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India: A safe haven amid Tariff turbulence… 
…with record reserves and a service-driven surplus from a wide CAD and rupee volatility earlier  

 

 India’s currency performance in recent years reflects a marked improvement in external resilience and 

macroeconomic management. Between FY22 and FY25, INR depreciation remained modest and well-contained, 

ranging between 0.5% and 2.7% YoY. This compares favorably with past periods of volatility, such as FY13 and 

FY14, when the currency weakened sharply by 13.3% and 11.7%, respectively, during the Taper Tantrum episode. 

Since FY22, the pace of rupee depreciation has been modest and well-contained, pointing to anchored market 

expectations and limited speculative pressure. This stability stems from a combination of factors: lower current 

account deficit (CAD), a rising surplus in services trade, record-high foreign exchange reserves, and proactive policy 

intervention by the RBI across spot and forward markets (Exhibit 1). 

 Amid global tariff uncertainty and renewed volatility in capital markets, the Indian Rupee (INR) emerged as the 

most stable currency among both advanced economies (AEs) and emerging and developing economies (E&DEs) 

during the period from Dec’24 to Jul’25. The INR registered a modest 1.0% depreciation against the USD—the 

smallest among all depreciating currencies, and in stark contrast to the sharp appreciation or volatility seen 

elsewhere. This modest movement indicates low exchange rate volatility, anchored inflation expectations, and a 

well-managed external position despite rising global trade frictions. 

 Among advanced economies, most currencies appreciated significantly against the USD. The Euro (–10.4%) and 

Taiwan Dollar (–10.4%) fueled the gains, likely due to portfolio inflows amid policy divergence with the U.S. Federal 

Reserve. The British Pound (–6.6%), Singapore Dollar (–5.2%), and Japanese Yen (–4.6%) also strengthened 

meaningfully. These large appreciations reflect heightened sensitivity to global liquidity, risk appetite, and interest 

rate differentials. Compared to these large movements, the INR’s limited depreciation points to a remarkably 

stable macroeconomic backdrop and minimal speculative positioning (Exhibit 2). 

 Within emerging and developing economies (E&DEs), the Indian Rupee’s modest depreciation of +1.0% stood out 

as an exception. The vast majority of peer currencies appreciated against the USD during the same period. 

Notably, the Russian Ruble (–23.5%), Brazilian Real (–9.7%), and Mexican Peso (–7.7%) witnessed healthy 

appreciations, supported by either commodity windfalls, high interest rate differentials, or tactical capital inflows. 

Even within Asia, regional peers such as the Malaysian Ringgit (–5.0%), Thai Baht (–4.8%), and Philippine Peso (–

3.1%) appreciated, reflecting stronger trade balances or alignment with the USD interest rate cycle.  

 In this context, only four currencies among the 20 tracked in Exhibit 2 depreciated: India (+1.0%), Indonesia 

(+1.4%), Turkey (+14.5%), and Hong Kong (+1.0%). Among them, Turkey’s sharp depreciation reflects its domestic 

macroeconomic instability, while Indonesia and Hong Kong experienced minor declines. India’s modest 

weakening—despite tariff tensions and global market volatility—demonstrates its exchange rate resilience, 

especially as most other currencies strengthened. 

 In this report, we examine five key factors that have contributed to India's external stability amid a challenging 

global environment marked by tariff-related uncertainty, volatile capital flows, and tightening global financial 

conditions. Unlike previous episodes such as the 2013 taper tantrum, India’s external sector today exhibits 

remarkable resilience, supported by a more diversified export mix, a contained CAD, robust foreign exchange 

reserves, limited exposure to tariff-sensitive sectors, and effective currency management by the Reserve Bank of 

India. Together, these elements have helped anchor investor confidence and shield the Indian economy from 

external shocks. 
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1) Manageable CAD, aided by strong services exports: India’s external sector position in FY24 and FY25 reflects a 
phase of marked resilience and macroeconomic stability, even amid rising global tariff uncertainty and renewed 
stress in global capital markets. The CAD has narrowed significantly to just 0.7% and 0.6% of GDP in FY24 and FY25, 
supported by a robust services trade surplus, record inward remittances, and modest growth in merchandise 
imports. This stands in sharp contrast to the 2013 taper tantrum episode, when India’s CAD had surged to 
unsustainable levels—4.3% and 4.6% of GDP in FY12 and FY13, respectively—driven by a wide merchandise trade 
gap and heavy reliance on oil and gold imports. At the time, India was among the “Fragile Five” economies most 
exposed to capital flight, and the rupee came under intense depreciation pressure. (Exhibit 3). 

