Trade deal signals turning point for rupee
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THE ANNOUNCEMENT OF the trade deal
with the US, effective immediately, lit a
delighted fire under the rupee. While it
had steadied a bit from its sharp decline
onbudget day,which provided some com-
fort, the rupee shot higher, gaining nearly
1.5% from the previous opening, more
even than in October last year when RBI
shocked the market by intervening
aggressively at the non-deliverable for-

ward (NDF) opening.
Over the lastyear or so, the rupee had
become hugely unrdervalued — according

‘to RBI data, the rupee's trade-weighted

real effective exchange rate was 95.3 in
December, its lowest level in a decade —
under pressure from Trump’s tariffs but
primarily as a result of the

new destinations have been developed
in Europe and in emerging Africa,as well
as in Vietnam and Malaysia, which have
become big markets for marine prod-
ucts.Again, with the newly signed trade
agreement with the EU (in addition to
the UK, Oman,and New Zealand), export

diversification is certain to
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And the even better news continue to The budget, toits credit, is
than the instant reduction be strong holding steady as she goes
in US tariffs announced yes- R with a continued focus on

terday is that, over the past

few months, Indian

exporters have quickly broadened their
sales destinations — nothing like a crisis
to focus the mind: note the hugely unex-
pected speed of the change. The UAE
and, importantly, China have become
bigger buyers of Indian goods; other

capex, including the defini-

tive focus onattracting direct
investment in the cloud space. The key, of
course, will be how domestic companies
react to this sudden burst of orange-
coloured sunshine,which will determine
whether this strong surge in the rupee
will be sustained — or evenincreased — or
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whether it will, like all the recent surges,
revert to type.

The graph shows how the rapee has
moved since Dr Malhotra took over as
RBI Governor. Clearly,he immediately set

to improving the profile of rupee volatil-
ity even as it meant battling the market
in his first few months.Later, after Liber-
ation Day (April 2, when Trump first
imposed tariffs across the world), he
must have realised that sentiment had
turned sharply,andit onlymade sense to
control the decline.

The next week orsowill showwhether
sentiment has turned back definitively —
my guess (hope?) is yes — so that 92 is
gone forever.The question iswhether RBI
will now jump on the bandwagon and
take the rupee backbelow 90 - or,indeed,
something like 88, which would provide
a buffer for future volatility — to where
the rupee would be once more reasonably
valued for the economy.

(Thewriteris CEO of Meclklai Financial)




