ex-
porters spend more in importing raw materials, 
which in turn erodes their profitability.”

The other thing that seems to be happening 
is that in a tough global economic environ-
ment, buyers are renegotiating contracts with 
Indian exports as the rupee loses value against 
the dollar.”The moment the rupee falls sharply 
against the dollar foreign buyers try to renegoti-
ate their earlier deals. As most exporters give in 
to the pressure and split the benefits, the ad-

vantages of a weak rupee disappear,” Pujari told 
The Economic Times.

What this means is that a weaker rupee is un-
likely to lead to higher exports. This means that 
the trade deficit or the difference between im-
ports and exports will continue to remain high, 
which can weaken the rupee further against the 
dollar.

In fact, a depreciating rupee has rendered 
nearly 25,000 diamond workers in Surat job-
less, reports The Times of India.

“The depreciating rupee has resulted in nearly 
1,200 small and medium diamond unit owners 
in shutting shops as they are unable to purchase 
rough stones whose prices have touched an all-
time high. This has led to at least 25,000 work-
ers being rendered jobless since last Thursday,” 
the report points out.

Firms in Surat import rough diamonds, which 
they buy in dollars. They polish these rough 
diamonds and then export them. The trouble is  
that the rupee rapidly losing value against the 
dollar has made rough diamonds tremendously 
expensive for these firms.  The rupee could have 
fallen to a much lower level against the dol-
lar, but it did not. This is primarily because the 
Reserve Bank of India(RBI) has been defend-
ing the rupee, by selling dollars from its foreign 
exchange reserves, and buying rupees.

But the question is till when can the RBI keep 
selling dollars?

“Foreign exchange reserves are barely sufficient 
to cover seven months of imports — the lowest 
it has been in the last 15 years. As a comparison, 
the other Bric members have 19-21 months of 
import cover,” writes Tandon.

According Bank of America-Merril Lynch, the 
RBI can sell up to $30 billion to support the 
rupee.  The RBI cannot create dollars out of thin 
air, only the Federal Reserve of United States 
can do that.

Given these reasons there are reasons to worry. 
And yes, the Chidambaram’s UPA government 
did not start this rupee fire, but that does not 
mean that India is not burning because of it.
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The RBI is also unlikely to lend more support 
for the currency, at least it will not be as 

strong it did until now.

FP Editors, June 27, 2013

Rupee still below 60: India in deeper 
pain, get ready for a rough ride

A ll emerging markets are in trouble after 
the US Fed said it would start tapering 
off the asset purchase later this year and 

end it in 2014. But are India’s troubles deeper 
than others?

For an answer, one will have to watch out to-
day’s market moves—equity, rupee and bond.

Overnight cues from the overseas markets have 
been positive.

US equities rose overnight on expectations 
the US Federal Reserve will not rush to end its 
stimulus programme.

Asian shares extended gains today in tandem, 
but investor caution over Chinese markets 
capped the upside, reports Reuters.

The US equities move on Wednesday was due to 
a surprisingly sharp downward revision to first-
quarter US economic growth, which eased fears 
that the Fed would soon wind down its bond-
buying scheme.

The dollar, however, eased, with its index 
against a basket of major currencies down 0.1 
percent after reaching a near one-month high of 
83.025 on Wednesday.

The dollar was also down 0.1 percent against 
the yen at 97.68 and steady against the euro at 
$1.3011.

If despite these positive global cues the rupee’s 
free fall continues, the authorities would need 
no further evidence that the problems that India 
faces is graver than other emerging market 
economies.
And indications are that the markets across as-
set classes will see more pain today. It is to be 
noted that yesterday’s rupee decline was accen-
tuated by the fact that other emerging market 
currencies were not actually falling.

Nomura has a bias to remain short on the ru-
pee, even after the currency broke the 60 mark.

Despite net portfolio outflows of $6.7 billion 
(largely from bonds) from 22 May to 24 June 
2013, foreign positioning in India (especially in 
equities) remains high, it said. According to its 
estimates foreign equity ownership as a per-
centage of market capitalisation as of 21 June 
actually rose to 23.4 percent from 23 percent at 
the end of May.

“Many may think that the recent underperform-
ance of INR, which has depreciated by around 
9% against USD and 8.7% on NEER basis since 
22 May, has brought INR closer to fair value, 
but our FX valuation analysis (filtered FEER 
and SEER) shows that INR is still about 17.6% 
overvalued,” it said in a note.
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With the secular fall of the rupee, India is get-
ting into a vicious circle. As Nomura’s econo-
mist Sonal Varma says, the cheap currency will 
result in higher import prices, which will push 
up inflation. This in turn will force the RBI to 
holdpolicy rate cut for a prolonged period. This 
will again lower growth expectations and limit 
foreign equity inflows. Compounding the prob-
lem is the large current account deficit (CAD) of 
the country, which is waiting to be funded by for 
such inflows.

So, the reasons for the rupee’s fall are more 
internal than external.
The RBI is also unlikely to lend more support 
for the currency, at least it will not be as strong 
it did until now.

“…The more it intervenes, the greater the vul-
nerability to further capital outflows,” says 
Nomura.

So, the RBI is likely to side step, and watch the 
currency depreciate.

However, there are experts who believe there 
could be a slight recovery today. But with the in-
herent weaknesses in the economy will prevent 
any major bounce back.

So, tighten your seatbelts and get ready for a 
rough long ride.
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With the Indian economy growing at its slowest pace 
in a decade, Indian companies in search of growth are 

considering stepped-up investment in the US.

 Uttara Choudhury, July 9, 2013

N ew York: With the Indian economy 
growing at its slowest pace in a decade, 
Indian companies in search of growth 

are considering stepped-up investment in the 
US. A sharply weaker rupee, which touched a 
record low of Rs 60.61 per dollar on Monday, is 
also forcing Indian companies to try and boost 
dollar earnings.

We are seeing a burst of overseas takeover bids 
from Indian companies hungry to expand. Last 
month, India’s Apollo Tyres agreed to pay $2.5 
billion for Cooper Tire & Rubber Co., one of the 
largest US acquisitions by an Indian company.

Onkar and Neeraj Kanwar of Apollo Tyres 
have agreed to pay $2.5 billion for Cooper Tire 
& Rubber Co., one of the largest US acquisi-
tions by an Indian company. The deal catapults 
Apollo into the number 7 position on the list of 
top 10 global tyre makers. Picture: Forbes India.
“This creates a solid, global company,” said 
Apollo Vice Chairman Neeraj Kanwar. He 
explained he wants to leverage Cooper’s inde-
pendent dealer network to sell Apollo tires in 
the US. Apollo which gets two-thirds of its rev-

enue from the Indian market expects the acqui-
sition will boost its exposure to the US market.

Last week, India’s largest motorcycle and 
scooter maker by sales, Hero MotoCorp bought 
a 49.2 percent stake in Wisconsin-based Erik 
Buell Racing LLC, a maker of high-end street 
motorcycles, for $25 million. The stake pur-
chase in Erik Buell follows a tech alliance with 
Hero MotoCorp last year.

Pawan Munjal, chief executive of Hero Moto-
Corp said the partnership with Erik Buell would 
allow Hero MotoCorp not only to develop new 
products, but also to sell its motorcycles in 
the US and Europe. Hero MotoCorp is aiming 
to export 350,000 vehicles this financial year 
through March 2014, compared with 161,043 
vehicles exported in the previous year.

Indian companies are bidding for at least $10 
billion worth of global deals and, if successful, 
the outbound M&A volumes this year would rise 
to $13 billion, the highest since a record year in 
2010, shows Thomson Reuters data.

Apart from acquisitions, India has also stepped 
up direct investments which generally translate 
into US jobs. In October last year, the US Dep-
uty Secretary of State William Burns said that 
from 2000-2010 Indian direct investment in 
America grew from $200 million to $5 billion. 
Burns pointed out Indian firms helped create 
50,000 jobs in the US.

The US-India Business Council (USIBC) is all 
set to release a study on Thursday that makes 
an upward revision.

“Investment by Indian companies in the US has 

With economy crawling, Indian 
companies set sights on US investments
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touched a record $11 billion and in the process 
has created more than 100,000 jobs,” says the 
USIBC study.

The report titled “Investing in America, how 
India helps create American Jobs” will burnish 
India Inc’s image at a time when the US im-
migration bill with its bureaucratic H-1B visa 
provisions is being debated in the House. The 
proposed reforms could force Indian IT compa-
nies to hire thousands of new American employ-
ees or make acquisitions to ramp up American 
staff.

“Over the short term, the legislation would 
likely have a negative impact on Indian-heritage 
IT companies and give a competitive edge to US 
firms,” said Sid Pai, Partner and President, ISG 
Asia Pacific.

“Over the long term, however, the provisions 
could encourage Indian firms to expand their 
US presence. Specifically, to avoid the provi-
sions of the bill, Indian companies may step up 
local hiring and focus on acquisitions of US-
based companies,” added Pai.

Indian tech firms certainly have the money to 
make US acquisitions. Analysts don’t tire point-
ing out that Infosys has $7 billion in revenue 
and a $4 billion war chest for major acquisi-
tions. But for now Infosys, Tata Consultancy 
Services, HCL Technologies, Wipro and NIIT 
Technologies are stepping up hiring in the US.

NIIT says it has scooped up nine new custom-
ers and has been hiring to service US-centric 
projects. It has 7,730 people spread out in 
development centers in India, Atlanta and 
Augusta. In September last year, it acquired US 
firm Sabre Holdings’ Philippines Development 
Center for an undisclosed sum.

