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ABSTRACT- The countries exercise their foreign exchange reserves to keep the value of their currencies at 

a unchanged rate The utilize of International Reserves has turn out to be more fashionable after the decline of gold 

standards. Indian International Reserves shored up especially after liberalization policy announced in 1991. The Exchange 

Rate regime of India, since the mounting trend of foreign reserves has faced fluctuations from time to time. The Present 

Paper study the relationship exists between international reserves, Gross Domestic Product, Inflation and Exchange Rate. 

It also present picture of international reserves’ impact on GDP, exchange rate and inflation rate. 
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I.INTRODUCTION 
 

During the Bretton Woods system — an international monetary system formed after the Second World War, foreign 

exchange reserves were used by countries through their central banks to maintain the external value of their currencies at 

fixed rate. Afterward, with the cave in of this system, the focus changed. Reserves are now generally maintained by 

countries for meeting their international payment obligations — both short and long terms, including sovereign and 

commercial debts, financing of imports, for intervention in the foreign currency markets during periods of volatility, 

besides helping to boost the confidence of the market in the ability of a country to meet its external obligations and to 

absorb any unforeseen external shocks, contingencies or unexpected capital movements. 

 

International Reserves are foreign currency assets held by the central banks of countries. These assets include foreign 

marketable securities, monetary gold, special drawing rights (SDRs) and reserve position in the IMF. The main purpose of 

holding foreign exchange reserves is to make international payments and hedge against exchange rate risks. International 

Reserves may be defined as foreign currencies, foreign deposits and bonds held by Central Banks and monetary authorities 

of a nation that includes gold and silver, Special Drawing Rights (SDRs) and International Monetary Fund (IMF) reserves 

positions. 

 

OBJECTIVE OF PAPER 

 

 The objectives of the paper are given as under: 

 To work out whether  the relationship exists between the international reserves,  Exchange Rate, inflation rate and 

Gross Domestic Product in India; 

 To study whether the international reserves have impact on GDP, exchange rate and inflation rate or not. 
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II.RESEARCH METHODOLOGY 
 

The paper is based on secondary data only. The study is based on secondary data of time series figures for GDP, foreign 

exchange and inflation. The various statistical tools like Mean, Standard Deviation, Correlation, ANOVA and t-test has 

been used for analysis and interpretation of data. 

 

HYPOTHESIS 

i.   ��: There is no relationship exists between the international reserves,  Exchange Rate, inflation rate and Gross 

Domestic Product in India; 

��: There is relationship exists between the international reserves, Exchange Rate, inflation rate and Gross Domestic 

Product in India. 

ii.   ��:  There is no impact of international reserves on Gross Domestic Product, inflation rate and exchange rate; 

  ��:  There is impact of international reserves on Gross Domestic Product, inflation rate and exchange rate. 

  

III. REVIEW OF LITERATURE 
 

Muhammad Tohir Khan (2015) by his study, models the relationship and causality link between International Reserves 

and Exchange Rate for economy of Pakistan using annual data series from 1983 to 2009 by applying Co Integration 

analysis. The study also examines the causality relationship and also suggests that, in Pakistan both the Nominal Exchange 

Rate and Real Exchange Rate affects the International Reserves. 

 

Umeora Chinweobo Emmanuel (2014) found in his study the effects of holding International Reserves on Exchange 

Rates and inflation in Nigeria. The study found no relationship between inflation and foreign reserves and found a 

significant relationship between Exchange Rate and foreign reserves.  

 

 Shi jun-Guo and et all, (2012) in this study the relevant data from 1985 to 2010,uses a quintile regression model to make 

an empirical research about the effect of GDP and exchange rate on foreign exchange reserve. Based on the relevant data 

from 1985 to 2010, this study uses a quintile regression model to make an empirical research about the effect of GDP and 

exchange rate on foreign exchange reserve. The findings show that: Both GDP and exchange rate have a remarkable 

influence on the size of foreign exchange reserve and the effect of exchange rate on foreign exchange reserve is higher 

than GDP at mean place and middle and lower quintile, smaller than GDP at higher quintile.  

