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	2. Exchange Rate
Exchange rate  (also known the foreign
exchange rate, forex rate or FX rate) between
any two currencies are the rates at which they
are exchanged or sold against each other.
 


	3. Impact of Exchange  Rate Movements
1. Impact on Economy : Exchange rate
fluctuation has a significant impact on the
overall economy of a country. Rupee
appreciation against U.S. Dollar is an
indication of the strengthening of Indian
economy with respect to U.S. economy.
 


	4. 2. Impact on  Foreign Investors : If a foreign investor invest in Indian
stock market and even if its value does not change in 1st year, earn
profit if rupee appreciates and make a loss if it depreciates.
E.g., suppose an FII invests 1 crore in the Indian stock market and at an
exchange of £1=₨50. So the amount invested is £200,000.
Suppose , after one year, even if the value of investment does not
appreciate the forgin investor can earn a profit if the exchange rate
has changed to £1=Rs40
If the inverstor seels his investment and convert the currency, would
get £250,000. So, earning would be £50000 as a profit. So, a
continusly appreciating rupee would lead to greater investment by
the FIIs.
 


	5. 3. Impact on  Industry/Companies :
Appreciation of the rupee makes imports
cheaper and exports expensive. So, it can spell
good news for companies who rely on import
of goods like heavy machinery, technology,
micro chips, etc.
 


	6. 4. Impact on  Debt : A depreciating rupee is not
only impacting the import bill it has also
severely affected the cost of borrowing for the
corporate sector. Indian companies have
borrowed close to $29 billion in foreign
currencies, through ECBs and FCCBs, since the
beginning of this year.
 


	7. Factor Influencing Exchange  Rate
Movements
1. Change in the Demand and supply of
Foreign Exchange : The changes in demand
and supply of foreign influence the balance
of payment of a country in short term and
also affect the aggregate volume of capital
movement. These changes in demand and
supply will either increase or decrease the
rate depending upon the changes in the
supply and demand of foreign exchange.
 


	8. 2. State of  International Change : The state of
international trade of a country or changes in
the volume of imports and exports will also
affect the rate.
3. Monetary Policy : It particularly the
regulation of money supply and frequent
changes in money supply will affect the
fluctuations in rate of exchange.
 


	9. 4. Capital Movement  : External borrowing
assistance and aid and other financial foreign
investment will affect the exchange rate.
5. Industrial Factors : In case of industrial
development, there is more investment of
foreign capital and the rate will be favorably
affected and vice versa.
 


	10. 6. Currency Condition  :
(a) Inflation : Due to decrease in purchasing
power, the rate turns against the country.
(b) Deflation : There will be more foreign
capital into the country and the rates will
turn in favor of the country.
 


	11. 7. Political Conditions  : There are several
political factor which also affect the rate, like
political stability in the country. The position
of peace or war or national security
problems, heavy expenses on defense, etc.
8. Exchange Control : A country will like to
stabilize the rate through various measure of
control. The exchange control invariable
affect exchange rate.
 


	12. 9. Banking Condition  :
(a) Bank rate of the central bank.
(b) Arbitrage operations.
(c) Sale and purchase of bills.
(d) Issuing of credit Instrument.
10. National Income : Increase in national income
will lead to an increase in investment,
productions, and consumption and accordingly
these it will have effect on the exchange rate.
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