




















INDIAN RUPEE ON A FREEFALL, DOWNWARD BIAS PERSISTS

The Indian rupee recorded its 5th consecutive monthly fall against the U.S. dollar, hitting a
record low at 88.7875, its weakest closing ever, on September 30. The downfall was inevitable
as trade tensions between the US and India escalated, causing significant capital outflows. Till
the end of September, foreign institutional investors (Fll) pulled out approximately INR 60,000
crore from equity and debt markets, which led to more demand for dollars.

Secondly, elevated government borrowing due to escalating fiscal deficit puts upward pressure
on the rupee. In August 2025, the fiscal deficit reached 38.1% of the full-year target, amounting
to INR 5.98 lakh crore during April-August 2025, up from INR 4.35 lakh crore in the same period
of the previous year, led by higher capital expenditure on infrastructure and a fall in net tax
revenue.

The third factor is the country’s trade deficit that remains higher, despite falling lately, due to
higher reliance on imports of certain products like crude oil and it could escalate if the effects
of the US tariffs are unfavourable. In August 2025, India's merchandise trade deficit stood at
USS$26.49 billion, lower than USS$27.35 billion in July 2025.

Besides the dollar exchange rate, the fall in the rupee can be quantified using the Effective
Exchange Rate (EER), which measures the value of the rupee (or any currency) against the
weighted average of several foreign currencies divided by a price deflator or index of costs.
There are two calculations of EER - Nominal Effective Exchange Rate (NEER), which measures
the value of the rupee against a basket of 6 key currencies (dollar, euro, yuan, pound, yen, and
Hong Kong dollar), and another against a basket of 40 currencies that collectively account for
nearly 88% of India’s trade. An NEER above 100 indicates an appreciation, while a value below
100 indicates depreciation.

The second calculation of EER is the Real Effective Exchange Rate (REER), which provides a
true picture of the actual competitiveness of Indian goods in the global market. REER measures
the rupee against a basket of 40 trading-partner currencies, adjusted for inflation. REER depicts
the actual rate of over / under valuation because if the INR depreciates against foreign
currencies but inflation in India is higher than that of its trading partners, then the rupee can
appreciate in “real” terms. A REER above 100 denotes overvaluation and below 100 implies
undervaluation. As of July, the REER of INR declined to 98.79, the lowest since February 2019.

The domestic inflation is a critical factor for assessing the rupee’s value under REER. The retail
inflation in India is hovering around 2% since June 2025, while the Reserve Bank of India
refrained from lowering the repo rate due to a watchful outlook on the uncertainties related to
tariff disputes and other global risks. However, the inflation forecast has been lowered to 2.6%
for FY26 due to the expected positive impact of GST reduction, stabilizing foodgrain prices,
favourable monsoon, among other factors.
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Purchasing Manager’s Index

Manufacturing:
| Countries | Aug2025 [ July2025 |
India 59.3 T 59.1
us 53.3 | 49.8
UK 47.3 |, 48.0
Eurozone 50.7 49.8
China 50.5 | 49.5
Japan 49.7 48.9
Note: A reading below 50 indicates contraction and above indicates expansion in output.
Services:
India 62.9 T 60.5
us 54.5 |, 55.7
UK 54.2 51.8
Eurozone 50.5 51.0
China 53.0 | 52.6
Japan 53.1 ] 53.6

Note: A reading below 50 indicates contraction and above indicates expansion in output.

Monthly Data Snapshot
Currencies US Bond Yields (%)
30-ep 29-Aug 30-5ep]29-Aug
EUR/USD 1.17 1.17 US 30-yr Treasury 4.73 4.92
GBP/USD 1.34 1.35 US 10-yr Treasury 4.15 4.23
USD/INR 88.81 88.14 US 2-yr Treasury 3.60 3.62
USD/CNH 713  7.12

1y Forward Premia (%) 2.31 2.19

Commodities (USS)
| 30sep | 29Au |
Crude Oil (per barrel) 67.02 68.12
Natural Gas (per MMBtu) 3.12 2.88
Gold (per ounce) 3,858.51 3,448.00
Silver (per ounce) 46.70 39.69
Copper (per pound) 4.81 4.50

Source: Refinitiv
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