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NEWS 

1. On the international foreign exchange markets, the US dollar largely weakened against its 

major international trading partners this week. It lost the most (by 3%) against the Euro, by 

2.8% against the Danish krona, by 2.2% against the Swiss franc, by 0.4% against the 

Australian $ and by 0.1% each against the Singapore $ and the Canadian $. It strengthened 

by 1% against the Japanese Yen and by 0.3% against the Pound. Post the FOMC 

announcement, the US dollar index slid to 95.9 and recorded its first monthly fall since June 

last year (the EUR/USD pair has rallied almost 5% since last week). Commodities markets 

also saw fervent trading activity after copper rose almost 3.5% over the session and Brent 

crude crossed $ 66 per barrel.      

2. The number of Americans filing new claims for jobless benefits tumbled (by 34,000) to a 

15-year low last week to a seasonally adjusted 262,000. The four-week moving average of 

claims, considered to be the less volatile measure as it irons out the weekly volatility, read 

283,750. The Labor department announced that the employment cost index, the generalized 

metric for labor costs, rose by 0.7% (the largest gain since the third quarter of 2014). 

Separately, consumer spending rose for the month of March by 0.4%, mainly driven by 

automobiles and white goods. However, repeating what seems to be becoming a cyclical 

pattern, GDP growth for the first quarter of 2015 came in at an annualized 0.2%, much 

weaker than the average growth seen last year. 

3. After lingering in the negative territory for over a quarter, consumer prices in Europe 

escaped the sub-zero levels although barely just. Prices were stagnant in April over the year 

after falling by 0.1% in March. Prices excluding highly volatile items like food, energy and 

tobacco rose by 0.6%, as the slide in energy prices eased a bit. Even though nobody believes 

that the common currency area is well and truly out of a deflation, policy makers believe 

there are positives to look to going ahead. The ECB’s latest projections envisage zero 

inflation for 2015, eventually rising to 1.8% by 2017. Unemployment remained at 11.3%. 

4. Japan’s core consumer prices (which exclude food and energy prices) rose 2.2% in March 

from an year earlier, while core consumer prices in Tokyo, which are available a month 

before the nationwide data rose 0.4% in April. Separately, manufacturing activity contracted 

in April for the first time in almost an year as domestic orders and output fell. The official 

PMI fell to a seasonally adjusted 49.9 as compared to 50.3 in March. New orders fell to 

48.8, contracting for the second consecutive month. The BoJ kept intact its bond purchase 

program of $670 billion annually and lowered its inflation forecast for 2015 to 0.8%.  

5. On the domestic interbank market, the rupee-dollar exchange rate traded in the range of Rs 

63.12-63.77 per $, and the rupee ended the week with a gain of 14 paise to close at Rs 63.42 

per $. The forward premium levels across maturities of 1-month, 3-month, 6-month and 12-

month stood at 7.51%, 7.47%, 7.3% and 6.89% p.a. against 7.52%, 7.47%, 7.4% and 6.56% 

last week. RBI’s foreign exchange reserves rose by $1.4 billion over the previous week, to 

an all-time high of $345 billion for the week ended April 24, 2015.   
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VIEWS 

1. While the rupee traded in a 60-paise band through the week, intraday movements were quite 

substantial. On several occasions the rupee threatened to cross the psychologically 

significant level of Rs 64 per $ (notwithstanding the practical uselessness of any 

psychological level) and it is likely that the RBI intervened to stem the fall. We continue to 

hold the view that the current spot levels present an opportunity to sell rather than to buy and 

that going forward we are more likely to see rupee stability (if not marginal strength). 

Exporters would do well to continue a staggered selling approach with incremental bands 

suiting their own risk management framework. We have, for quite some time now, been 

advising importers to use options to hedge their immediate and medium term payables. It is 

exactly during times like these, that the usefulness of an option contract becomes apparent. 

Three months back, a call option with a strike rate of Rs 63 per $ (out-of-the-money-

forward) would not have cost even a rupee. A similar option contract now would cost about 

10 paise more, primarily owing to the heightened volatility in the currency markets. 

Importers should look to hedge their immediate exposures through OTMF options while 

long term payables should be left un-hedged.  

2. A sharp drop in the production of steel, cement and refinery products has resulted in a 0.1% 

fall in the growth of eight core industries (accounting for nearly 40% of India’s IIP index) in 

March. Production growth in these sectors for FY 2014-15 was 3.5%, lower than the 4.2% 

growth witnessed in the previous financial year. These industrial output numbers, when 

viewed in conjunction with the trade data released earlier this month, point towards a 

slowdown in the manufacturing sector. With the land bill getting repeatedly stuck in 

parliament, and the government bogged down by other irksome issues (like the MAT 

demand on FIIs), the business community is slowly but surely getting impatient for 

government action on reforms. Besides, the fact that the RBI is likely to tread carefully on 

monetary policy now that expectations of a below-par monsoon are looming large, isn’t 

likely to make things easier for the government.    

3. In the face of dismal growth data coming out of the US, the Federal Reserve’s statement that 

they “could still consider an interest rate hike in the latter half of the year”, appears little 

more than platitude. The FOMC provided little new information about the timing or pace of 

future rate hikes and the Fed will need a better set of data to justify one. The fact that there 

aren’t those many economic data points between now and June to move the needle on policy, 

the timing of a policy change could get pushed farther into the last quarter of 2015. Despite 

the new-found strength in the Euro, exporters with Euro receivables should sell bulk of their 

exposures forward at the current levels. We are amending our range for the common 

currency, while keeping those for the other non-US dollar currencies unchanged, as follows:  

$1.43 – 1.55 per GBP 

$1.04 – 1.14 per EUR and  

JPY 115 – 125 per $. 
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