 

Qaisar ABBAS and et al (2012) in this paper analyzed the relationship between, gross domestic product between, gross 

domestic product, inflation and real interest rate with the exchange rate. 10 African countries with 15 years of data from 

1996 to 2010 were used for this study. Three independent variables i.e. inflation, interest rate and Gross Domestic Product 

were used in order to investigate their relationship which causes exchange rate fluctuations. 

 

 Michel Ruta and Marc Auboin ,(2012) in this paper surveys a wide body of economic literate on the relationship 

between currencies and trade . Specifically, two main issues are investigated: the impact on international trade of exchange 

rate volatility and currency misalignment. Specifically, two main issues are investigated: the impact on international trade of 

exchange rate volatility and of currency misalignments. On average, exchange rate volatility has a negative (even if not 

large) impact on trade flows. The extent of this effect depends on a number of factors, including the existence of hedging 

instruments, the structure of production (e.g. the prevalence of small firms), and the degree of economic integration across 

countries.  
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Joseph and et al (2012) in this study Based on the relevant data from 1985 to 2010, in this study uses a quintile regression 

model to make an empirical research about the effect of GDP and exchange rate on foreign exchange reserve. The 

findings show that: Both GDP and exchange rate have a remarkable influence on the size of foreign exchange reserve and 

the effect of exchange rate on foreign exchange reserve is higher than GDP at mean place and middle and lower quintile, 

smaller than GDP at higher quintile. 

 

 Habib Ahemed and et al, (2012) in this study analyses the impact of exchange rate on macroeconomic aggregates in 

Nigeria. Based on the annual time series data for the period 1970 to 2009, the research examines the possible direct and 

indirect relationship between the real exchange rates and GDP growth. The estimation results show that there is no 

evidence of a strong direct relationship between changes in the exchange rate and GDP growth.  

 

Shromon Das (2011) in his article has agreed that India’s foreign exchange reserve have been growing at a rapid pace. He 

had authentically seen how RBI published a data on sources of accretion to International Reserves in India, which are 

main components to our International Reserves, along with their values. The data proves how the components have 

undergone maximum change in the capital account, owing largely to net portfolio inflows. 

 

Kumar and et al (2011) in this paper analyzed India after the reforms initiated in the early 1990. Unlike observed in 

several countries, it finds a rise in exchange rate pass through to domestic prices until recent years. Based economic factors 

typically associated with economic liberalization, the persistence of higher inflation is an important factor for the rise in 

pass-through.  

 

R. Baldwin and et al (2011) the paper examines the industry characteristics that are related to the shift in competitiveness 

measured as the relative common-currency price ration between Canadian and US manufacturing prices. They find that 

relative input costs and relative productivity the two most important factors influencing changes in relative Canada and US 

price.  

 

Soyoung Kim ,(2005) in this paper provides an explanation for “delayed overshooting” puzzle based on foreign exchange 

policy reaction to monetary policy, for Canada in which sample interaction between monetary and foreign exchange 

policies monetary policies are found. As the effects of the monetary policy shocks are more prolonged than that of the 

foreign exchange policy reaction, the maximum effect is found in delay.  

 

John Romali and et al(2003) they analyzed a model of international trade in which trade depresses real exchange rate 

volatility and exchange rate volatility impacts trade in products differently according to their degree of differentiation.  

 

Syed Abul Basher and et al (2001) the paper analyzed adopts a single equation rate behavior and exchange rate 

misalignment in Bangles. While increase in capital inflow, improvement in terms of trade, and increase in government 

consumption no tradable result in a real appreciation of currency. Data on GDP, export, import, exchange rate, price 

indices, gross fixed capital formation, private on public consumption are taken from statistical yearbook of Bangladesh.  

 

Bahmani-Oskoose and Kanitpong (2001) when testing on disaggregated quarterly ARDL co integration between 

Thailand and The main five trading partners for period 1973-1990, find evidence of the J-curve in bilateral trade with US 

and Japan only.  

