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Currency Depreciation: Forces Behind the Falling Rupee

The Indian Rupee (INR) has been on a downward F [dlomat  'GOBAL
trajectory in recent times, sparking concerns among -
policymakers, businesses, and consumers alike. Here's a
closer look at the factors contributing to the rupee's
decline, its impact, and what the future might hold.

1. Why has the Rupee been depreciating?

The rupee has come under pressure in the last
few months due to various domestic as well as
international factors.

e Expectations of shallow rate cuts by the US Fed
led to a spike in the US bond yields. High US
yields made the US attractive to investors
relative to emerging markets like India.

e Uncertainty regarding the new US government policies.

e Stronger-than-expected US jobs report, which strengthened the dollar and pressured emerging
market currencies (including INR).

e Substantial Fll outflows in past three months from Indian equity markets. (Flls have withdrawn
over $4 billion till date from Indian stocks this month (Jan’25), following a $11 billion outflow last
quarter).

2. How has been Rupee’s performance?

o The Indian rupee plunges to all-time low, breaches 86 against US dollar on Jan 13, 2025. In the
last three months, the domestic currency has depreciated to Rs. 86.58 against the US dollar on
Jan 13, 2025 from Rs. 83.94 on October 10, 2024. Rupee depreciated 3% in 2024 and it has
plunged 3.1% in the past three months.

e The Dollar index, which reflects the strength of the dollar versus other major currencies, is at its
peak at 109.
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Data as on 13th Jan 2025. Source: Investing.com
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3. How does a weak rupee affect the economy?

e Weak rupee increases the import bill. India’s import dependency on crude oil was 88.1%
between April-Nov 2024, compared to 87.6% in the corresponding period of the previous year.

e Worsens government deficit: India’s trade deficit touched an all-time high of $32.8 bn in Nov
2024, compared to $20.7 bn in Nov 2023.

¢ Inflation goes up as the cost of imported goods rises.

e Dampens economic growth by creating upward pressure on interest rates.

4. How is RBI managing the rupee?
o The RBI has been actively intervening in forex markets to stabilize the rupee.
e The central bank has been using the most common strategy for intervention, which is selling
dollars in the spot market and taking positions in the non-deliverable forward (NDF) market.
e To mitigate the liquidity impact due to USD selling, the RBI has also reduced CRR by 50bps
in its Dec monetary policy review.

5. Rupee did better than peers due to RBI intervention
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Source: News articles

e Rupee depreciation has been modest compared to other countries.
e Though the RBI intervention has reduced rupee volatility, it has led to its overvaluation in
REER (Real Effective Exchange Rate) terms. REER reflects the export competitiveness of a country.

Outlook

e Itis expected that rupee will continue to see headwinds from slowing domestic growth and
elevated external risks in the current financial year.

e Lower export growth due to the growth slowdown of India’s major trading partners will put
pressure on the rupee in the near term.

e On the global front, concerns over US monetary policy and uncertainty surrounding US President-
elect Donald Trump's planned policies have led to increased bearish bets on the rupee.

e Moreover, a possible interest rate hike by BoJ (Bank of Japan) will prove negative for emerging
market currencies, including India.
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Tata Capital Limited (“TCL”) is registered with the Association of Mutual Funds in India as a Mutual fund Distributor bearing ARN No. 51479 and Tata
Capital Wealth is a service offering by TCL. This report is for the personal information of the authorized recipient and does not construe to be any
investment, legal or taxation advice to you. TCL is not soliciting any action based upon it. Nothing in this report shall be construed as a solicitation
to buy or sell any security or product, or to engage in or refrain from engaging in any such transaction. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of the reader. This report has been
prepared for the general use of the clients of the TCL and must not be copied, either in whole or in part, or distributed or redistributed to any other
person in any form. If you are not the intended recipient, you must not use or disclose the information in this report in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. TCL will not treat recipients as customers by virtue
of their receiving this report. Neither this document nor any copy of it may be taken or transmitted into the United States (to US Persons), Canada
or Japan or distributed, directly or indirectly, in the United States or Canada or distributed, or redistributed in Japan to any residents thereof. The
distribution of this document in other jurisdictions may be restricted by the law applicable in the relevant jurisdictions and persons into whose
possession this document comes should inform themselves about and observe any such restrictions. It is confirmed that, the author of this report
has not received any compensation from the companies mentioned in the report in the preceding 12 months. No part of the compensation of the
report creator was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this report The author,
principally responsible for the preparation of this report, receives compensation based on overall revenues of TCL and TCL has taken reasonable
care to achieve and maintain independence and objectivity in making any recommendations. Neither TCL nor its directors, employees, agents,
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits
that may arise from or in connection with the use of the information contained in this report. The report is based upon information obtained from
sources believed to be reliable, but TCL does not make any representation or warranty that it is accurate, complete or up to date and it should not
be relied upon as such. It does not have any obligation to correct or update the information or opinions in it. TCL or any of its affiliates or employees
shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. TCL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-
infringement. The recipients of this report should rely on their own investigations. This information is subject to change without any prior notice.
TCL reserves at its absolute discretion the right to make or refrain from making modifications and alterations to this statement from time to time.
Nevertheless, TCL is committed to providing independent and transparent recommendations to its clients and would be happy to provide
information in response to specific client queries. Certain products - including those involving futures, options and other derivatives as well as non-
investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying
charts of a stock’s price movement and trading volume, as opposed to focusing on a company’s fundamentals and as such, may not match with a
report on a company’s fundamentals. Before making an investment decision on the basis of this report, the reader needs to consider, with or without
the assistance of an adviser, whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances.
There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even become valueless.
International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and international
stock market or economic conditions, which may adversely affect the value of the investment. Neither TCL nor the director or the employee of TCL
accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this report and/or further communication
in relation to this report. TCL and its affiliates, officers, directors, and employees worldwide may: (a) from time to time, have long or short positions
in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and
earn brokerage or other compensation or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor
or lender / borrower to such company (ies) or have other potential conflict of interest with respect to any recommendation and related information
and opinions. Investments in securities are subject to market risk; please read the SEBI prescribed Combined Risk Disclosure Document prior to
investing. Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually
trading in derivative contracts. Our report should not be considered as an advertisement or advice, professional or otherwise.

General Disclosure
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