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The Indian Rupee (INR) has experienced significant fluctuations over the 

past two decades. From a period of gradual appreciation in the 2000s to 

a sustained depreciation since the mid-2010s, these changes have had 

profound implications on India's economy. This research paper 

examines the various factors, both domestic and global, that have 

influenced the value of the rupee. By analyzing key economic indicators, 

external pressures, and evolving market conditions, the paper aims to 

provide a comprehensive understanding of the causes behind the 

rupee's performance over time. 
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Introduction 

The Indian Rupee (INR) plays a crucial role in shaping India’s economic stability and its 

integration with the global economy. Exchange rate movements affect trade competitiveness, 

inflation, capital flows, and investor confidence. Over the past two decades, the rupee has 

exhibited considerable volatility. While it appreciated during the early 2000s, it has largely 

depreciated since the mid-2010s, reaching historically low levels in recent years (Ministry of 

Finance, 2021; Reserve Bank of India, 2022). This paper explores the evolution of the Indian 

Rupee from the 2000s to the present, focusing on both domestic and external factors that have 

influenced its value. By examining historical trends and economic indicators, the study aims to 

identify the key drivers behind the rupee’s fluctuations and assess their broader economic 

implications. 

The Indian Rupee in the 2000s: A Stronger Currency Amidst Challenges 

The Indian Rupee appreciated during much of the 2000s despite facing several domestic 

and external challenges. Several key factors contributed to the rupee's relatively strong 

performance during this period. 

Economic Reforms and Liberalization 

In the early 2000s, India was benefiting from the economic liberalization policies set in 

motion during the 1990s. The government continued to implement reforms aimed at enhancing 

the investment climate and encouraging foreign direct investment (FDI). These reforms 

contributed to greater inflows of capital, which supported the strength of the rupee (Jadhav, 

2014). 

Robust Growth and Strong Export Performance 

India’s GDP growth was robust during this period, averaging 7-8% per year. This growth, 

supported by strong performances in key sectors such as information technology and services, 

helped improve foreign reserves and provided support for the currency (Chakraborty, 2017). 

Additionally, India’s export performance, boosted by its IT sector, attracted capital inflows, 

further strengthening the rupee (Ratha & Xu, 2019). 

Oil Prices and Inflation Control 

During much of the 2000s, global oil prices were relatively stable, which helped to keep 

India’s current account deficit under control. Furthermore, inflation was managed well in India, 

and this contributed to maintaining the rupee’s value in the global market (International 

Monetary Fund, 2020). 

Increase in Foreign Exchange Reserves 

As India’s economy grew, the foreign exchange reserves built up significantly. These 

reserves helped stabilize the rupee during external shocks and market fluctuations, acting as a 

buffer to prevent excessive depreciation (Ministry of Finance, 2021). 
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Table 1: Indian Rupee Performance in the 2000s 

 Year  INR to USD 

(Opening 

Rate) 

 GDP Growth 

(%) 

 Inflation 

(%) 

 FDI Inflows 

(USD Billion) 

 2000 46.03                      4.0             3.6            3.6                       

 2001 47.32                      4.8             3.5            4.0                       

 2002 48.45                      5.4             3.0            4.5                       

 2003 47.62                      7.0             3.8            6.0                       

 2004 45.39                      8.5             3.8            5.5                       

 2005 44.92                      8.5             4.3            6.5                       

 2006 44.35                      9.0             5.5            7.5                       

 2007 41.39                      9.4             6.5           15.0                      

 2008 49.68                      7.3             8.3           12.0                      

 

The Indian Rupee in the 2010s and 2020s: Depreciation Amidst Global and Domestic 

Pressures 

After 2014, the Indian Rupee began to depreciate against the U.S. Dollar, a trend that has 

continued into the 2020s. Several factors, both domestic and global, contributed to this shift. 

Global Factors 

1. Strengthening of the U.S. Dollar: The U.S. Federal Reserve's interest rate hikes in the mid-

2010s made the U.S. Dollar stronger, which put downward pressure on emerging market 

currencies like the rupee. A stronger dollar often leads to capital outflows from emerging 

markets, which increases demand for dollars and exacerbates the depreciation of local 

currencies (Siddiqui, 2018). 

2. Oil Prices: As global oil prices surged in the later part of the 2010s and into the 2020s, India’s 

import bill increased significantly. India’s heavy reliance on oil imports meant that higher oil 

prices contributed directly to a larger current account deficit, which put pressure on the 

rupee (International Monetary Fund, 2020). 

3. Geopolitical and Global Economic Uncertainty: The U.S.-China trade war, global economic 

slowdown, and COVID-19 pandemic created uncertainty in global markets. During times of 

crisis, investors tend to move their capital toward safer assets like the U.S. Dollar and gold, 

leading to capital outflows from emerging markets, further contributing to the rupee’s 

depreciation (Siddiqui, 2018). 

Domestic Factors 

1. Current Account Deficit: India's current account deficit (the difference between its 

imports and exports) widened during the 2010s, primarily due to higher oil imports and a 
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slow growth in exports. This deficit resulted in greater demand for foreign currencies to 

pay for imports, which pressured the rupee (Reserve Bank of India, 2022). 

