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Abstract—Indian Capital and Foreign Exchange markets have 
undergone tremendous changes since 1991, when the government has 
adopted liberalization and globalization policy. The reform process 
geared up more from the year 2000 specifically decreasing the trade 
barriers in the domestic economy integrating with international 
economy. This financial liberalization paved a new way of growth 
and development to the Indian economy especially during the period 
from 2005-2012. Indian businesses expanded globally and more 
prominently with substantial inflow of foreign capital into India. This 
eventually increased the revenues and expenses inturn inviting 
greater exchange rate exposures adversely impacting the company 
financials. With the above backdrop,   the paper attempts to explore 
the causal relationship between Foreign Exchange (Forex) Rate and 
Market Prices of the Share (MPS) of select scrips by using the 
Structural Equation Model. 

1. INTRODUCTION 

Indian Capital and Foreign Exchange markets have undergone 
tremendous changes since 1991, when the government has 
adopted liberalization and globalization policy. The reform 
process geared up more from the year 2000 specifically 
decreasing the trade barriers in the domestic economy 
integrating with international economy. This financial 
liberalization paved a new way of growth and development to 
the Indian economy especially during the period from 2005-
2012. Indian businesses expanded globally and more 
prominently with substantial inflow of foreign capital into 
India. This eventually increased the revenues and expenses 
inturn inviting greater exchange rate exposures adversely 
impacting the company financials. 

In the light of the above, the current paper evaluates the 
impact of currency appreciation or depreciation on market 
price of select companies. The paper attempts to explore the 
causal relationship between Foreign Exchange (Forex) Rate 
and Market Prices of the Share (MPS) of select scrips by using 
the Structural Equation Model. The study period considered is 
8 years from the year 2005 - 2012 which is considered as 
highly robust period in the Indian stock market. 

2. OBJECTIVE OF THE STUDY 

The basic and prime objective of the study is to know the 
impact of Forex Rate on select Indian companies MPS by 
using Structural Equation Model. 

3. SCOPE OF THE STUDY 

This research covers about 12 select company scrips from 4 
major sectors/industries which are trading in Bombay Stock 
Exchange (BSE). Analysis will be done for the 8 years period 
from year 2005 - 2012 which almost covers 2 stock market 
cycles.  

Table 1: List of Sample Companies from  
Four Industries listed in BSE 

Information 
Technology 

Telecommuni
cations 

Fast 
Moving 

Consume
r Goods 
(FMCG) 

Pharmaceuticals

Tata 
Consultancy 
Services (TCS) 

Bharti AirTel 
Limited 

Hindustan 
Unilever 
Limited 
(HUL) 

Cipla Limited 

Infosys Limited 
Idea Cellular 
Limited 

ITC 
Limited 

Sun 
Pharmaceutical 
Industries Ltd 

Wipro Limited 

Mahanagar 
Telephone 
Nigam limited 
(MTNL) 

Nestle 
India 
Limited 

Ranbaxy 
Laboratories 
Limited 

 
Following table lists the values of Foreign Exchange Rate & 
Sensex of Bombay Stock Exchange during 2005-2012: 
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noteworthy to say that Forex Rate was one of the prime 
influential factors on Sensex as evidenced by so many 
researches. Specifically, the company MTNL did not engage 
in activities which would require foreign currency exposure 
hedging and so Forex Rate is showing a negative impact on 
the scrip’s MPS. The companies, Nestle and HUL are resorting 
to use only Forward contracts and the Forex Rate seems to 
have influencing these scrips’ MPS. Rest of the sample 
companies’ MPS is not much influenced by changes in Forex 
Rate as it is clearly evident from the annual reports of the 
company that they are resorting to use various types of 
derivative contracts not only to net their positions but also 
making profit out of their hedges. 
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