“We have been hiring in the US to build on 
high-end capability. We need software engi-
neers to look at very complex algorithms. We 
find the right people here,” Lalit Dhingra, presi-
dent, NIIT Technologies, told Firstpost.

Tata Consultancy has built 50 offices in the US 
to be near its biggest customers. It plans to hire 
2,000 US employees in the current fiscal year 
that began in April, some 400 more than last 
year. In 2008, TCS opened its biggest, $20-mil-
lion software development center, tucked away 
on 220 wooded acres in Milford, a suburb of 
Cincinnati, in Ohio. It has followed it up with 
a new TCS Solutions Center in Minneapolis in 
Bloomington, Minnesota.

“These facilities represent TCS’ latest invest-
ment in the US market as we seek out ways to 
better serve our customers here,” said Surya 
Kant, President of TCS’ North American, UK 
and European operations.

Finance Minister Palaniappan Chidambaram 
is scheduled to travel to the US on Monday 
and the prospects for fresh Indian investment 
will be discussed between him and US leaders. 
Chidambaram will meet US Treasury Secre-
tary Jacob Lew and US business leaders such 
as Walmart Asia CEO Scott Price and Boeing 
International president Sheperd W Hill.

“For India to invest in the US, to create jobs and 
manufacture products here, could be quite a 
constructive contribution to our growth and to 
better relations between our two countries,” a 
senior White House official said.

In the US, advanced drilling technology has 
sparked an oil and natural gas revolution. 
But it’s not just US energy companies that are 
investing in the boom. Foreign firms are keen 
to get a piece of the action. According to En-
ergy Information Administration data, Chinese 
firms have invested $5.5 billion in US shale oil 
and gas projects through joint-ventures while 
Japanese firms plowed $5.3 billion, and Indian 
companies spent $3.55 billion. Korean firms 
have invested $1.55 billion.
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The rupee’s nose dive is hurting the economy in more 
ways than expected. One aspect that will take a hit is 
definitely growth as the RBI is now expected to wait 

longer to affect a cut in its policy rate.

FP Editors, June 21, 2013

Rupee fall: Worst case a rate hike, 
best case speedier reforms

T he rupee’s nose dive is hurting the 
economy in more ways than expected. 
One aspect that will take a hit is defi-

nitely growth as the RBI is now expected to wait 
longer to affect a cut in its policy rate.

The central bank held its rate in the June review 
and indicated that the next rate cut move hinges 
on the exchange rate movement and the current 
account deficit situation.

The rupee today again hit 59.80, near the psy-
chologically important 60 mark. Experts have 
opined that there are very few options left for 
the RBI to stem the fall in the currency and 
many of them predict that it will hit 62 level in 
the medium term.

According to a report in the Times of India, 
the central bank has just $290 billion in forex 
reserves. This can cover only seven months of 
imports. Given the global and local economic 
situation, there are not much dollar inflows 
forthcoming. So there is a limit for the RBI to 
intervene in the market.

Another factor that heightens the RBI’s dilem-
ma is the inching back of inflation. The falling 
rupee is likely to push the wholesale price-based 
inflation back to 5 percent mark in the short 
term, economists have told the Times of India. 
The report quotes economists as saying that the 
costlier imports will offset the advantages of the 
falling global commodity prices.

“A 1% depreciation adds 15 basis points to WPI 
inflation. But, in a sluggish growth economy a 
10% depreciation might add about 70-odd basis 
points,” Samiran Chakraborty, regional econo-
mist at Standard Chartered Bank, has been 
quoted as saying in the report.

Of the options that the RBI has, one which it 
may find difficult to use is raising the policy 
rate.

According to Ajay Srivastava of Dimensions 
Consulting, the RBI may even be compelled to 
raise rates in its efforts to protect the rupee. 
Given the chaos in global markets, there is little 
the Indian government can do on its own, he 
told CNBC-TV18 today.

Morgan Stanley too said in a note that the 
downside risk to the rupee’s move is that it 
“tests the RBI’s patience and forces it to lift 
rates”.

The question is will the central bank have 
enough resolve to overcome the intense political 
and business pressure to cut rate and take such 
a drastic step at a time when the growth is at 
decade low.
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Exporters vs importers

Among the sectors that are likely to come under 
severe pressure is automobile, which is already 
in deep trouble due to demand slowdown. A 
weakening rupee compounds the auto sector’s 
troubles as they import components, which in 
turn increases their input costs.

“Any increase of input costs may lead to a fur-
ther drop in already stagnating demand,” S 
Sethuraman, Director-Finance, Hyundai Mo-
tor India, has been quoted as saying in the ToI 
report. He sees the pressure on margins to 
heighten as companies are not in a position to 
raise prices in proportion with the input cost 
increase.

The lot who should be happy about the rupee’s 
fall is the exporters. This is because they will 
gain from the currency’s depreciation. However, 
not all of them are going to gain as the magni-
tude of the depreciation is higher than expected 
and most of them would have hedged their cur-
rency risk at higher rupee levels.

“Most large exporters had gone for forwards at 
54-55. May be 55.80-56 to a dollar in June-July 
but we didn’t expect it to reach 60,” says HKL 
Magu, CMD of Jyoti Apparels, in another ToI 
report.

The bottomline is that when the currency depre-
ciation is huge, nobody can be happy, not even 
the exporters.

Morgan Stanley expects corporate balance 
sheets to take a hit. The hit is concentrated 
among a smaller group of companies, it said. 
According to its estimate, forex liability of Indi-
an companies is at around $200 billion. “A 5% 
move increases liabilities by US$10 billion,” it 

said. The worst-affected include Bharti, RCom, 
Tata Power, Ranbaxy, United Spirits, United 
Phosphorous, GESCO, Reliance Industries and 
Bhushan Steel (not in that order), it said.

Silver lining

There are, however, a few glimmers of hope too.

Morgan Stanley expects the rupee move to has-
ten the adjustment on the external deficit.

“The rupee is arguably at fair value and, com-
bined with the government’s effort on fiscal con-
solidation, it will bring down the current deficit 
in the next few months. A declining twin deficit 
is good for equities,” it said in a report.

It also expects the sharp rupee depreciation to  
hasten reforms. “Indeed, one of the reasons for 
the shift in the government’s actions in Septem-
ber last year was the prospects of a sharp rupee 
depreciation (if the credit rating was downgrad-
ed) and its impact on inflation in an election 
year,” it said.

Another positive is a surge in inbound remit-
tances from non-resident Indians, a report in 
the Economic Times said. If they remit money 
now they would make windfall gains only due to 
the rupee depreciation.

Most of the remittances India receive come 
from Europe and North America. In 2012, the 
amount stood at about $68 billion, the report 
said. Remittances are different from deposits 
and considered more stable as they are money 
send by migrant workers for use local, like fam-
ily maintenance.
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How the rupee fall directly 
affects you
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According to the report, since the July-September 
quarter is low travel season when airlines lower 

charges to attract passengers, fares in the October to 
mid-January period is likely to be hiked to make up 

for the falling rupee’s impact.

FP Staff, July 1, 2013

With rupee falling, prepare 

to pay more to fly

T he Indian rupee’s fall over the last few 
days won’t just hurt the economy, it will 
hurt your travel plans too.

According to a Times of India article today  
almost all airlines have warned that the dollar’s 
incessant rise in India has added to their oper-
ating costs, and that obviously means you have 
pay more to fly.

The report states that the July-September 
quarter is low travel season when airlines lower 
charges to attract passengers. As a result, fares 
in the October to mid-January period is likely 

to be hiked to make up for the falling rupee’s 
impact.

Recently, Aviation Turbine Fuel (ATF) prices 
were hiked by a steep 5.8 percent, the second 
consecutive increase since June, as rupee de-
preciation made imports costlier. In Mumbai, 
jet fuel will now cost Rs 68,148 per kilolitre as 
against Rs 64,381.15 per kilolitre currently.

As jet fuel constitutes over 40 percent of an air-
line’s operating costs, it is highly likely that the 
cost will be passed on to the passengers.

Besides fuel, expenditure on aircraft leasing, en-
gine maintenance are also dollar denominated. 
An  unnamed head of an airline told TOI that 
almost 70 percent of an airline’s expenses is in 
dollar terms.

“In the last month alone, our operating costs 
have risen by 10%. Now, an airline can offer 
low fares only if it wishes to end up like King-
fisher,” the official said.

So, what should you do? Plan your holiday and 
book tickets immediately.
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The oil companies are pitching for a Rs 100 per 
cylinder increase in LPG price, Re 1 per month 

increase in diesel price

FP Editors, July 9, 2013

Rupee free fall: Higher fuel 
prices, inflation to pinch harder

T he weak rupee has thrown all govern-
ment estimates about its financials, espe-
cially the fuel subsidy, out of the window. 

At the receiving end is your own household 
budget, which will also run haywire.

According to an edit in the Business Standard, 
the government, while calculating the fuel sub-
sidy for this year, had kept in mind a rupee level 
of 55. At around 61 levels now, the currency is 
off the estimate by about Rs 6.

The government’s plan to cut subsidy burden by 
allowing oil companies to increase diesel prices 
by 50 paise per month is not going to help any-
more.

ALSO SEE:
Rupee fall may bring back Middle East NRI 
realty investors
With economy crawling, Indian companies set 
sights on US investments
FX derivative rules toughened as rupee slide 
sparks panic

The under-recovery on diesel, which had fallen 

to just about Rs 3.7 in May, has surged to Rs 8 
as of 2 July, according to the government’s Pe-
troleum Planning and Analysis Cell. The corre-
sponding figures for kerosene and LPG cylinder 
were Rs 30.52 and Rs 368.58.

