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INR: A steady increase of volatility appears likely

The INR has become one of the most stable currencies globally due to extensive RBI
intervention. While this has its rewards, it has resulted in weak hedging by businesses/
investors. While the RBI has sufficient reserves (even adjusting for forward shorts), the
balance-of-payments position has deteriorated due to EM outflows, end of FPI bond
buying and steady VC/PE repatriation. Given the expected volatility in currency markets
globally going forward (uncertainty on tariffs, CNY, US rates and oil prices, among
others), it may be prudent to shift some risk back to businesses through a gradual rise in
INR volatility. We expect the USDINR trading range to widen in the coming months.

Exhibit 1 - INR volatility - is it time to finally reconverge with global trends?
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INR has among the most stable currencies, helped by extensive intervention

The INR has become one of the most stable currencies globally over the past 12 months.
Both implied (Fig 2) and realised volatility (Fig 3) metrics are now much lower than peer
currencies as well as its own volatility in the past. This has been accomplished by extensive
RBI intervention on both sides - the volatility of the INR has been replaced by the volatility
of intervention (Fig 4). Thus far, given the positive balance-of-payments, this meant a
relatively steady rise in FX reserves (Fig 5), and the only cost to the economy was weaker
seigniorage, as returns are lower on foreign assets than domestic ones.

Side effects of low volatility are now showing up

A stable currency signals macroeconomic health, and some also see central banks incurring
such costs like public service, reducing uncertainty for businesses and investors. However,
limited volatility over long periods of time has reduced corporate hedging (Fig 8), increasing
the reliance on RBI to suppress volatility. Further, the Balance of Payments (BoP) is now
shifting, with the index-inclusion-driven FPI bond buying over, a stronger DXY driving EM
fund outflows, and high FDI repatriation as VC/PE funds book gains on prior investments
(Fig 6). Despite a low CAD due to a slow economy (Fig 7), adjusted for reported onshore
forwards and estimated offshore activity, BoP is no longer in a comfortable surplus (Fig 9).

Higher volatility might alleviate stress, and help INR find its right level

With ~USD 655 bnin FX reserves, even adjusted for forward shorts, the RBI has the ability
to defend the INR for long periods (Fig 9). However, given uncertainty on tariffs, US rates,
CNY, commodity prices (especially oil) and global risk appetite, it is reasonable to expect
elevated volatility in global currency markets in the coming quarters. It appears prudent to
shift some of the currency risk back to businesses and investors via a gradual rise in volatility,
one that does not cause panic in unhedged parties and force intervention once again. The
March quarter, seasonally strong for BoP, could be a good period to establish this trend. We
watch for gradual widening of the intraday and overnight ranges allowed by the RBI.
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Exhibit 2 - INR implied volatility lower than peers and
lower than in the past
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Exhibit 3 - INR realized volatility is also lower than
peers and lower than in the past
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Exhibit 4 - Volatility in INR replaced by that in
intervention since late 2022

Source: Bloomberg, Axis Bank Research

Exhibit 5 - India FX reserves are healthy, given the
positive BOP position for the last few years
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Exhibit 6 - FDI inflows - pickup in repatriations has
dulled impact of inflows

Source: RBI, Axis Bank Research

Exhibit 7 - Current account deficit trends - barring a
strong recovery in growth, CAD will remain muted
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Exhibit 8 - Low volatility is driving flows away from
hedging (forwards) to concurrent (spot)
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Exhibit 9 - BOP excluding interest income and onshore
forwards has been mixed over 12 months
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Exhibit 10 - FX reserve metrics (in months) - import
and external debt cover both at comfortable levels

Source: RBI, Axis Bank Research

Exhibit 11 - IMF ARA - reserves as % of ARA metric
still above recommended levels
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Exhibit 12 - CNY - authorities are now fighting
depreciation, but can be lumpy given US negotiations

Source: IMF, Axis Bank Research

Exhibit 13 - Watch for gradual widening of near-term
movements in INR allowed by RBI
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Disclaimer: The report and information contained herein is of confidential nature and meant only for the selected recipient and should
not be altered in any way, transmitted to, copied, or distributed, in any manner and form, to any other person or to the media or
reproduced in any form, without prior written approval of Axis Bank. The material in this document/report is based on facts, figures
and information that are obtained from publicly available media or other sources believed to be reliable and hence considered true,
correct, reliable and accurate but Axis Bank does not guarantee or represent (expressly or impliedly) that the same are true, correct,
reliable and accurate, not misleading or as to its genuineness, fitness for the purpose intended and it should not be relied upon as such.
The opinion expressed (including estimates, facts, figures and forecasts) is given as of the date of this document is subject to change
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data/information updated. This report/document does not mean an offer or solicitation for dealing (purchase or sale) of any financial
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or responsible in any way for any kind of loss or damage that may arise to any person due to any kind of error in the information
contained in this document or otherwise. This document is provided for assistance only and should not be construed as the sole
document to be relied upon for taking any kind of investment decision. The recipient is himself/herself fully responsible for the risks of
any use made of this information. Each recipient of this document should make his/her own research, analysis and investigation as
he/she deems fit and reliable to come at an independent evaluation of an investment in the securities of companies mentioned in this
document (including the merits, demerits and risks involved), and should further take opinion of own consultants, advisors to determine
the advantages and risks of such investment. The investment discussed or views expressed herein may not suit the requirements for all
investors. Axis Bank and its group companies, affiliates, directors, and employees may: (a) from time to time, have long or short
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transaction involving such securities and earn commission/brokerage or other compensation or act as advisor or lender/borrower to
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opinions. The applicable Statutory Rules and Regulations may not allow the distribution of this document in certain jurisdictions, and
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meant, directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, where such distribution, publication, availability or use would not be in conformation to the law,
regulation or which would require Axis Bank and affiliates/ group companies to obtain any registration or licensing requirements within
such jurisdiction. Neither Axis Bank nor any of its affiliates, group companies, directors, employees, agents or representatives shall be
held responsible, liable for any kind of consequential damages whether direct, indirect, special or consequential including but not
limited to lost revenue, lost profits, notional losses that may arise from or in connection with the use of the information. Prospective
investors and others are cautioned and should be alert that any forward-looking statements are not predictions and may be subject to
change without providing any notice. Past performance should not be considered as a reference to future performance. The disclosures
of interest statements if any included in this document are provided only to enhance the transparency and should not be construed as
confirmation of the views expressed in the report. The views expressed in this report reflect the personal views of the author of the
report and do not reflect the views of Axis Bank or any of its associate and group companies about the subject company or companies
and its or their securities.
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