 

Bahmani-Oskoose (2001) investigate the long-run response of Middle Eastern countries’ trade balance to devaluation by 

applying the Engle-Ganger and Johansen Juselius co integration methodology and find a favorable long-run effect of a real 

depreciation on the trade balance for seven countries.  
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Alan C.Stockman (1999) in this paper empirical analysis of the j-curve. First, we document strong violation in the 

distributional assumptions that underlie nearly all previous work on this issue. He find some evidence with the of j-curve 

in the data.  

 

Rudiger Dornbush and et al(1999) in this paper develops a of exchange rate determination that integrates the roles of 

relative prices, expectation, and the assets markets, and emphasizes the relationship between the behavior of the exchange 

and the current account. 

 

 David and et al (1998) in this paper examined Central bank that are primarily concern with the behavior of prices will 

use monetary policy to try insulating prices from exchange rate changes. Prices than appear unresponsive to changes in the 

exchange rate. 

 

IV. RESULTS& DISCUSSIONS 
 

FOREIGN EXCHANGE RESERVE AND FOREIGN EXCHANGE RATE 

 

Table I shows the mean and the standard deviation of foreign exchange is greater than foreign exchange rate. 

 

Table I: Mean and Standard Deviation for Foreign Exchange Reserve and Foreign Exchange Rate 

Descriptive Statistics 

 Mean Std. Deviation N 

FERATE 50.4000 8.08565 10

FER 293.7000 44.91238 10

 

Table II shows there is 0.65 person correlation between foreign reserve and foreign exchange reserve. It means there is 

moderate degree of correlation. Here, standard Error of estimate is 6.51. 

 

Table II:  Correlation for Foreign Exchange Reserve and Foreign Exchange Rate 

 

 FERATE FER 

Pearson Correlation 
FERATE 1.000 .651

FER .651 1.000

Sig. (1-tailed) 
FERATE . .021

FER .021 .

N 
FERATE 10 10

FER 10 10

 

 
Table III shows from the analysis of variation (ANOVA) table as given in above table, it can be seen that calculated F is 

greater than significance F at (1, 8) degrees of freedom and 5 % level of significance. Thus, it is concluded that there exists 

significant variation between changes in foreign exchange reserve and foreign exchange rate. So, there is relationship exists 

between the international reserves and foreign exchange in India. Further, there is impact of international reserves on 

exchange rate. 
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Table IV shows that the test is used to know the statistical significance of the individual parameters. Two-tailed tests at 5% 

significance level are conducted. From Table above it is observed that t-calculated is greater than t-tabulated at 5% level of 

significance. The Decision Rule is to reject Null Hypothesis if t-calculation is greater than t-tab and alternative hypothesis 

accepted. The Null Hypothesis is rejected that is 49.057. The implication is that FER accumulation has significant effect 

on foreign exchange rate. H02 states that Foreign Exchange Reserves Accumulation has significant effect on Exchange 

Rate.  

 

FOREIGN EXCHANGE RESERVE AND GDP 

 

Table V shows the mean and the standard deviation of gross domestic product (GDP) is greater than foreign exchange 

reserve. 

Table V: Mean and Std. Deviation for Foreign Exchange Reserve and GDP 

Descriptive Statistics 

 Mean Std. Deviation N 

GDP 89914.2000 28781.62056 10

FER 293.7000 44.91238 10

 

Table VI shows that there is 0.81 person correlation between foreign reserve and GDP. It means there is high degree of 

correlation. 

Table VI: Correlations for Foreign Exchange Reserve and GDP 

 

 GDP FER 

Pearson Correlation 
GDP 1.000 .810

FER .810 1.000

Sig. (1-tailed) 
GDP . .002

FER .002 .

N 
GDP 10 10

FER 10 10
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Model Summary 

 

 

Model R  Adjusted R 

Square 

Std. Error of the Estimate 

1 .810a .612 17918.69794 

Table VI show standard Error of estimate is 17918.70. 