 Importantly, India’s export mix has become significantly more services-intensive, while its merchandise trade 
gap has moderated, strengthening the country’s external position. During the taper tantrum period (FY13), India 
ran a large merchandise trade deficit of 10.2% of GDP, which, coupled with a relatively modest services trade 
surplus of 3.5% of GDP, resulted in a sharply negative current account balance. In contrast, by FY24 and FY25, 
the merchandise trade deficit has narrowed to 8.3% and 8.1% of GDP, respectively, reflecting import moderation 
and improved export competitiveness in sectors like chemicals, machinery, and petroleum products. At the 
same time, the services surplus has expanded to 4.5% and 4.8% of GDP, driven by strong global demand for 
India’s IT, consulting, and financial services. This shift toward a more balanced and less tariff-sensitive trade 
structure has helped insulate India from the adverse effects of global tariff uncertainty, while also contributing 
to exchange rate stability and a sharply lower CAD (Exhibit 4). 

2) Robust foreign exchange reserves: India’s external buffers have strengthened significantly since the taper 
tantrum of 2013, providing a critical line of defense against renewed global volatility and tariff-related 
uncertainty. In FY13, India held just USD294b in foreign exchange reserves, equivalent to an import cover of only 
7.2 months, leaving it vulnerable to capital flight and currency shocks. As of May’25, reserves have more than 
doubled to USD691b, and import cover has risen to 11.4 months, reflecting stronger balance of payments 
dynamics and proactive reserve accumulation by the RBI. Compared to other emerging market peers, India’s 
reserve position is now among the most robust—exceeding Brazil (USD341b), Thailand (USD258b), and 
Indonesia (USD152b). Even in terms of import cover, India fares better than major peers like Mexico (4.5 
months), Indonesia (7.0), and South Africa (6.2; Exhibits 5 and 6).  

 Overall, India’s substantial foreign exchange reserves provide a strong safeguard against global financial 
tightening, exchange rate fluctuations, and trade disruptions. Consequently, the ongoing global tariff uncertainty 
poses no immediate threat to India’s macroeconomic stability. 

3) Limited exposure to tariff-sensitive trade sectors: India’s export structure offers inherent insulation from tariff-
induced shocks. Unlike economies heavily reliant on electronics, semiconductors, or auto components—such as 
Taiwan, South Korea, or Germany—India’s exports are tilted toward software services, pharmaceuticals, and 
traditional goods (e.g., textiles, gems & jewelry). Services exports accounted for nearly 47% of India’s total 
exports in FY25 (USD388b), up from only 32% in FY13 (USD146b), with software & IT exports alone reaching 
USD181b in FY25, up from USD66b in FY13 (Exhibits 7 and 8). This makes India less vulnerable to tariff escalation 
on physical goods, preserving export earnings even in a protectionist environment. 

4) A selectively liberalized capital account: India maintains a partially open capital account, with calibrated 
controls on debt inflows and sensitive sectors. While foreign portfolio investments (FPIs) are permitted in 
government bonds and equities, short-term speculative flows are more regulated than in fully open economies 
like South Korea or Brazil. Moreover, growing participation in global bond indices (e.g., JPMorgan EM Bond Index 
inclusion) has helped diversify capital sources and reduce dependence on volatile flows. This structure lowers 
the risk of sudden stops, especially during risk-off episodes triggered by tariff news or Fed tightening. 

5) RBI’s proactive and strategic FX management: The RBI's foreign exchange management framework has become 
significantly more proactive since 2013. Back then, the central bank was compelled to implement emergency 
measures, such as capital flow restrictions and rate hikes, which temporarily stabilized the rupee but created 
broader uncertainty. Currently, the RBI actively manages the rupee using a non-disruptive, two-sided 
intervention strategy. During FY25, it intervened through both the spot and forward markets, smoothing 
excessive volatility without enforcing a rigid exchange rate level. RBI sold around USD34.5b in FY25 in net spot 
operations, the highest since the global financial crisis of FY09 (Exhibit 9). Its interventions are data-driven and 
often preemptive, helping to stabilize expectations. The RBI also maintains strong communication credibility, 
reinforcing confidence among global investors and domestic participants that rupee depreciation will remain 
contained and non-disruptive. 
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 India’s external sector has undergone a notable structural transformation over the past decade, evolving into a 

far more resilient and stable component of the macroeconomy. The experience of the 2013 taper tantrum 

exposed India’s vulnerabilities—most notably, a wide CAD, limited foreign exchange reserves, and heavy reliance 

on volatile capital flows. In contrast, the current landscape in FY24–FY25 reflects a far stronger footing: the CAD 

is low and manageable, foreign exchange reserves are at record highs, and the composition of exports has 

shifted decisively toward high-value, less tariff-sensitive services. Additionally, India’s selective capital account 

liberalization and the RBI’s proactive foreign exchange management have provided crucial buffers against global 

shocks, including those triggered by tariff uncertainty and monetary policy divergence. 