The total under-recovery of oil marketing com-
panies stood at Rs 1.61 lakh crore, as against 
the budget estimate of Rs.1.67 lakh crore for the 
entire year.

According to a report in the Times of India 
today, the oil companies are pitching for Rs 
100 per cylinder increase in LPG price. They 
want the diesel price, which is being increased 
50 paise per month, to be raised by Rs 1 every 
month.

However, an official from an oil PSU has been 
quoted as saying that no decision has been 
taken yet.

After the rupee hit 61.2 against the dollar yes-
terday, for experts 62-63 levels are now fore-
gone ones. An outer estimate also sees it at 
65-70 next year.

According to another Times of India report, 
economists see inflation returning to 6-7 per-
cent levels.

“The impact on inflation will depend on how 
long the rupee’s weakness persists. If it persists 
for long, inflation could be 6% by the year-end,” 
D K Joshi, chief economist at credit rating 
agency Crisil, has been quoted as saying in the 
report.

If the government listens to oil companies and 
allows them to increase the fuel prices, inflation 
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will for sure shoot through the roof.

Every 1 percent depreciation in the rupee will 
push up wholesale price inflation by 15 basis 
points, the report said.

A Re 1 increase in diesel price will further push 
up the already high prices of essential items. 
Over the last four months, vegetable prices have 
risen four-fold in Mumbai and elsewhere in the 

country.

The consumer price inflation, which declined 
from 10.36 percent in March, to 9.31 percent in 
May will likely go back to double-digit levels in 
the coming months.

The bottomline: Do not expect a rate cut from 
the RBI in the near future.
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FP Editors, July 9, 2013

Not just students, ibankers 
also reel under rupee burden

W ith signs of a revival in the US econ-
omy and a sharp depreciation in the 
Indian currency, Indian students 

studying abroad are deferring plans to return to 
India since coming back implies a substantial 
hit in pay packages and it does not make sense 
to earn in rupees and pay back loans in dollars.

According to a report in the Economic Times, 
only three or four of the 45-50 Indian students 
at Wharton are planning to return to India this 
year, down from 15-20 of a batch of about 30-35 
last year. Even those ones returning are do-
ing so due to personal reasons rather than job 
prospects.

With the rupee having depreciated more than 
10 percent in the past couple of months, people 
who have paid about 10 percent of the loan last 
year would be back to square one, the ET report 
said, quoting a graduate from Harvard Business 
School who started paying off a dollar-denomi-
nated loan of Rs 50 lakh last year.
ALSO SEE:
Rupee fall may bring back Middle East NRI 
realty investors
Rupee free fall: Higher fuel prices, inflation to 
pinch harder

Rupee at 60: Here's why India is a steal for for-
eigners right now

Most students applied for loans when the rupee 
was hovering around the 50 level. As of today, 
the rupee is valued at 60 against the dollar.

Even those aspiring to study overseas will have 
to take a bigger loan since a weak rupee implies 
Indian students paying fees in US currency will 
have to arrange for more rupee funds for the 
same amount of dollar fees. This is because even 
though lenders pay fees in US currency to over-
seas universities, the loan amount is converted 
into rupee for the student.

Last month, the Associated Chambers of Com-
merce and Industry of India (ASSOCHAM) had 
pointed out that there’s likely to be a fall in the 
number of students going abroad by as much as 
15 to 20%.

While optimism about Indian economy is wan-
ing among students, there is also a belief that 
the US is now helping grow businesses better, 
especially when it comes to start-ups. Add to 
that better performing equity markets in there.

Even PE firms are not offering many India 
placements unlike two years ago as these firms 
are already overstaffed in India while deals 
have slowed down. In fact, another ET report 
today points out that more than 200  invest-
ment bankers employed in domestic and foreign 
investment banks have been forced to quit or 
asked to leave since June last year because of a 
decline in the number of deals and falling stock 
markets.

A slowing economy has hit fund-raising plans 
and forced investment banks in India to go on a 
cost-cutting spree.
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The rupee is bleeding at 57.7 against the dollar. And 
it’s definitely hurting students who are planning to go 

abroad or are currently studying abroad.

Bindisha Sarang, June 26, 2013

Rupee’s bloodbath at 60: 
Bad news for those going abroad to study

T he rupee is bleeding at 60:24 against 
the dollar. And it’s definitely hurting 
students who are planning to go abroad 

or are currently studying abroad. After all what 
happens to the rupee not only affects the macro-
economic environment of the country, but also 
individual lives.

The fall: Those who are drawing up plans to 
study abroad will have to rework their budgets. 
They will have to pay higher for their qualify-
ing exams such as GRE and GMAT. Admission 
forms will become costlier too. This means 
that the budget for your admission process will 
have to be redone. Admission forms in foreign 
universities can be priced as much as $500 
or more. Let’s not forget that all these things 
(GRE/ GMAT forms), admission application 

forms, scholarship applications forms, financial 
aid request forms, tuition fees, etc, will add up 
and dig a big hole in your pocket. A fall in the 
rupee means you have to shell out way more for 
the over all admission process.

The falling rupee will also hurt students who 
are already studying abroad. Since their educa-
tion loans were sanctioned on a stronger rupee, 
there is a good possibility that the loan amount 
will fall short of the actual amount required. In 
short, they will have to ensure that they arrange 
for these extra funds, from other sources. Not 
to mention that the total cost for the course will 
increase substantially.

Even those travelling abroad for a vacation will 
have to pay more. But vacations can be resched-
uled at a different time, if it is out of reach. Not 
so with studies. Hence, having emergency funds 
becomes imperative, to sail the tide until the 
storm settles.
What you should do: If it’s a vacation, and you 
will need to borrow some funds, we suggest you 
postpone the vacation to a better time. If you 
are a student (potential/ existing), we hope you 
have factored in the conversion rate. If not, we 
hope you have some emergency funds. If you 
don’t have that either, start cutting costs, and 
look for a small no interest loan from friends 
and family.
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They will wait until the politicians pull out their black 
money to fund their election extravaganza, say experts

Sunainaa Chadha, June 26, 2013

NRI enquiries may be rising 
but in realty, their faith is falling

O ne lot who should be happy about the 
rupee’s crash against the dollar is non-
resident Indians. But are they really cel-

ebrating the current sharp decline in the Indian 
currency? Probably not, at least when it comes 
to real estate.

A report in the Business Standard, however, 
says NRI enquiries for buying Indian property 
have risen 15  percent in a month and is likely 
to go higher if the rupee touches 60 to the dol-
lar as the currency plunge and subdued sales in 
India  have made property prices cheaper by at 
least 20 percent for these overseas buyers. The 
number of calls from NRIs have gone up to 800 
per month from 200 earlier at Investors Clinic, 
a real estate portal. Similarly, another portal, 
Commonfloor.com is receiving around 1 mil-
lion visits a month, which is double the number 
compared with few months before, the newspa-
per said.

Ideally, this should be happening, because a 
weak rupee will encourage NRIs to park their 
surplus funds in India.

However, experts Firstpost spoke to said such 

enquiries are unlikely to materialise as sales 
because Indian real estate has lost its credibil-
ity. Moreover, given that general elections are 
around the corner, real estate is in doldrums as 
all the black money that has been pumped into 
realty, is slowly being drained out to fund elec-
tions.

“Each MLA requires at least Rs 5 crore. Mul-
tiply this with the number of Lok Sabha seats 
and you have absolutely no liquidity left in real 
estate. And investors are very much aware of 
this, which is why they are all waiting for  politi-
cal stability before parking those remittances 
in real estate,” said an industry observer on the 
condition of anonymity.

“Prices tend to stagnate or fall whenever Con-
gress goes out of power at the centre. So that 
may be another reason to wait for the election 
result,” another property broker in Delhi told 
Firstpost.

Little wonder that developers are hardselling 
their properties by offering several freebies, 
discounts and gifts. For instance, Bangalore’s 
Sobha Developers  is hardselling its proper-
ties to NRIs with promos like ‘Invest in homes 
now and save Rs 34 lakhs,’  on account of rupee 
depreciation while others like Nitesh Estates, 
Amrapali Group, Supertech and Unitech are 
looking to  participate in home exhibitions in 
Dubai and the UK next month, said an Eco-
nomic Times report. Builders in Mumbai are 
all offering 80:20 schemes to lure  buyers but 
investors are all in a wait-and-watch zone until 
tpoliticians pull out their black money to fund 
their election extravaganza.

In other words, the rupee gains is being offset 
by the bearish sentiment on Indian realty.
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Mumbai and the National Capital Region have 
been regarded as investor darlings and this 
waning demand is now more than evident with 
piled up inventory and an exodus f new supply. 
Even prime properties in South Mumbai and 
Delhi are not finding buyers with areas such 
as Panscheel, Vasant Vihar in Delhi and Cuffe 
Parade and Nariman Point in Mumbai seeing at 
least a 20 percent fall in prices.

“The investment cycle is over. It is an end-users 
market now. Sales will now only take place if 
there is a correction, either in the form of dis-
count schemes or actual correction in prices. 
The real estate boom was only until 2008. From 
there on, Indian real estate has been on a de-
clining curve,” says Pankaj Kapoor, MD at real 
estate firm Liasas Foras.

Clearly, investors are no fools. They prefer pre-
dictable outcomes, not hurdles. Real estate is in 
dire needs of reforms and accountability, with-
out which more investment may just remain a 
distant dream.

