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India: More pain for rupee
Ongoing financial trouble comes as a fresh blow to the rupee as well as a
political blow to Prime Minister Narendra Modi just ahead of the general
elections in early 2019. The negative news is keeping the USD/INR firmly
on track to meet our 73.50 forecast for end-2018

Contents
Financial sector trouble
Political and economic policy implications
Not enough policy support for INR

As if India’s weakening external payments and budget situation aren’t enough, reports of
trouble at a non-bank finance company, a housing company, and a couple of private
sector banks come as a fresh blow for the Indian rupee (INR). Recent developments have
regulators, including the central bank (RBI), on their toes. The negative news from the
financial sector is keeping the USD/INR firmly on track to meet our 73.50 forecast for end2018.
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Financial sector trouble
A major infrastructure financier, Infrastructure Leasing & Financial Services Ltd., has been in the
limelight since last week due to a serial default on its debt obligations. The company known
previously for its solid credit standing- with major domestic and foreign banks and corporates as
its shareholders- holds a large infrastructure portfolio. The problems started with cash on hand
being drained amid delayed implementation and cost overruns on ongoing projects. It's now
complicated by rising market interest rates. This has left the company with only $27 million
against the $500 million required to meet debt obligations due over the next six months, according
to Bloomberg. A downgrade of the company’s credit rating poses a hurdle for the rollover of
maturing debt. Absent any bailouts by the government or shareholding companies, this could
drag the company into further defaults.
And it doesn’t stop there. The problem appears to be spreading to the broader infrastructure and
financial sector. Financial stresses at a mortgage lender and two private sector banks have been
making matters worse. The result is tighter liquidity conditions driving short-term rates higher and
the INR towards more weakness (see figure).

Rising short-term interest rates, weakening INR

Source: Bloomberg, ING

Political and economic policy implications
The financial problems of a major infrastructure company don't come without political
implications for the current administration. This could put Prime Minister Modi’s infrastructureboosting policies on the back burner, a setback to his bid for a second term at general elections in
early 2019.
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These troubles also complicate RBI policymaking ahead of the next bi-monthly meeting in early
October when another policy interest rate hike is looming large. The rate hike will push market
rates higher and squeeze liquidity conditions further, making things even worse for troubled
players in the sector. Add to these woes, the crowding out of private investment likely as a result
of government borrowing requirements, which authorities will unveil for the second half of FY2019
sometime this week.

Not enough policy support for INR
We believe the INR is in for continued losses ahead. We are sceptical that the RBI will raise rates by
more than 25 basis points at the next meeting given that inflation is, at least for now, running
below the 4% mid-point of the central bank’s target. This will be just enough to make up for the
rate gap to be opened by the US Federal Reserve's 25 basis point hike expected later this week,
nothing more. If so, then three Fed rate hikes this year will be merely matched by the RBI, without
giving the INR any interest edge to gain against the USD. The RBI will have to do more, though that
looks unlikely on the grounds of on-target inflation and stress in the financial sector. The situation
leaves the bank with a policy dilemma.
The spot USD/INR at 72.67, as of this writing, is just shy of our 72.80 forecast for the end of 3Q18.
We maintain our view of the pair rising further to 73.50 by end of 2018.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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