 The Indian rupee has remained one of the most stable currencies across both advanced and emerging markets, 

showing that investors trust India’s economic policies and strong external position. India has focused on 

diversifying its exports, managing its finances wisely, and opening its economy to global capital in a gradual and 

safe manner. This has helped the country stay strong even when global conditions are uncertain. Because India 

exports more services and fewer tariff-sensitive goods, it faces less risk from rising trade tensions around the 

world. Overall, India’s external sector has become a solid foundation for its growth, not a weakness. 

 
Exhibit 1: INR depreciated 2.2% in FY25, the lowest in three years, compared with 13.3% in FY13 

 

                                                                                                                                                                                                                  Source: RBI, CEIC, MOFSL 

                                                                                                                                                                                          Note:  (+) appreciation/(-) depreciation 

 
Exhibit 2: INR was one of the most stable currencies  

 

                                                                                                                                                                                                     Source: RBI, CEIC, MOFSL 
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Exhibit 3: India’s CAD at a three-year low of 0.6% of GDP in 

FY25 vs. 4.6% in FY13… 

 

 

Exhibit 4: …led by a lower merchandise trade deficit, 

coupled with an all-time high services surplus 

 

Source: RBI, CEIC, MOFSL 
 

 
Exhibit 5: India's foreign exchange reserves more than doubled to USD691b as of May’25, compared with USD294b in FY13 

 

                                                                                                                                                                                                     Source: RBI, CEIC, MOSPI, MOFSL 

 
Exhibit 6: Import cover rose to 11.4 months as of May’25, compared with just seven months in FY13 

 

                                                                                                                                                                                                     Source: RBI, CEIC, MOSPI, MOFSL 
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Exhibit 7:  The share of services exports to total exports increased to 47% in FY25 from 32% in FY13 

 

                                                                                                                                                                                                     Source: RBI, CEIC, MOSPI, MOFSL 

 
Exhibit 8:  Software/IT exports stood at USD181b in FY25 vs. USD66b in FY13 

 

                                                                                                                                                                                                     Source: RBI, CEIC, MOSPI, MOFSL 

 
Exhibit 9: The RBI sold USD34.5b in FY25 in net spot operations, the highest since the global financial crisis of FY09  

 

                                                                                                                                                                                                     Source: RBI, CEIC, MOSPI, MOFSL 
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document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that 
any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their 
own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any 
recipient. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this 
document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be 
suitable for all investors. Certain transactions -including those involving futures, options, another derivative products as well as non-investment grade securities - involve substantial risk and are not suitable for 
all investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The Disclosures of Interest 
Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This information is subject to change 
without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required from time to time without any prior approval. MOFSL, its associates, their 
directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform or 
seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct 
and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of information that is already available in publicly 
accessible media or developed through analysis of MOFSL. The views expressed are those of the analyst, and the Company may or may not subscribe to all the views expressed therein. This document is 
being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose. This 
report is not 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 be contrary to law, regulation or which would subject MOFSL to any registration or licensing requirement within such jurisdiction. The securities described herein may or 
may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. 
Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that 
may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOFSL or any of its affiliates or employees from, any and all 
responsibility/liability arising from such misuse and agrees not to hold MOFSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOFSL or any of its affiliates or 
employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays. 
 
This report is meant for the clients of Motilal Oswal only. 
 
Investment in securities market are subject to market risks. Read all the related documents carefully before investing. 
 
Registration granted by SEBI  and  certification  from  NISM  in  no  way  guarantee  performance  of  the intermediary or provide any assurance of returns to investors. 
Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022 - 71934200 / 71934263; www.motilaloswal.com. 
Correspondence Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 71881000. Details of Compliance Officer: Neeraj Agarwal, Email 
Id: na@motilaloswal.com, Contact No.:022-40548085. 
 

Grievance Redressal Cell: 

Contact Person Contact No.  Email ID 

Ms. Hemangi Date 022 40548000 / 022 67490600 query@motilaloswal.com 

Ms. Kumud Upadhyay 022 40548082 servicehead@motilaloswal.com  

Mr. Ajay Menon 022 40548083 am@motilaloswal.com 
 

Registration details of group entities.: Motilal Oswal Financial Services Ltd.  (MOFSL): INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INH000000412 . AMFI: 
ARN .: 146822. IRDA Corporate Agent – CA0579. Motilal Oswal Financial Services Ltd.  is a distributor of Mutual Funds, PMS, Fixed Deposit, Insurance, Bond, NCDs and IPO products. 
 
Customer having any query/feedback/ clarification may write to query@motilaloswal.com. In case of grievances for any of the services rendered by Motilal Oswal Financial Services Limited (MOFSL) write to 
grievances@motilaloswal.com, for DP to dpgrievances@motilaloswal.com. 
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