This erosion of faith is now seen among Indian 
investors too. Rather than parking money in 
Indian realty, they are going abroad. Indians 
were among the top five foreign nationals buy-
ing real estate in the United States, according to 
the “2013 Profile of International Home Buying 
Activity” for the 12 months period ended March 
2013. This despite a declining trend witnessed 
in foreigners’ acquiring properties there.
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Who gains from the Rupee fall?
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Ashutosh Limaye, July 9, 2013

Rupee fall may bring back 
Middle East NRI realty investors

D ubai, which is touted to be the most 
popular and world-class property 
investment destination in the Middle 

East, has started to witness a recovery in its 
property market post the financial crisis.

In 2012, real estate prices recovered for the first 
time, growing 10 percent year on year, accord-
ing to the Dubai Land Development (DLD) au-
thority’s data and as quoted in various regional 
media. Real estate transactions in Dubai had 
increased by 8 percent to 154 million dirhams in 
2012.

Not surprisingly, this recovery is backed by 
huge investments  by expatriates, particularly 
from India. Non-resident Indians (NRIs) are 
comfortably among the top five investor com-
munities in the region. With their natural affin-
ity towards India, and against the depreciation 
of the Indian rupee against the US dollar, could 
the NRI community’s real estate investment 
decisions be changing in favour of the Indian 
market?

For Indian real estate, general perception 
among buyers/ investors is that prices have 
increased dramatically over the last few years. 
Immediately, following the Lehman collapse, 
Indian property prices witnessed significant 
increases — averaging 40-42 percent across all 
major markets. (See chart below)

Even in cities such as Mumbai, where capital 

values are already high, returns stood at 66 
percent during the same period. As against this, 
DLD data for Dubai suggests property prices 
witnessed a 65 percent slump in the four-year 
period prior to 2012, thereby justifying the 
question whether a 10 percent rally in 2012 is 
actually all that significant

More recently, the Indian rupee (INR) has seen 
12 percent depreciation against the US dollar 
since the start of May until June 2013, thereby 
forcing its value down against all other curren-
cies pegged to the US dollar – including the 
UAE Dirham (AED). As a consequence, the 
rupee has also depreciated against the AED by 
12 percent during the same period.

A simple back-of-envelope calculation suggests 
that if a Dubai-based NRI invests AED 10 mil-
lion in Indian real estate now (INR/AED at 
16.4), and assuming only conservative returns 
of 15 percent from Indian real estate in the near 
term, the investor could expect repatriated re-
turns of over 27 percent assuming that the INR 
returns to its pre-May mean of 14.8/AED (see 
diagram).

It could be argued that expatriate Indians may 
be favouring Dubai over Indian real estate on 
the basis of socio-economic and other factors.
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According to media sources, Indian investors 
were buying properties in Dubai as it offers rela-
tive political stability, world class infrastructure, 
tax benefits, attractive prices and geographi-
cal proximity. Also, Dubai’s economy has been 
recovering since last two years, growing by 4.4 
percent and 3.4 percent in 2012 and 2011, re-
spectively.

However, a recent survey conducted by Suman-
sa Exhibitions, organisers of the successful an-
nual event called the India Property show in the 
UAE, portrays a different picture. The survey 
possibly reveals that NRIs place a higher intrin-
sic value on property owned in India over that 
of property owned in Dubai or elsewhere.

Apart from strict visa rules in the Middle East 
region, there are certain regulatory obstacles 
in buying a property in the Emirates. These are 
also other critical factors that can help sustain 
NRI interest in Indian property market, in-
cluding the higher economic growth in India; 
improving infrastructure and renewed political 
focus on timelines for new infrastructure ini-
tiatives; rising demand for commercial space 
in the market (leading to job creation); social 
infrastructure; and price trends.

Putting these findings into perspective, the 
recent fall in the Indian rupee could potentially 
act as a trigger for the NRI community in the 
Middle East to switch focus towards properties 
back in India.

Ashutosh Limaye is Head – Research & REIS, 
Jones Lang LaSalle India
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FP Editors, July 9, 2013

Sunshine stories during rupee slide: 
tourism, remittance

T ourism and remittance are turning out to 
be the clear winners at a time when the 
rupee’s decline is impacting every other 

sector adversely.

According to a report in the Economic Times, 
for foreign tourists the falling rupee has made 
India cheaper this season. Booking enquiries for 
the winter have already risen 15 percent on year.

“We are able to give better value offers to our 
partners in global markets,” Rajeev Kohli, joint 
managing director of Creative Travel, has been 
quoted as saying in the report. He expects char-
tered aircraft coming into India to increase by 
15 percent this year.

Even the hospitality sector is seeing a surge in 
bookings as, to cashing in on the weak rupee, 
many are placing the reservations early on, the 

report says quoting Dilip Puri, India managing 
director at Starwood Asia Pacific Hotels and 
Resorts.

Another boost to the sector is the unrest in 
Egypt and Turkey, which is driving travellers 
away from these countries to Indian states such 
as Kerala and Goa.

The weak rupee has also given an impetus to the 
remittances. As per UAE Exchange, NRI remit-
tances have risen 10-12 percent in the last six 
months, a report in the Business Standard said.

Money has been flowing in to the Indian real 
estate sector and stock market, the report said.

According to Y Sudhir Kumar Shetty, chief op-
erating officer (global operations) of UAE Ex-
change, quoted in the report, middle and high 
income earning Indians in Gulf and Middle East 
are even borrowing money abroad in order to 
invest here.

Shetty expects annual remittances to India to 
touch $73 billion in calendar year 2013, higher 
than $69 billion witnessed in 2012, when the 
country was the largest recipient of remittances.

However, these are unlikely to significantly 
contribute to the bridging the current account 
deficit, which is widening due to a churn in the 
capital account.
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At Rs 60 to the dollar, many fundamentals start
 kicking in in favour of the rupee. One should not bet 

too much against it in the medium term. 

R Jagannathan, July 9, 2013

Rupee at 60: Here’s why India is 
a steal for foreigners right now

F rom the looks of it, the Indian rupee does 
not appear to have found its bottom. 
Yesterday it had to be rescued from 61 to 

the US dollar with the Reserve Bank pitching in, 
but today it is under 60. In the days ahead this 
yo-yo movement on either side of 60 could well 
be the story.

However, this may be the time to start thinking 
contrarian on the rupee. This is not to say that 
it won’t hit 65 in the short run or even take a 
good look at 70 — god knows, taking inflation 
differentials into account, 70 isn’t that much of 
a stretch — but the fact is 60 is a psychological 
turning point for the rupee. Regardless of what 
US Fed Chairman Ben Bernanke does with his 
quantitative programme later this year.

Reason: 60 is probably the number at which 
every business starts looking different — espe-
cially those which have a dollar component in 
their costs or revenues. If the dollar is in costs 
— as in foreign debt or import components — 
businesses will import less; if it’s in revenues, 
you will start seeing a revival in export earnings.

Even more, at 60 to the dollar India is a steal for 
foreigners.

At even 5 percent economic growth, foreign 
direct investment would find much better re-
turns when the rupee is at 60. Projects with an 
internal rate of return (IRR) of, say, 20 percent 
at 50 would now see an IRR of 24 percent. Uni-
lever’s recent buyback offer became a steal at 
60 — with the company probably saving $400 
million. It can now afford to have another go at 
buying out more investors with a higher price.

Non-resident Indians (NRIs) will find that 
Indian realty has gotten 15-20 percent cheaper. 
They can also now repatriate more to their rela-
tives back home — and yet keep more dollars 
with them in their Gulf workplaces. NRIs will 
come home more often, and Indians will curtail 
travel abroad for tourism or pleasure.

Exporters — even if they are forced to cut pric-
es — will find higher returns as they can now 
hedge less of their exposures and earn better 
returns. Software companies should be on cloud 
nine.

As energy becomes dearer, more people will 
converse fuel — creating a market for more fuel-
efficient vehicles, etc.

Indian businesses whose products have a cor-
relation to landed prices of imports — steel, for 
— will find their profits rising even when there 
are no imports.

More important, the hotter part of hot money 
that needed to flow out — of foreign investors in 
Indian debt — has flown out. It no longer makes 
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sense to take your dollars out at this cost.

And so on.

ALSO SEE:
Rupee free fall: Higher fuel prices, inflation to 
pinch harder

The point is the rupee has now reached a point 
from where the fundamentals of many econom-
ic decisions — for businesses, for individuals 
and for policy-makers. To be sure, these funda-
mentals were changing right through the time 
when the rupee went crashing through 53, then 
55 and then 57 and then 60.

I believe that 60 is the number where there 

could be a clear psychological turning point 
for the rupee as it is 30-35 percent lower than 
where the currency was in 2010-11. Despite 
inflation, despite policy paralysis, despite eco-
nomic mismanagement, the rupee may be about 
to find it feet.

If the rupee stabilises, the government will 
claim it was its efforts that did the trick. Don’t 
believe it.  The rupee does not dance to P 
Chidambaram’s tunes. It is on its own trip based 
on more fundamental fundamentals and right 
now it could well believe that it has arrived.

It is the dollar that should be a sell for Indians 
from now on.

http://www.firstpost.com/
http://www.firstpost.com/economy/rupee-free-fall-higher-fuel-prices-inflation-to-pinch-harder-940895.html
http://www.firstpost.com/economy/rupee-free-fall-higher-fuel-prices-inflation-to-pinch-harder-940895.html


Copyright © 2012 Firstpost

Can the Rupee’s fall be stopped?
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Reuters, July 4, 2013

Good times for the rupee are 
at least a year away: Poll

B ANGALORE: The battered rupee will 
remain under pressure against the US 
dollar over the next year as a wide cur-

rent account deficit and policy inaction dis-
suades foreign investment into the country, a 
media poll showed.