 

Table VII: ANOVA for Foreign Exchange Reserve and GDP 

 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 4886797249.431 1 4886797249.431 15.220 .005b

Residual 2568637888.169 8 321079736.021  

Total 7455435137.600 9    

a. Dependent Variable: GDP 

b. Predictors: (Constant), FER 

. 

Table VII Exhibits The test is used to know the statistical significance of the individual parameters. Two-tailed tests at 

5% significance level are conducted. From Table above it is observed that t-calculated is greater than t-tabulated at 5% 

level of significance. The Decision Rule is to reject Null Hypothesis if t-calculation is greater than t-tab and alternative 

hypothesis accepted. The Null Hypothesis is rejected that 28547.412. The implication is that FER accumulation has 

significant effect on GDP. H2 states that Foreign Exchange Reserves Accumulation has significant effect on GDP.  

 

Table VII:  t-Test for Foreign Exchange Reserve and Foreign Exchange Rate 

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 
(Constant) -62466.072 39468.049

 
-1.583 .152 -153479.557 28547.412

FER 518.830 132.990 .810 3.901 .005 212.154 825.505

 Dependent Variable: GDP 

 

 FOREIGN EXCHANGE RESERVE AND INFLATION RATE 

 

Table VIII.  Shows that mean and the standard deviation of foreign exchange reserves are greater than inflation. 

 

Table VIII: Mean and for Foreign Exchange Reserve and Inflation Rate 

 

 Mean Std. Deviation N 

CPI 8.5520 2.23194 10 

FER 293.7000 44.91238 10 

 

Table IX shows that there is -0.96 person correlation between foreign reserve and CPI. It indicates there is high degree of 

negative correlation between foreign exchange reserve and inflation. It means there is no relationship between foreign 

exchange reserves and inflation. 
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Table IX: Correlation for Foreign Exchange Reserve and Inflation Rate 

 

 CPI FER 

Pearson Correlation 
CPI 1.000 -.096

FER -.096 1.000

Sig. (1-tailed) 
CPI . .396

FER .396 .

N 
CPI 10 10

FER 10 10

Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of the Estimate 

1 .096a .009 -.115 2.35637

2 .000b .000 .000 2.23194

a. Predictors: (Constant), FER 

b. Predictor: (constant) 

 

Table X shows that test is used to know the statistical significance of the individual parameters. Two-tailed tests at 5% 

significance level are conducted. From above table it is observed that t-calculated is greater than t-tabulated at 5% level of 

significance. The Decision Rule is to reject Null Hypothesis: - t-calculation is greater than t-table and null hypothesis is 

accepted.  The implication is that FER accumulation has no significant effect on inflation.  

 

Table X: t-test for Foreign Exchange Reserve and Inflation Rate 

 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 95.0% Confidence Interval for B 

B Std. 

Error 

Beta Lower Bound Upper Bound 

1 

(Constan

t) 
9.955 5.190

 
1.918 .091 -2.014 21.923

FER -.005 .017 -.096 -.273 .792 -.045 .036

2 
(Constan

t) 
8.552 .706

 
12.117 .000 6.955 10.149

 

 

V. FINDINGS 
 

 There is relationship exists between the international reserves and Gross Domestic Product in India; 

 There is relationship exists between the international reserves, and Exchange Rate; 

 There is no relationship exists between the international reserves, and inflation rate in India; 

 There is impact of international reserves on Gross Domestic Product and exchange rate;  

 There is no impact of international reserves on inflation rate. 
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VI. CONCLUSION 
 

 This paper has presented experiential estimates of the economic relationship between exchange reserve, Exchange Rate, 

Inflation, GDP in India. It may be concluded that the relationship between the International Reserves, Exchange Rate, and 

Gross Domestic Product in India can affect each other. So, investors and exporters should understand the impact of 

foreign reserves on the investment or business sothat they can manage the risk associated with them.  Further, foreign 

exchange and inflation rate have no relationship and remain unaffected to each other. 
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