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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 dropped the most (by 1.4%) against the 

Singapore $, 1% against the Canadian $, 0.7% each against the Euro and the Danish krona, 

0.5% against the Swiss franc, by 0.3% against the Pound and by 0.1% against the Yen. It 

strengthened only against the Australian $ (by 1.5%). 

2. Manufacturing activity in the US expanded at the slowest pace in nearly 14 months 

(declining for the fifth consecutive month) in March, stoking concerns about the strength of 

economic recovery. The Institute of Supply Management (ISM) stated that its index of 

purchasing managers fell to 51.5 last month, from a reading of 52.9 in February. The new 

orders index registered a 0.7 point drop to 51.8 and the employment index stood at the 

threshold level of 50, from the previous month’s 51.4. Although ISM’s index closely 

correlates to the Fed’s industrial index, it treats 51.1 (and not 50) as its inflexion point 

separating expansion from contraction.  

3. Unemployment in Germany dropped to a record low of 6.4% in March, from 6.5% in the 

previous month and inflation rose on an annual basis after two months of decline. The 

number of people looking for jobs declined to a seasonally adjusted 2.8 million. Meanwhile, 

in the third largest economy of the euro zone, Italy, unemployment rate rose to 12.7% in 

February as against 12.6% in January. The jobless rate for the 19-country euro area held at 

11.2%.  

4. Japanese industrial production fell 3.4% in February, bringing the year-on-year loss to 

2.6%, much worse than had been originally anticipated. Despite the government’s three-

pronged plan to stimulate the economy, industrial output has remained lower over the year 

for four of the past five months. As household consumption and retail sales struggle, core 

inflation has fallen to zero. Manufacturers surveyed by the Trade Ministry expect output to 

fall by 2% in March but rise by 3.6% in April.  

5. The Australian government is most likely to pass a law, which could enable banks in the 

country to tax deposits up to $250,000 at a rate of 0.05%. The idea is for the money to be 

invested in a financial stability fund to insure against in the event of a banking crisis. While 

the proposal plans on taxing the commercial banks based on the amount of deposits they are 

holding, this cost will eventually be passed on to retail customers.  

6. The domestic interbank market saw a mere two-day week as the rupee-dollar exchange 

rateended the financial year just a shade below Rs 62.50 per $. The RBI permitted domestic 

participants as well as FPIs to increase their exposure limits on the exchange traded 

currency derivatives segment from an earlier $10 million to $15 million for the $/Rs pair 

and an overall limit of $5 million for GBP/INR, EUR/INR and JPY/INR combined. 

Separately, the central bank announced that importers will be able to hedge 100% of their 

exposures using the above instruments. Earlier they were allowed to hedge only up to 50% 

of their exposures, while exporters were allowed to hedge completely if they so wished. 
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VIEWS 

1. As treasury managers return in the new financial year after a heavily truncated week, we will 

have entered a period, which historically has seen foreign currency demand far outstripping 

supply in the Indian interbank market, coupled with the greatest pressure on our balance of 

payments. This time however, things are looking dramatically different as the first quarter of 

FY 2016 is poised to witness upward pressure on the rupee in addition to a very real 

possibility of a surplus on the current account, something which has never happened before. 

The RBI pulled back the Rs/$ exchange rate just a notch below Rs 62.50 per $ in an attempt 

to provide perfunctory relief to corporates on the mark-to-market valuations of their forward 

contracts (exporters) and liabilities (importers). While it is likely that the central bank will be 

faced with frequent opportunities of purchasing dollars in the coming quarter, it is unlikely 

to step in to prevent rupee depreciation if triggered by unanticipated international events.  

2. Tuesday will feature this year’s first monetary policy meeting and modest industrial growth 

for the month of March could persuade the central bank to announce a 25 basis point 

reduction in the repo rate (banks are also clamoring for a CRR reduction). A token rate 

reduction of the magnitude we expect might not do much to temper forward premia levels, as 

the RBI continues to buy dollars in the forward market (predominantly up to 1-year 

maturities) in addition its spot purchases. Nevertheless such an announcement will set the 

tone for at least the coming two quarters and this is pertinent since an expansionary cycle in 

India will likely coincide with a contractionary one in the US.  

3. We give below a comparison of the month-end and average spot Rs/$ exchange rates for 

March 2015 with the forward rates available in earlier months: 

 Month-end Average 

 

 

  Spot (March 2015) 62.64 62.52 

1 Month Forward (February) 62.29 62.43 

2 Months Forward (January) 62.60 63.05 

3 Months Forward (December) 64.58 63.88 

4 Months Forward (November) 64.61 64.46 

5 Months Forward (October) 63.43 63.39 

6 Months Forward (September) 64.17 63.44 

12 Months Forward (March 2014) 65.13 66.13 

 

4. In Europe, Greece remains a ticking time bomb. It faces payments and redemptions 

amounting to EUR 2.8 billion in April alone, and more urgently of EUR 450 million by the 

end of next week. The only way it seems capable of avoiding a default, is if the IMF and 

euro area governments collectively agree to a temporary bail-out arrangement, a possibility 

Germany is trying to broker. Our projections for the non-US dollar currencies are 

unchanged, as follows: $ 1.43 – 1.55 per GBP, $ 1.00 – 1.10 per EUR, and JPY 115 – 125 

per $. 
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