The rupee is expected to trade at 59.0 in a 
month and 58.0 in six months, before reaching 
57.5 in a year from now. That would be just over 
4 per cent stronger than the 60.0 it was trading 
at earlier on Thursday.

Still, that would mark only a modest rebound 
for emerging Asia’s worst performing currency 
so far in 2013.

The rupee has lost over 8 percent so far this 
year and has practically been on a one-way 
street since mid-2011. It hit an all-time low of 
60.76 last week.

The US Federal Reserve’s signal that it plans to 
cut back on its latest stimulus spending has hurt 
risky assets widely across Asia but has ham-
mered the rupee the most due to India’s fiscal 
imbalances.

“We’ve been pretty cautious on the Indian rupee 
for a while now,” said Dominic Bunning, foreign 

exchange strategist at HSBC.

“It is going to be difficult for Asian countries 
to attract foreign flows and especially for India 
where the current account deficit is wide which 
creates dollar demand.”

The rupee has mostly tracked the country’s 
current account deficit, which has ballooned to 
a record high of 4.8 per cent of gross domestic 
product in the fiscal year ended in March, driv-
ing overseas investors out of the country.

In what could be a vicious cycle, a weaker ru-
pee will only add to concerns over funding that 
current account deficit, as India is one of the 
largest importers of crude oil and the biggest 
consumer of gold from abroad.

Policymakers have introduced curbs on the pre-
cious metal such as raising taxes on imports and 
ruling out credit, in the hopes that it will help 
reduce India’s import bill.

The Reserve Bank of India, handicapped by 
meagre reserves of $290 billion, which is 
enough to cover only seven months of imports, 
has been reluctant to sell too many US dollars.

Foreign institutional investors ( FII) have pulled 
more than $7 billion out of Indian assets in 
June alone, driving stocks markets lower and 
hammering the currency.

And with economic growth languishing around 
a decade low, the chances of a attracting inflows 
are uncertain at the moment.

“Since growth momentum is yet to display signs 
of a sustained pick-up…the possibility of the 
rupee touching 62 in the near term cannot be 
ruled out,” wrote economists at Yes Bank in a 
note to clients.
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“FII inflow is likely to gather steam only when 
actual evidence of an improvement in domestic 
growth comes to the fore or if the government 
moves ahead with supply side reform momen-
tum.”

Foreign investment has also been limited de-
spite the government’s reforms late last year 
to liberalise company ownership rules in the 
country, but as the government gears up for an 
election next year, there is little room for more.

“There has been some traction with reforms 
and we think if those can continue to gather 
pace it would offset some of the weakness,” said 
HSBC’s Bunning.

Concerned about the rupee’s fall, India’s central 
bank has discreetly phoned trading desks with 
unusually explicit messages to cut their specula-
tive positions in the currency.
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This situation is likely to continue in the days to come 
with the demand for dollars in India being more than 
their supply. And this will have a huge impact on the 
dollar-rupee exchange rate, which crossed  60 rupees 

to a dollar for the first time yesterday.

Vivek Kaul, June 27, 2013

Rupee fall: Why India’s struggle 
for dollars will continue

T he question being asked yesterday was 
“why is the rupee falling against the dol-
lar”. The answer is very simple. The de-

mand for American dollars was more than that 
of the Indian rupee leading to the rupee rapidly 
losing value against the dollar.

This situation is likely to continue in the days to 
come with the demand for dollars in India be-
ing more than their supply. And this will have a 
huge impact on the dollar-rupee exchange rate, 
which crossed  60 rupees to a dollar for the first 
time yesterday.

Here are a few reasons why the demand for dol-
lars will continue to be more than their supply 
in the days to come.

a) The United Nations Conference on Trade 
and Development (UNCTAD) recently pointed 
out that the foreign direct investment in India 
fell by 29% to $26 billion in 2012. When dol-
lars come into India through the foreign direct 
investment(FDI) route they need to be ex-
changed for rupees. Hence, dollars are sold and 
rupees are bought. This pushes up the demand 
for rupees, while increasing the supply of dol-
lars, thus helping the rupee gain value against 
the dollar or at least hold stable.  In 2012, the 
FDI coming into India fell dramatically. The 
situation is likely to continue in the days to 
come. The corruption sagas unleashed in the 2G 
and the coalgate scam hasn’t done India’s image 
abroad any good. In fact in the 2G scam telecom 
licenses have been cancelled and the message 
that was sent to the foreign investors was that 
India as a country can go back on policy deci-
sions. This is something that no big investor 

who is willing to put a lot of money at stake, 
likes to hear.

Opening up multi-brand retailing was govern-
ment’s other big plan for getting FDI into the 
country. In September 2012, the government 
had allowed foreign investors to invest upto 51% 
in multi-brand retailing. But between then and 
now not a single global retailing company has 
filed an application with the Foreign Investment 
Promotion Board (FIPB), which looks at FDI 
proposals.

This scenario doesn’t look like it is changing as 
likely foreign investors struggle to make sense 
of the regulations as they stand today. Dollars 
that come in through the FDI route come in 
for the long run as they are used to set up new 
industries and factories or pick up a stake in 
existing companies. This money cannot be with-
drawn overnight like the money invested in the 
stock market and the bond market.

b) There has been a lot of talk about the Reserve 
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Bank of India(RBI) selling bonds to Non Resi-
dent Indians (NRIs) and thus getting precious 
dollars into the country. The trouble here is that 
any NRI who invests in these bonds will carry 
a huge amount of currency risk, given the rapid 
rate at which the rupee has lost value against 
the dollar.  Lets understand this through a sim-
ple example. An NRI invests $100,000 in In-
dia. At the point he gets money into India $1 is 
worth Rs 55. So $100,000 when converted into 
rupees, amounts to Rs 55 lakh. This money lets 
assume is invested at an interest rate of 10%. A 
year later Rs 55 lakh has grown to Rs 60.5 lakh 
(Rs 55 lakh + 10% interest on Rs 55 lakh). The 
NRI now has to repatriate this money back. At 
this point of time lets say $1 is worth Rs 60. So 
when the NRI converts rupees into dollars he 
gets $100,800 or more or less the same amount 
of money that he had invested. His return in 
dollar terms is 0.8%. The real return would be 
much lower given that this calculation doesn’t 
take the cost of conversion into account.  Hence, 
the NRI would have been simply better off by 
letting his money stay invested in dollars. This 
is the currency risk. To make it attractive for 
NRI investors to invest money in any such RBI 
bond, the interest on offer will have to be very 
high.

ALSO SEE:
India is screwed, no matter what RBI does on 
rupee
Rupee still below 60: India in deeper pain, get 
ready for a rough ride
The rupee will slide to 70 to the USD if RBI 
hikes rates

c) While the supply of dollars will continue to be 
a problem, the demand for them will continue 
to remain high. A major demand for dollars will 
come from companies which have raised loans 
in dollars over the last few years and now need 
to repay them. As the Business Standard reports 
“Beginning 2004, the central bank(i.e. RBI) has 
approved nearly $220 billion worth of external 
commercial borrowings and foreign currency 
convertible bonds (FCCB), at the rate of a little 
over $2 billion a month. Nearly two-thirds of 
this amount was approved in the past five years. 
Much of this ECB will come up for repayment 
this financial year, putting further pressure on 
the rupee.”

A lot of companies have raised foreign loans 
over the last few years simply because the inter-
est rates have been lower outside India than 
in India. These companies will need dollars to 
repay their foreign loans as they mature.  The 
other thing that might happen is that compa-
nies which have cash, might look to repay their 
foreign loans sooner rather than later. This is 
simply because as the rupee depreciates against 
the dollar, it takes a greater amount of rupees to 
buy dollars. So if companies have idle cash lying 
around, it makes tremendous sense for them to 
prepay dollar loans. The trouble is that if a lot 
of companies decide to prepay loans then it will 
add to the demand for the dollar and thus put 
further pressure on the rupee.
d) India’s love for gold has been one reason be-
hind significant demand for the dollar. Gold is 
bought and sold internationally in dollars. India 
produces very little gold of its own and hence 
has to import almost all the gold that is con-
sumed in the country. When gold is imported 
into the country, it needs to be paid for in dol-
lars, thus pushing up the demand for dollars. As 
this writer has argued in the past there is some 
logic for the fascination that Indians have had 
for gold. A major reason behind Indians hoard-
ing to gold is high inflation. Consumer price 
inflation continues to remain high. Also, with 
the marriage season set to start over the next 
few months, the demand for gold is likely to go 
up. What can also add to the demand is the fall 
in price of gold, which will get those buyers who 
have not been buying gold because of the high 
price, back into the market. All this means a 
greater demand for dollars.

e) India has been importing a huge amount of 
coal lately to run its power plants. Indian coal 
imports shot up by 43% to 16.77 million tonnes 
in May 2013, in comparison to the same period 
last year. Importing coal again means a greater 
demand for dollars.  The irony is that India has 
huge coal reserves which are not being mined. 
The common logic here is to blame Coal India 
Ltd, which more or less has had a monopoly to 
produce coal in India. The government has tried 
to encourage private sector investment in the 
sector but that has been done in a haphazard 
manner leading to the coalgate scam. This has 
delayed the bigger role that the private sector 
could have played in the mining of coal and thus 
led to lower coal imports. The situation cannot 
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be set right overnight. The major reason for this 
is that the expertise to get a coal mine up and 
running in India has been limited to Coal India 
till now. To develop the same expertise in the 
private sector will take time and till then India 
will have to import coal, which will need dollars.

f) The government’s social sector policies may 
also add to a huge demand for dollars in the 
time to come. The procurement of wheat by the 
government this year has fallen by 33% to 25.08 
million tonnes. This will not have any immedi-
ate impact given the huge amount of grain re-
serves that India currently has. But as and when 
right to food security becomes a legal right any 

fall in procurement will mean that the govern-
ment will have to import food grains like wheat 
and rice, and this will again mean a demand for 
dollars. This is a little far fetched as of now, but 
is a likely possibility and hence cannot be ig-
nored.  These are fundamental issues which will 
continue to influence the dollar-rupee exchange 
rate in the days to come and do not have easy 
overnight kind of solutions. Of course, if the Ben 
Bernanke led Federal Reserve of United States, 
decides to go back to printing as many dollars 
as it is right now, then a lot of dollars could 
flow into India, looking for a higher return. But 
then, that is something not under the control of 
Indian government or its policy makers.
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Reuters, July 8, 2013

9 things the govt and RBI can 
do to prevent a rupee slide

T he fall in the rupee to record lows has 
raised the prospect that the government 
or the central bank could take steps to 

support a currency seen particularly vulnerable 
because of a record high current account deficit.

