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           28th June, 2019 

 
 
Rupee slides 
AS the slides in the rupee continue unabated, some important questions are now coming to the fore. 
It is true that artificially holding the exchange rate at a level dictated by the political bosses makes 
for bad economic policy. But now that we are supposedly moving away from that regime towards 
what the State Bank calls a ‘market-determined’ rate, it is important to keep an eye on the volatility 
and ask whether the recent moves are indeed being determined by the market. Why is it that the 
exchange rate starts to see sharp slides just as an important IMF-related decision point approaches? 
The last slides happened when the staff-level agreement was coming up, and now that the board 
approval is due on July 3, we are again seeing sharp downward movements. There may not be 
anything to this, but it is worth bearing in mind that not so long ago the State Bank itself was telling 
us that the new level of the exchange rate is more in line with economic fundamentals. What 
fundamentals have changed since then to merit the more recent depreciations of the last few days? 
 
There will no doubt be a public clamour for more stability in the exchange rate because it is central 
to the business operations of a large part of the country’s services economy as well as manufacturing. 
Planning for the future is difficult in the face of sharp exchange rate swings that come like bolts of 
lightning from time to time. Now that the regime is moving towards greater flexibility and the new 
State Bank governor has retained some space for himself to intervene in the exchange rate markets, a 
great deal of concern is revolving around how and when that intervention might be triggered. It 
might not be possible to say what level the rupee is headed for in the months to come given the 
prevailing market-related uncertainties. But there is still a clear need for more communication on the 
direction of the exchange rate, or else the uncertainty may lead the wheels of the economy to grind to 
a halt. If there has been no commitment with the IMF on the value of the exchange rate, then more 
needs to be made clear, particularly what ‘market determined’ actually means. But if, contrary to 
official assertions, a value has indeed been agreed upon, the authorities should note that this fact will 
soon become impossible to conceal. 
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