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EXECUTIVE SUMMARY

The project paper examines the effectiveness of carry trade strategies within the Indian
financial landscape, particularly through the utilization of currency derivatives. Carry trade
involves borrowing in a currency with a low-interest rate and investing in one with a higher
rate, aiming to profit from the interest rate differential (IRD). The paper emphasizes the unique
position of India, with its historically higher interest rates compared to developed economies,
making the Indian Rupee (INR) an attractive target for carry trades. However, the inherent
volatility of the INR, driven by factors such as economic reforms, inflation, and geopolitical

events, necessitates a robust risk management approach.

This study discusses the intricacies of carry trade strategies in the Indian context, specifically
analyzing the returns from trades involving the Indian Rupee (INR) against major foreign
currencies such as USD, GBP, EUR, and JPY. The primary focus is on evaluating the
effectiveness of these strategies through the use of currency derivatives, particularly forward

contracts, to hedge against exchange rate volatility.

Various statistical tools are used to analyse the data and get results. Descriptive analysis is used
to verify the correctness of the data. Correlation and Covariance is the statistical tool used to
verify the relationship and range of variation between the international gold and silver prices
and foreign exchange rates. The Granger causality test is used to verify the causality between

two variables.

The comparative analysis using Sharpe’s ratio with traditional investment options such as Nifty
and gold revealed that while carry trades offer higher potential returns, they also entail greater
risks. This risk-return profile necessitates a balanced approach, integrating carry trades with

other investment avenues to enhance overall portfolio performance.

In conclusion, the findings suggest that carry trades can be a lucrative strategy in the Indian
market, provided that investors employ robust risk management techniques and remain vigilant
to macroeconomic changes. The study recommends further exploration into advanced
analytical methods, broader currency pair selection, and the integration of ESG factors to
develop more sustainable and resilient carry trade strategies. This research contributes valuable
insights into the dynamics of carry trade returns and offers practical guidance for investors

aiming to optimize their investment strategies in the context of the Indian financial market.