Below are some measures the Reserve Bank of 
India and government could consider to protect 
the rupee.

DOLLAR-WINDOW FOR OIL COMPANIES

The RBI could open a dollar window for oil 
companies to buy dollars directly from the cen-
tral bank instead of buying from markets, but it 
would drain foreign exchange reserves.

DOLLARS FOR OIL BONDS

The RBI could hold auctions to buy bonds from 
oil companies, providing them dollars or other 
non-rupee currencies, but the outstanding 
amount of oil bonds is small as the government 
has been giving direct cash subsidy to oil com-
panies.

ASKING EXPORTERS TO BUY RUPEES

The central bank could ask exporters to convert 
part, or their entire, overseas foreign currency 
earnings in the market immediately, providing 
near-term relief to the rupee.

CURBING NET OPEN POSITION LIMITS FOR 
BANKS

The central bank could ask banks to limit their 
net overnight open position limits, making it 
difficult to short the rupee and prevent specula-
tive trading.

MORAL PERSUASION

The RBI could persuade banks and financial 
institutions to raise funds in dollars abroad and 
lend them locally, a measure that has worked in 
the past when overseas rates were attractive.

STAGGER IMPORT PAYMENTS

The central bank could issue rules delaying or 
staggering import payments, which are typically 
made at the end of every month, although the 
RBI has not taken this step in recent years.

ADDITIONAL FISCAL REFORMS

The government could review sectors such as 
defence, or revive pension and insurance re-
forms, but passage through parliament could be 
tough.

GOVERNMENT BACKED NON-RESIDENT 
INDIAN BOND

The government could issue a sovereign bond 
through State Bank of India to non-resident In-
dians, but such a move could increase external 
debt and interest liability.

SOVEREIGN OVERSEAS BOND

The government could issue sovereign bonds 
to raise dollars from overseas investors, but the 
RBI is reluctant to expose the country to foreign 
exchange risks during repayment.
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Arjun Parthasarathy, July 8, 2013

Reversal of USD fortunes is a 
lesson for many India bashers

T he reversal of the USD fortunes is also a 
lesson for many India bashers

The US Dollar (USD) is looking strong. The 
US economy is showing signs of steady growth 
ahead even as economies from the Eurozone to 
China are floundering. The US Federal Reserve 
(Fed) is looking to remove monetary accom-
modation while central banks from the ECB to 
Bank of England and Bank of Japan are com-
mitted to provide monetary stimulus for many 
more years to come.

US is probably the only large economy in the 
world that is adding jobs. US payroll numbers 
for June 2013 saw 195,000 jobs being added 
against expectations of 165,000 job additions. 
US economy has been adding jobs every month 
since October 2010. US unemployment rate has 
come off from 9.5% levels to levels of 7.6% since 
October 2010.

US is seeing a shale oil revolution that has 
brought down gas prices by over 60% over the 
last five years. The record low interest rates of 
close to 0% and the liquidity infusion through 
three Quantative Easing (QE) programmes of 
the Fed had brought down US mortgage rates to 
all time lows. Low mortgage rates coupled with 
rock bottom home prices (post the housing mar-
ket collapse of 2007-08) have led to a recovery 

in US housing market. US home sales and home 
prices in May 2013 rose by the highest level in 
the last five and seven years respectively.

US June 2013 car and truck sales rose the most 
since 2007. US is seeing manufacturing come 
back into the country with reshoring being the 
new buzzword. US manufacturers that exported 
jobs in the 2000-2010 decade are now bringing 
back jobs to the country. Cheap gas is one major 
incentive to produce goods in the US apart from 
quality controls to better infrastructure.

US budget deficit for 2013 has been revised 
downwards by USD 200 billion from estimates 
of USD 845 billion to USD 642 billion. The 
benchmark equity indices, Dow and S&P 500 
are trading at close to record highs. US bench-
mark ten year treasury yields at up 120bps from 
lows but are still down by around 200bps over 
the last six years.

The USD index that tracks the value of the USD 
to a basket of six major currencies is trading at 
three year highs. Currencies of once fast grow-
ing countries such as India and Brazil have 
depreciated against the USD with the Indian 
Rupee trading at all time lows while the Bra-
zilian Real is trading at multi year lows. The 
Chinese Yuan (Renminbi) is one of the very few 
currencies that has gained against the USD over 
the last five years. However the Renminbi has 
always been seen as being deliberately kept un-
dervalued by the Chinese government that pegs 
the currency to the USD.

The USD is looking strong now but it was not 
the case eight years ago. At that time everyone 
including prominent fund managers, econo-
mists, analysts and traders were USD bears. The 
arguments ranged from the deficits run by the 
US government to the actions of the Fed to the 
fast growth in emerging economies. It is true 
that the US is the largest debtor nation in the 
world, the Fed has expanded its balance sheet 
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multifold times over the last few years and that 
emerging economies were showing fast growth. 
However the fact is that despite the debt of the 
US government and Fed’s money printing the 
USD is looking strong and this strength is likely 
to continue going forward.

China is facing issues of over lending, over 
investment and a weak financial market system. 
Emerging economies are facing growth issues. 
Japan is yet to come out of deflation while Eu-
rope’s economy is yet to bottom out.

The bottomline of the USD strength at present 
is that while there are seemingly structural is-

sues that were supposed to have driven down 
the USD, they have not played out as many 
had expected it to. The structural issues may 
not show up for many years to come and could 
even seen some improvement going forward. 
The USD bears are now either rethinking their 
theory on USD weakness or are turning outright 
USD bulls.

The reversal of the USD fortunes is also a lesson 
for many India bashers. To be continued….

Arjun Parthasarathy is the Editor of www.
investorsareidiots.com a web site for investors.
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FP Staff, June 20, 2013

These graphs tell us why rupee 
fell, and why it will be up by Sep

T he Indian rupee today slumped to an all-time low of 59.93 against the US dollar after the 
Federal Reserve signalled a tapering of its monetary stimulus, highlighting the country’s 
dependence on foreign capital inflows to fund its current account deficit.

The graphics below by brokerage Anand Rathi explains the rupee fall:
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According to the brokerage, the hint of Fed tapering off the QE3 (quantitative easing) led to ham-
mering of currencies of emerging markets (EMs) with large current account deficits (CADs).

South Africa, Turkey, India, Indonesia and Brazil have large CADs and their currencies depreciated 
sharply in the current currency sell off.

So, maybe, it’s now time to check if the rupee is about to bottom out. Anand Rathi certainly seems 
to think so.
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NRIs are unlikely to bring in as many dollars into the 
country as they did during the course of the last 

financial year

Vivek Kaul, July 3, 2013

Why rupee might even 
touch 65-70 to a dollar

T he rupee crossed 60 to a dollar again and 
touched 60.06, briefly in early morning 
trade today. As I write this one dollar 

is worth around Rs 59.97. This should not be 
surprising given that the demand for dollars is 
much more than their supply.

The external debt of India stood at $ 390 billion 
as on March 31,2013. Nearly 44.2% or $172.4 
billion of this debt has a residual maturity of 
less than one year i.e. it needs to be repaid by 
March 31, 2014. The external debt typically con-
sists of external commercial borrowings (ECBs) 
raised by companies, NRI deposits, loans raised 
from the IMF and other countries, short term 
trade credit etc.

Every time an Indian borrower repays exter-
nal debt he needs to sell rupees to buy dollars. 
When this happens the demand for dollars goes 
up, and leads to the depreciation of the rupee 
against the dollar. The demand for dollars for 
repayment of external debt is likely to remain 
high all through the year.  Data from the RBI 

suggests that NRI deposits worth nearly $49 
billion mature on or before March 31, 2014. 
With the rupee depreciating against the dollar, 
the perception of currency risk is high and thus 
NRIs are likely to repatriate these deposits rath-
er than renew them. This will mean a demand 
for dollars and thus pressure on the rupee.

External commercial borrowings of $21 billion 
raised by companies need to be repaid before 
March 31, 2014. Companies which have cash, 
might look to repay their foreign loans sooner 
rather than later. This is simply because as the 
rupee depreciates against the dollar, it takes a 
greater amount of rupees to buy dollars. So if 
companies have idle cash lying around, it makes 
tremendous sense for them to prepay dollar 
loans. The trouble is that if a lot of companies 
decide to prepay loans then it will add to the de-
mand for dollars and thus put further pressure 
on the rupee.

