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itivc-nlor. than $2 billion, rhe high-
estanloLtntinanY 2 112 monthperiod
sirlce at 1€ast th€ erd of 2C19 (ifrve dis

count tull boluses of inflou's in Sep-

tenrber 1021, wi.ien Adani brought in
scnred\'btlur^lirJl ii5talie uvers,alld

in lune 2C22, r;ith the definitive
annoilllcclilc;l+thatlldian bonds r';iil
be ircluded in glob;rl indices).

It seenls cleet tilai fPls are prepar-

ing for bonri index illclusion in ]une
2d2,1, \t-hicir shor'rid see a stead;r

incrcase in debt inflou's betr{een nora'

aird then. This shi;1l'J inake the rupec
stronger, assuming there is no dra-
maticiollapse in global equities,n'hich
looks iircreasingly unliLel,v nol',' that
US rnflation appedrs to be mo' ing in
the rigl-rt direction and markets ale
almosl readvto a1,P1aud the Fed.
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Rupee on the ropes

inflation rePort shorved a sharP

decline in tiS CPI, but the respite lvas

short lived, as is visihle.
To mc, all tllis stiggtsts that the

ruucc ha. turlred' fundanlcnlall)"'
rvc'ak, cer tairrlr wcalcr llIan o\ er the
last vear or so vThen the RBI had little
diffi cu+t,rptoteetiag the S 3 level.

Let's i-iist look at ill ows to try and

understand why therc could be this
chatree of heart sirrce 5cptcnrlrcr
l0ll, FJ'1. lrave pulled nearir S5 LriJ'

lion out of onr equitY market in
rcsponsc to th( 5l ronP rj'k frt L

returns availablc irt tlre US debt nlal

kets; it is only domestic investors that
have enabied our equity n.ialkets to

holcl their own. interestingly, over the
same period, foreign inl'estnent in
debt securities has been strongl,v pos-

The rupee has turned "fundamentally" weak,

certainly weaker than o'Jer the iasLyeat or so \4'Ihen

the RBI had little difficulty protecting the 83 level

Sc, rr'hat then? It is clear that the-

rupee doesn't have even an otlnce ot

thi r1an it had er'€n a fel'/ months aEio,

and lt's certainly not poltfolio flov's
that arc threatening it- The trade
deficit is in the gJutter,but it's been that
uav lor J long time whv shottld it
start a1 rc€+ii1€+x?cc scnl inlent llo\' l

fhe only thing I can think of is the
slate of upconing state elections.-With

all political pariies-notablv the Col)-
g'rc5i a nd i he Bl P- r vinBuitll caclt otlret

io clistribute largctse to thopefuliy) get

elected, n.larkets mai' s'ell be gettirg
increasingly concerned that the relative
fi scal rectitr:det'e have enioyed is about

to be throrvn to the winds. This rvouid

th1s61qn tliglrci ittfl alicn and /or highcr
intcr( \1 rale:, eillrcr (or hol h) of which
would sink growth likelybelov,' 6o,t'

And if, as seen-is possible, the BJP

does badl1, in some (or all) of the state

elections, the stakes rvould rise much
higher as political instability would
beikon. Even if the BJP performs bet-
ter than e>.pectatiot.ts, the nervousness

they are showil.ig suggests that free
biei for the peorie (includinq nlonev
for votes) tvill be all the rage bcfore the
national election next year. Thirs, the
prcssurc o!t thc rdi EE is iilie)1 to
i cmain and an"orderly"dcclilic.rvhar
c\'. r thi:l nlcJns, i: on thc'cf,rtl5.

Prime miriisterNarendra l"todi is ccr

tainlya political magician, but even if he

can fool all of the peopie all of ihe time,
he can't fool thc market.

lT tS BECOMING clearerbythe daythat
the RBI'-cvaliant efforts at keeping rupee

volatility cortained is reaching tlre cnd

of its rope. The accompanying chart
shorv: hJu the RFI's dollar bui ine i'
har rug progrtssivcly less effect.

oiegini dcePer. rve scc that thc
rupee rebotinded fierceli' in Octobei
2 02 2,when RBI interv€ned after it 1e1l

helou' 8I fcr the tirst tlme-the rupee

caiiled m-rc than i I 1o S0.b']. TI-'c

r"tcxt epi:.cj,,rva. itr l-recetr,ber that
r nr, - rria, l(Bl iittcrvencd before the

irrt', 
" 

fcll tu 6.l.artd ag-il ir rct;r e;cd

to bcfler tharr 8 ] iE0.q5) 1o llrc dollar.
The nexttime the rupee threatened 8J
(in Februarl' 2 3), RBI agairr so1 d dollars

before the rupee hit 8 l, but this time
the recoverywas iust to 81.7C, aftel'
n'hich it hovered betlreen E1.70 and

8?.70 for several months' Iinally, in
Ausust 202 r, il (,n(t'again icil b('l11'
Sllnd this timc, ali the RBI'5 lror5c5

ahd all the RBI's n.ien n'ere not able to
generate suffiticnt upivat d nloulen-
ttrn-.; si:rce Scirlcmher l5,lhr rttpee
has struggled iust t;elcu: 8 l.

Whait-s. lerhap' signifirant i-s thlt
ovei the }rast two rveeks, and more so

over.the I,ast couple of da,"s,the dollar
*.oi.nod sharPlY overseas (from
L06.75 to 10"1.20),falling more than
2.5o,.'c- Yet, the ruPee (and RBl) was

unable to take the benefit and it
ret.nained tightly rvedded to the lin€
that can be ieen irr the graph. It did
skip up a bit above 83 u'hen the last

t