2. Inflation: Inflation remained a persistent issue in India, particularly in food and energy 

sectors. High inflation erodes the value of the rupee and makes it less attractive to foreign 

investors (Jadhav, 2014). 

3. Fiscal Deficit and Debt: India’s fiscal deficit increased in the 2010s, with the government 

spending more on subsidies and social programs. Concerns over rising government debt 

and the inability to significantly reduce the deficit led to a loss of investor confidence, 

contributing to a weaker rupee (Ministry of Finance, 2021). 

Chart 1: INR to USD Exchange Rate (2010-2025) 

 

 

4. Ongoing Domestic and Global Factors Affecting the Rupee 

Both domestic and global factors continue to influence the rupee’s value in the current 

decade. 

Domestic Challenges 

• The economic slowdown remains a key concern, with job creation and investment in 

infrastructure lagging behind expectations. 

• Government debt and the fiscal deficit continue to be areas of concern. High levels of 

public debt put pressure on India’s economy and make it more vulnerable to currency 

depreciation (Jadhav, 2014). 

• Structural reforms in labor, land, and manufacturing sectors remain slow, affecting long-

term growth prospects (International Monetary Fund, 2020). 

Global Challenges 

• The global economic slowdown exacerbated by the COVID-19 pandemic continues to 

affect emerging market currencies. 
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• Oil price volatility, with fluctuations caused by geopolitical tensions and OPEC policies, 

remains a major concern for India’s trade balance and currency stability (Ratha & Xu, 

2019). 

Chart 2: India’s Oil Imports vs. INR Depreciation (2010-2025) 

 

This chart correlates India’s oil imports with the INR depreciation over the years, 

illustrating how rising oil prices contribute to the rupee's weakening. The chart shows a clear 

long-term relationship between India’s rising oil imports and the depreciation of the 

Indian Rupee (INR) against the US Dollar during the period 2010–2025. 

From 2010 to around 2014, oil imports increased steadily, while the INR gradually 

weakened. This indicates that growing dependence on imported crude oil raised India’s 

demand for foreign currency, putting pressure on the exchange rate. Between 2015 and 2019, 

oil imports continued to rise and the INR showed further depreciation, highlighting the 

structural impact of energy imports on India’s current account balance. 

A noticeable dip in oil imports occurred around 2020, mainly due to reduced economic 

activity during the COVID-19 pandemic. During this period, although imports declined, the 

INR remained weak, reflecting global financial uncertainty rather than domestic trade factors 

alone. 

After 2021, oil imports rose sharply as economic activity recovered. At the same time, the 

INR depreciated significantly, crossing higher levels against the US dollar. This phase 

demonstrates how increased oil import bills, combined with global crude price volatility and 

external economic pressures, intensified stress on the rupee. 

Overall, the chart suggests that higher oil import dependence contributes to sustained 

pressure on the INR, especially when accompanied by global shocks and rising crude prices. 

It highlights the importance of reducing import dependency through energy diversification, 
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increased domestic production, and promotion of renewable energy to improve exchange 

rate stability. 

Conclusion 

The Indian Rupee’s performance has been shaped by a combination of global factors such 

as the strength of the U.S. Dollar, oil prices, and global economic conditions, as well as domestic 

factors like economic growth, inflation, and current account deficit (Chakraborty, 2017). In the 

2000s, the rupee benefited from favorable global conditions, strong economic growth, and 

prudent fiscal management. However, the 2010s saw a reversal of these trends, with rising oil 

prices, a growing fiscal deficit, and slower growth leading to the rupee’s depreciation. In the 

2020s, the COVID-19 pandemic and global uncertainty have further exacerbated these trends, 

making the rupee more vulnerable to external shocks (Siddiqui, 2018). 

Recommendations 

To stabilize and strengthen the Indian Rupee, the following policy recommendations are 

proposed: 

1. Diversification of the Economy: The Indian government should continue to promote 

economic diversification, reducing dependency on oil imports and focusing on self-

reliance in energy production through renewable resources like solar and wind energy. 

2. Fiscal Consolidation: The Indian government must focus on reducing the fiscal deficit by 

cutting non-essential expenditures and increasing tax revenue through reforms in the tax 

system (Ministry of Finance, 2021). 

3. Export Promotion: The government should implement policies to promote the 

manufacturing sector and improve export performance, particularly in high-value sectors 

such as electronics and pharmaceuticals. 

4. Monetary Policy Adjustment: The Reserve Bank of India (RBI) could consider adjusting 

interest rates in response to inflation and managing capital flows to maintain stability in 

the rupee. 

5. Building Foreign Exchange Reserves: India should continue to build foreign exchange 

reserves to buffer the economy against external shocks such as global financial crises, oil 

price fluctuations, or geopolitical tensions (International Monetary Fund, 2020). 

6. Global Economic Diplomacy: India must strengthen its diplomatic ties to enhance trade 

relations and mitigate global uncertainties, especially with major trade partners like the 

U.S., China, and the European Union (Ratha & Xu, 2019). 
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