Things are not looking good on the trade defi-
cit front as well. Trade deficit is the difference 
between imports and exports. Indian imports 
during the month of May 2013, stood at $44.65 
billion. Exports fell by 1.1% to $24.51 billion. 
This meant that India had a trade deficit of 
more than $20 billion. Trade deficit for the year 
2012-2013 (i.e. the period between April 1, 2012 
and March 31, 2013) had stood at $191 billion. 
The broader point is that India is not exporting 
enough to earn a sufficient amount of dollars to 
pay for its imports.

The trade deficit for the month of April 2013 
had stood at $17.8 billion. If we add this to the 
trade deficit of $20.1 billion for the month of 
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May 2013, we get a trade deficit of nearly $38 
billion for the first two months of the year.  
With the way things currently are it is safe to 
say that the trade deficit for 2013-2014(or the 
period between April 1, 2013 and March 31, 
2014) is likely to be similar to that of last year, 
if not higher. What will add to the import pres-
sure is a fall in the price of gold.

Hence, if we add the foreign debt of $172 billion 
that needs to be repaid during 2013-2014, to the 
likely trade deficit of $191 billion, we get $363 
billion. This is going to be the likely demand for 
dollars for repayment of foreign debt and for 
payment of excess of imports over exports, dur-
ing the course of the year.  A further demand for 
dollars is likely to come from foreign investors 
pulling money out of the Indian stock and bond 
market. The foreign investors pulled out invest-
ments worth more than Rs 44,000 crore or 
around $7.53 billion, from the Indian bond and 
stock markets during the month of June, 2013.

This is likely to continue in the days to come 
given that the Federal Reserve of United States, 
the American central bank, has indicated that 
it will go slow on printing dollars in the days 
to come. This means that interest rates in the 
United States are likely to go up, and thus close 
a cheap source of funding for the foreign inves-
tors.
Now lets compare this demand for dollars with 
India’s foreign exchange reserves. As on June 
21, 2013, the foreign exchange reserves of In-
dia stood at $287.85 billion. Even if we were to 
ignore the demand for dollars that will come 
from foreign investors exiting India, the foreign 
exchange reserves are significantly lower than 
the $363 billion that is likely to be required for 
repayment of foreign debt and for payment of 
excess of imports over exports.

ALSO SEE:
RBI may cut CRR, but postpone repo rate cut 
till rupee stabilises
Terrible start: Sensex plunges 200 points, rupee 
hits 60 again
Capital inflow worries push rupee past 60/$ yet 
again

This clearly tells us that India is in a messy situ-
ation on this front. If we were to just look at the 
ratio of foreign exchange reserves to imports 

we come to the same conclusion. The current 
foreign exchange reserves are good enough to 
cover around six and a half months of imports 
($287.85 billion of foreign exchange reserves 
divided by $44.65 billion of monthly imports). 
This is a very precarious situation and was last 
seen in the early 1990s, when India had just 
started the liberalisation programme. This is a 
very low number when we compare it to other 
BRIC economies(i.e. Brazil, Russia and China), 
which have an import cover of 19 to 21 months.
That’s one side of the equation addressing the 
demand for dollars. But what about the supply? 
Dollars can come into India through the foreign 
direct investment(FDI) route. When dollars 
come into India through the FDI route they 
need to be exchanged for rupees. Hence, dol-
lars are sold and rupees are bought. This pushes 
up the demand for rupees, while increasing the 
supply of dollars, thus helping the rupee gain 
value against the dollar or at least hold stable.

The United Nations Conference on Trade and 
Development (UNCTAD) recently pointed out 
that the foreign direct investment in India fell 
by 29% to $26 billion in 2012. So things are not 
looking good on the FDI front for India. A spate 
of scams from 2G to coalgate is likely to keep 
foreign businesses away as well. The recent 
mess in India’s telecom policy and the Jet-
Etihad deal, which would have been the biggest 
FDI in India’s aviation sector till date, doesn’t 
help either.

The other big route through which dollars can 
come is through foreign investors getting in 
money to invest in the Indian stock and bond 
market. But as explained above that is likely to 
be come down this year with the Federal Re-
serve of United States announcing that it will 
go slow on its money printing programme in 
the months to come.  NRI remittances can ease 
the pressure a bit. India is the world’s largest 
receiver of remittances. In 2012, it received $69 
billion, as per World Bank data. But even this 
will not help much to plug the gap between the 
demand for dollars and their supply.

Then come the NRI deposits. As on March 31, 
2013, they stood at around $70.8 billion, hav-
ing gone up nearly 20.8% since March 31, 2012. 
NRIs typically invest in India because the inter-
est that they earn on deposits is higher in com-
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parison to what they would earn by investing in 
the countries that they live in.

Interest rates offered on bank deposits continue 
to remain high in India in comparison to the 
western countries. So does that mean that NRIs 
will renew their deposits and not take their 
money out of India? Interest is not the only 
thing NRIs need to consider while investing 
money in India. They also need to take currency 
risk into account. With the rupee depreciating 
against the dollar, the ‘perception’ of currency 
risk has gone up. Lets understand this through 
an example.

An NRI invests $10,000 in India. At the point 
he gets money into India $1 is worth Rs 55. So 
$10,000 when converted into rupees, amounts 
to Rs 5.5 lakh. This money lets assume is in-
vested at an interest rate of 10%. A year later 
Rs 5.5 lakh has grown to Rs 6.05 lakh (Rs 5.5 

lakh + 10% interest on Rs 5.5 lakh). The NRI 
now has to repatriate this money back. At this 
point of time lets say $1 is worth Rs 60. So when 
the NRI converts rupees into dollars he gets 
$10,080 or more or less the same amount of 
money that he had invested.

Given this, NRIs are unlikely to bring in as 
many dollars into the country as they did during 
the course of the last financial year (i.e. the pe-
riod between April 1, 2012 and March 31,2013).

In short, the demand for dollars is likely to con-
tinue to be more than their supply in the time to 
come. This will ensure that the rupee will keep 
depreciating against the dollar. Economist Rajiv 
Mallik of CLSA summarised the situation best 
in a recent column “Prepare for the rupee at 65-
70 per US dollar next year. That still won’t be 
the end of the story.”
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The govt and the Rupee
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FP Editors, July 3, 2013

Why govt’s rupee explanation 
doesn’t hold water
T he rupee again hit the 60 mark today. 

But unlike last week, when it had first 
breached the mark, the crossing was 

quiet. There was no chest beating, laments or 
fears.

This is not because nobody is bothered. It is 
probably because people have resigned to this 
new level as a normal at least for some time 
now.

The RBI, which had allowed the rupee to fall 
below 60 last week after defending it for long, 
did not step in too, as it is not too worried about 
the rupee’s move today, DBS Bank told CNBC-
TV18.

Definitely do not expect any statements from 
the government as well because they have noth-
ing new to say apart from repeating there is no 
need to panic and that the rupee’s fall is in line 
with other emerging market currencies.

However, there is overwhelming evidence that 
suggest the government is being complacent 
and the rupee’s depreciation cannot be ex-
plained in simple terms like that.

Rajiv Mallik, senior economist, CLSA, is of this 
view. In an article in the Business Standard, he 
contests the government’s explanation.

“The rupee suffered much more than the Turk-
ish lira, despite Turkey’s much worse current 
account deficit. The rupee and the Brazilian real 
suffered as much despite India’s much worse 
current account deficit,” he has said.

Even a crash in global commodity price did 
not give a respite to India. The reason for this, 
according to him, is the misunderstanding that 
wide current account deficit is the only one fac-
tor that is driving the currency down, while “the 
actual trigger is the churn in capital account of 
the balance of payment”.

In other words, the easy money that had flowed 
into India went out in full force after the US 
Federal Reserve signalled an end to its asset 
buying programme.

The Indian government’s policy of favouring 
volatile capital flows aggravates the troubles 
as this does not complement the RBI’s correct 
hands-off stance.

According to Credit Suisse, in March 2013 quar-
ter BoP was in surplus and FDI flow was stable. 
Local corporates are holding off investments, 
but not foreign investors. But the current ac-
count deficit (CAD), which is the second highest 
in the world, was funded largely through short-
term debt flows, it noted.

An example of the government’s misunder-
standing of the problem is its approach towards 
gold imports. The various measures and the 
moral suasion tactics by the finance minister 
suggest that the government is treating Indians’ 
penchant for gold as the ailment, while it is just 
the symptom, Mallik says.

This is not to say that the government is not act-
ing at all. It is, but needs more urgency.

Consider this: the RBI, as of 21 June, has forex 
reserves worth just $288 billion. 
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“With reserve accumulation having stopped 
since 2008, import cover and short-term debt 
coverage have been falling. In particular, given 
the rising share of short-term debt in capital 
inflows, short-term debt cover is now less than 
three months, the lowest in two decades,” said 
Credit Suisse, which is more concerned about 
the volatility of the rupee than its value.

As far as imports are concerned, the situation is 
scarier. The country is paying more for oil now 
than it had paid when crude hit the record $145 
per barrel in 2008, says a DNA report today. 
This happens even as the crude oil prices falling. 
In other words, the rupee decline is negating 
any benefits from the oil price fall.

This is applicable to all imports. If the  outflows 

continue and the rupee remains under pressure, 
we will run out of reserves faster than expected.

The hesitation over FDI reforms, which are 
expected to bring in stable foreign capital, has 
to be read in this context. The home ministry 
has raised security concerns over raising the 
FDI limit in a few sectors. It is to be noted that 
despite this the Telecom Commission has sug-
gested 100 percent FDI in the sector. But this is 
unlikely to result any serious inflows given the 
sorry state of the sector where legal tussles are 
the order of the day.

It is in these circumstances that Mallik sees the 
rupee hitting 65-70 next year, when the US Fed 
stops its asset purchase completely.
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FP Staff, July 8, 2013

RBI to the rescue: Is central bank 
selling dollars as rupee hits life-time low?

