Enjoy the Rare Rising Rupee
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MUMEBAI - Just when everyone

thought that a bear market had begun,
up goes the Sensex once again, It even
crossed 14,000 briefly and may even
make a new high soom, Market watchers
are confounded by fhis recent toarn of
EVERta

Tnveators who had sold stocke in des-

peration and shifted to "Fixed Maturity
Plans” of mutual funds are now regret-
ting their haste. Nobody wants to miss
okt om & market rally and thevefore it is
frustrating for nost retail investors who
have only been obpervers this time
roamd.
Sowhat went armiss? Well, the umex-
pected rise in the rupee vis-a-vis the US
dollar is the most proximate cause, The
rupes has risen by an impresgive 8%
from areund Ra, 44,50 to around Ra, 41
i just around 3 months,

This is hosw it has impacted different
sermEmnts -

#F1la have bean pouring money into
Tndia fior the past fiew months as a rizing
rupes inereases their dollay refurns, Put
very simply, if they wished to repatriate
their profits in December 2006 they
would have to pay around He44 to pur-
chase each dollay, now they have to put
up only Re 41, Hence even ifthey make
the same rupes retuims, the dollar re-
furne have increaged merely becatsme of
the "Translation Gaina”,

o The RHessrve Bank of India has alao
been aceorded sorme leeway om the inter-
est rate front. A Asing mipes reduces the
pregsure on India's inport bill (thoogh
exports alao may be hurt) and therefore
supply dde inflation can b hetter oom-
bated through imports of certain essen-
tialz, This has led o the hawlbhshness
policy onmoderating inflation and rates
have alan been left untouched. Stable
intaraat Fateg ars Boadtinos fne ednecka

e[ndia's economy has now crossed
the 1 frillion mark (again due to “Trans-
lation Gains™), no mean achievement by
any standards. This will increase the
"Feel good factor”. There are studies
which have ahown that stock marketa in
a country ehow a powerful performance
in the first vear after the economy
croases thie important fpure. Hence
peaple are hopeful of & sustained rally.

# Everyone hopes that India's import
kil will reduee in dollar termes and this
will lead to a reduction in the current
account deficit. On the capital ascount
ton, oy debt burden (hoth Government
and sorporate) too will be alashed.

The question on everyone's lips now
ig ... “Will thiz rally last?. I ton was
amonget the bearizh camp and was
caught unawares by the rally. However,
I fieel that this rally will terminate once
the rupes ceases to strengthen.

After all, a reversal of the trend will
lead to the exact opposite effect on our
ecomorny. Flls will stop investing ag-
pregaively and may even redeemn some
motey, our defirit may begin rizing
again, we may be *importing” inflation
in the form of higher landed cost of our
oil imports, the shares of corporates
with heavy Overseas Commiercial Bor-
rowing ((DM°B) expoaure will be nega-
tively affacted. ate. On the positive aide,
ghares of companies in the aoftware and
textiles sectors may appreciate,

For right now, let's just enjoy this
comparatively rave phenomenon of &
strangthening rupas,
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