How does rupee value is calculated against US dollar or any other currency?
Very good question! I am sorry to say that the answer is very complicated. But, let me try to explain... 

Basically, the change in the exchange rate has got to do with "supply" and "demand"! More supply, less demand, the less will be the value of the currency! 

More demand, less supply, more will be the value of the currency. This is the basic principle of economics! 

Now, the question is... What makes the "supply" and "demand" of a currency change! Many many factors. Let me give you a few so that you get an idea... 

First factor: Expected "inflation" difference between two countries.... 

(By the way, you can read up on inflation from here... http://www.indiahowto.com/foru... 

if you are not sure what it is. Basically, let me tell you that inflation reduces the value of the currency!) 

About inflation rates difference and its effect on currency, let us say for example, India and China are the only two countries in the world. India currently has inflation of 6% that is expected to rise to 6.5%. China currently has inflation of 6% that is expected to rise to 9%. 

India`s expected inflation is much less than the China expected inflation. Since inflation causes money to lose value over time, money is more valuable in India (based on time value), so more people would want to hold Rupees, because since the inflation rate in India is lower than China, your money will be worth more if you convert it to Rupees. I will not loose as much value as it would if it were in the Chinese currency yuan! So, you see how there is "demand" created for rupees. Every one wants to buy rupees and sell their yuan! So, the value of the Rupees increases! 

Interest rates also play a role in exchange rates. 

High interest rate economies are attractive to foreign investors whose countries have low interest rates. Let`s say that the US has an interest rate of 5% and India has an interest rate of 10%. The same amount of money is more valuable in India in this example, because you are earning more interest on the same investment. So, effectively the people in the US would be selling their dollars and buying Rupees (i.e. converting their dollars into rupees!) and putting all that money in Indian banks to earn a much higher interest rate! 

So, you see again, there is more "demand" for Rs. and more supply or selling off of the dollar! So, the Rupee`s value increases! 

