T weakens below
85.8 intraday, RBI
does rescue act

Still settles below 85.5 amid strong dollar demand
FLASHING RED AGAINST

ANJALI KUMARI
Mumbai, 27 December

he rupee faced its sharpest intraday

decline in two years on Friday,

before recovering some losses, after

coming under pressure from
month-end dollar demand by importers, as
well as maturing non-deliverable forwards
(NDF) and currency futures that further
spiked demand for the greenback.

By day’s end, the Indian currency had
recorded a 0.3 per cent drop — its steepest
since June 4, when general election results
were announced — closing at 85.54 to the
dollar, a fresh low. Earlier, it had weakened
to 85.82, prompting the central bank to inter-
vene through dollar sales of around $2.5 bil-
lion via state-run banks, said market players.
On Thursday, the rupee had closed at 85.29
to the dollar.

The Indian rupee has fallen 1.3 per cent
against the dollar this month, marking
one of the poorest performances among
Asian currencies.

“The volume is thin due to the year-end,
which is leading to so much volatility, as
even a small amount of buying puts signifi-
cant pressure,” said Anshul Chandak, head
of the treasury at RBL Bank. “In the first half
of the day, there was no intervention (by the
Reserve Bank of India), but later, we did see
some action.” Turn to Page 15 »
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I vs $: Experts warn
against excessive
intervention by RBI

“Given the current scenario, we
were expecting 86 per dollar by
March-end. Now, we wouldn’t be
surprised if the rupee reaches
86.50 per dollar,” Anshul
Chandak, head of the treasury at
RBL Bank, added.

The rupee is set to finish 2024
weaker against the greenback for
the seventh consecutive year,
having depreciated 2.7 per cent so
far. While the Indian unit suffered
a sharp 10 per cent drop in 2022,
following the war in Europe, it sta-
bilised in 2023 with just a 0.6 per
cent decline, thanks to central
bank intervention.

The latest currency pressures
coincide with a leadership shift
at the Reserve Bank of India (RBI),
as Sanjay Malhotra assumed the
governorship earlier this month.
Market participants noted that
the central bank intervened
across all three markets — spot,
offshore, and forward — to stem
the decline.

“The RBI could have sold
around $2.5 billion today,” said a
senior executive at a brokerage
firm. “They defended the rupee
in the NDF market in the morn-
ing and later stepped into the spot
market with banks to hold the
85.80 per dollar level.”

However, experts caution that
excessive intervention could be
counterproductive, especially if

other central banks allow their
currencies to weaken in response
to external pressures. In October,
the RBI sold $9.3 billion in the
spot market to counter the rupee’s
depreciation.

The dollar index, which
gauges the greenback’s strength
against a basket of six major cur-
rencies, climbed to 108.15 on
Thursday.

The rupee has faced persistent
pressure since the US Federal
Reserve’s first interest rate cut in
September. Alongside a strength-
ening dollar, India’s Balance of
Payments (BoP) outlook for the
third quarter of the financial year
has further weighed on the cur-
rency. Experts point to the rupee’s
relative overvaluation compared
to its peers, as other currencies
have depreciated more sharply
against the dollar. By November
2024, the rupee was overvalued
by 8.1 per cent on the Real
Effective Exchange Rate (REER)
metric, underscoring a misalign-
ment with economic fundamen-
tals. Market participants suggest
that a faster adjustment of the
rupee could ease overvaluation
pressures, bring the REER closer
to equilibrium, and reduce strain
on both foreign exchange
reserves and domestic interbank
liquidity, which has remained in
deficit in recent weeks.