T he rupee fell to a new life low today as an 
emerging markets selloff after strong US 
jobs data laid bare the currency’s vulner-

ability and dependence on capital inflows to 
fund its record current account deficit.

The rupee was at 61.09, breaching the previ-
ous low of 60.76 hit on June 26. It had closed at 
60.225/235 on Friday.

Bond yields also jumped on fears that foreign 
investors would continue to sell rupee debt. The 
10-year yield rose as much as 13 basis points to 
7.63 pct from its previous close.

The Reserve Bank of India was spotted selling 
dollars via state-run banks to slow the rupee’s 
slide after the domestic currency hit a record 
low earlier in the session, five traders said. 
Three traders said the central bank likely start-
ed selling dollars when the rupee was trading at 
around 61.15 levels, while two other dealers said 
they were spotted a little earlier at around 61.21 
levels.

Foreign investors have pulled out nearly Rs 
12,000 crore from Indian equity markets in 
June.

The Reserve Bank of India may be forced to an-
nounce some measures in the next few weeks to 
arrest the rupee’s slide, which may include di-
rect funding of crude oil purchase by IndianOil, 
floating NRI bonds, and reducing the overnight 
exposure of banks to curb speculation, an Eco-
nomic Times report said quoting sources.

“When there are exaggerated moves, the central 
bank usually steps in. So, we will have to keep 
our fingers crossed today because today we can 
see fairly good amount of depreciation hap-
pening in the rupee,” Ashutosh Raina of HDFC 
Bank told CNBC-TV18 in an interview.
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The problems and solutions relating to a weak rupee 
lie in India, not Washington. It is Indians’ lack of faith 
in the India story that needs reviving, not foreigners.

R Jagannathan, July 11, 2013

Come back Chidambaram, your 
job is here, not in Washington

I t speaks much for our colonial mindsets 
that we think the solutions to our economic 
problems lie with foreigners. There can be 

no other explanation for why Finance Minister 
P Chidambaram and Commerce Minister Anand 
Sharma should be rushing to Washington and 
other global financial capitals to convince inves-
tors not to panic and that the long-term India 
story is intact.

Elementary psychology tells us that it is what 
you think about yourself that matters most, not 
what others think. If you lack self-esteem oth-
ers will treat you with disdain. It is you who can 
teach others how they should treat you.

If we accept this, far from reassuring others, 
Chidambaram’s airdash to the USA tells inves-
tors that he is in a panic and maybe all is not 
well with India. He has quietly set off concerns 
among foreign investors that probably never 
existed. If they have been dumping Indian debt 
it’s because of the possibility of US Treasury 
yields going up, not because of a lack of faith in 
India -  despite its foolish policies.

ALSO SEE:
With economy crawling, Indian companies set 
sights on US investments
Chidambaram wants to sell India growth story 
to Walmart, Boeing in US
IMF growth cut, policy flip-flop: India has lost 
its credibility to foreign investors

The fundamental lack of faith in India lies 
within. Here’s why.

Take the rupee. It is Indians who have been 
dumping it more than foreigners. In June, for-
eigners sold around $5 billion worth of Indian 

debt. In April and May, Indians dumped rupees 
even faster. During those two months, Indians 
bought nearly 300 tonnes of gold despite higher 
import duties – that’s like exchanging more 
than $15 billion in paper rupees for a piece of 
metal. A vote for gold is a vote against the rupee 
– and, by extension, the India story.

In contrast, the fall in international prices of 
gold is a vote for US recovery. The same applies 
to the US Fed’s decision to consider easing its 
$85 billion a month bond buying plan.

Money is rushing to dollars because the Fed is 
exuding cautious optimism on a US recovery, 
while our ministers are setting off waves of 
panic by rushing to investors to tell them we are 
all right.

In any case, the foreigners’ dumping of Indian 
rupee debt was a UPA creation. In its efforts to 
lure quick dollars and avoid a rupee slide, two 
UPA finance ministers – Pranab Mukherjee 
and Chidambaram now – have over the past 
two years been opening up the Indian markets 
to quicken short-term debt inflows. When you 
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open a market, can you close it just after people 
get in? The current outflows are a direct out-
come of trying to be too clever by half with for-
eign investors. The UPA sought and got volatile 
money – and is now paying the price for it.

Consider what it could have achieved by tap-
ping Indians for the same money. But, no, 
Chidambaram has been shouting from the 
rooftops to cut interest rates when inflation is 
in double-digits. So why should Indians hold 
rupees that can only decline in value?

Chidambaram’s primary job is to convince Indi-
ans to believe in India. If he manages this trick, 
the foreigners will follow.

Take another example. Let’s assume ordinary 
Indians are fools to trust gold instead of real 
assets. A canny finance minister would have 
crafted a gold policy and made money out of it. 
Now, the government could promise a five-year 
gold accumulation scheme where it guarantees 
a 1 or 2 percent annual return (payable in physi-
cal gold) on gold deposited with government.

Many Indians may well like this scheme. If they 
don’t it’s because they don’t trust the govern-
ment with their gold – nothing else.

In such a scheme, the risks of gold price move-
ments are shouldered by the government, but 
there is really no real cost to it. The government 
benefits the most.

The Reserve Bank holds hundreds of tonnes of 
gold, and even if it had to pay, say, 2 percent 
interest in gold to ordinary people, it will have 
it all in the vaults. No money has to be paid 
out, but reserves will come down. Even assum-
ing, optimistically, that Indians deposit 2,000 
tonnes of gold with the government, the inter-
est payout over a five-year period at 2 percent 
would be 40 tonnes a year. If global gold prices 
fall, the government actually gains, as the return 
has to be paid out in gold – which now costs 
much less.

This is one way to tackle what the government 
feels are the people’s wrong priorities. But 
what is the message it has really sent by raising 

customs duties and imposing physical curbs on 
gold sales? Panic. It could make things worse. 
What is banned will always command a higher 
price. The government has merely reinforced 
the value of gold, and sent out the message that 
it can’t be trusted on gold.

Then let’s take domestic investment. Why are 
Indian businesses not investing? Simple. When 
you artificially underprice energy – coal, gas, 
oil – commonsense tells you that people will 
produce less and consume more. It makes sense 
to be a consumer of cheap things, not a pro-
ducer. This is exactly why ONGC, Reliance, and 
Coal India are not enthusiastic about producing 
more energy from India. We are importing eve-
rything – and this is one reason for the rupee 
to fall. The right corrective action is to free up 
energy pricing, so that more of these fuels are 
produced at home and not imported.

What is relevant to gold is relevant to telecom, 
aviation, every sector. Why would Bharti invest 
billions of mobile telephony dollars in poor 
Africa when India is around? Why is the govern-
ment forced to give sweetheart deals to Etihad 
to invest in failing Jet, when the fundamental 
problem is an unviable Indian aviation sector?

Once again, is the problem at home or in Wash-
ington or Abu Dhabi?

Then, take taxation. What has the FM been 
doing? Foreigners didn’t like GAAR (General 
Anti Avoidance Rules) and so he has abandoned 
them for now. Foreigners are being given sweet 
deals to invest their hot money here, but Indi-
ans will not be shown the same indulgence. Is 
it any surprise that wealthy Indians prefer to 
invest in India through Mauritius in order to be 
treated on a par with foreign capital?

If Chidambaram really wants the rupee to stabi-
lise, he has to come back home and fix the trust 
deficit with Indian savers and investors. Luring 
foreign investors is a waste of time if Indians 
are not convinced about their own story. When 
foreigners figure out that Indians won’t invest 
in India, they will run away too. This is what is 
happening now.
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NRIs will not gain much from rupee fall

Rupee at 60: Why foreigners must invest in India now

The rupee crossing 60 to the dollar has several implications for the Indian economy, but the big-
gest concern is that India will have to pay more for the oil that it imports from abroad. The govern-
ment is bound to pass on this pressure to the common man in the form of higher prices for diesel 
and petrol, which will lead to a higher inflation. Things will become costlier, says Firstpost column-
ist Vivek Kaul.

The rupee fell by a massive 97 paise to breach the 61-mark to 61.19, a new all-time low, against 
the dollar today. However, Firstpost Editor-in-chief R Jagannathan feels it's largely due to global 
factors and it will recover in the long run.He also says that at this currency rate it makes a lot sense 
for foreigners to start re-investing in India. Watch the video to know why.
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FP Staff, July 10, 2013

IMF growth cut, policy flip-flop: India has 
lost its credibility to foreign investors

I t seems things are just getting worse for the 
Indian economy.

First it was volatile markets, then it was the 
rupee crossing the psychological 60-mark to 
the dollar and now it is renewed concerns about 
India’s growth.

Today, the International Monetary Fund ( IMF) 
cut India’s growth forecast to for 2013-14 to 
5.6 percent from the 5.8 percent it projected 

in April, saying slowing credit growth and the 
prospect of the US Fed unwinding easy-money 
policies is aggravating a slowdown in emerging 
markets.

Clearly a recovering US economy is not good 
news for India as a slowing credit growth and 
the US Fed unwinding its easy money poli-
cies has sparred concerns  of sustained capital 
reversals.

Even finance minister P Chidambaram is off 
to the US in a bid to woo foreign investors and 
boost FDI in the country.

However, according to Firstpost’s  R Jagan-
nathan, Chidambaram needs to set things right 
in India first since Indian businessmen too have 
lost faith in India.

Watch the video above to understand the sig-
nificance of Chidambaram’s trip to the US and 
the IMF growth outlook on India.
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