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NEWS 

1. For the week ended July 3, the US dollar largely strengthened against its major international 

trading partners this week. It gained the most (by 2%) against the Canadian $, by 1.7% 

against the Australian $, 1.1% against the Pound, 0.7% against the Swiss franc, by 0.5% 

each against the Euro and the Danish krona. It weakened against the Yen (by 0.9%) and 

Singapore $ (0.3%).  

2. The US Labor Department announced that the economy added a healthy 223,000 jobs, but 

other macro-economic indicators showed that wage growth remains flat and many 

Americans continue to opt out of the labor force. The unemployment rate, which has now 

fallen to a seven-year low of 5.3%, has come about mainly due to a large exodus from the 

workforce, rather than more people finding jobs. Flat hourly wages suggest that there is still 

plenty of slack in the economy and employers do not find the necessity to pay higher wages 

to attract employees. 

3. British economic growth fared better (at 0.4%) than previously estimated during the first 

quarter of 2015, and the Office for National Statistics announced that real household 

disposable income rose at the fastest annual pace (4.5%) since turn of the millennium. Real 

earnings are now increasing at pre-recession rates and even though consumer price inflation 

(0.1%) is expected to increase sharply by the end of the year, the BoE believes that wages 

will likely outstrip rises in the cost of living. Separately, the current account deficit stood at 

GBP 26.5 billion, equivalent to 5.8% of GDP. 

4. In the early hours of trading on Monday, the Australian $ dropped below 75 cents (a six 

year low!) as the heightened uncertainty surrounding the Greek referendum saw commodity 

prices slumping. Iron ore, which is the country’s largest export earning item, dropped 

sharply amid particularly poor economic indications coming out of China. The “Aussie” has 

been one of the most sold currencies in the developed markets in 2015 and by estimates of 

the Reserve Bank of Australia, is likely to trade in the band of 72-75 cents for the 

foreseeable future. 

5. In what is turning out to be the sleepiest oil market since 2013, Brent crude traded in a $5 

band throughout the month of June (the narrowest in 18 months). Volume and open interest 

were the lowest since December’14 and January’15 respectively. ‘The CBOE crude oil 

volatility index’, which measures oil price fluctuations using options contracts of the US Oil 

Fund, closed at the lowest level in 9 months. The market continues to be flooded both by the 

OPEC and US shale producers. The cartel produced 32.1 mbpd in June, above its quota of 

30 mbpd for a 13th month, while the US output at 9.6 mbpd was close to a record high. 

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

63.36-63.49 per $ and the rupee ended the week with a gain of 21 paise to close at Rs 63.44 

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

month stood at 7%, 7.08%, 7.03% and 6.9% p.a.  
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VIEWS 

1. Despite the shenanigans of Mr. Tsipras and the drama unfolding in Europe, the rupee 

remained remarkably stable (even appreciating slightly) in a 15 paisa band. This re-affirms 

our prognosis, that while intermittently influenced by global developments, the Rs/$ 

exchange rate is predominantly driven by domestic factors. The external debt numbers 

released earlier this week indicate an increase of $29 billion (6.5%) in our total external debt 

over last year. However the fact that short-term debt as a percentage of total debt has 

dropped (from 30% to 25%), should alleviate any immediate concern on the external front. 

The Reserve Bank of India has been continually buying dollars over the past year as an 

insurance against any sudden risk-off capital flight from the country and consequently, debt 

as a percentage of reserves has fallen. Irrespective of what transpires in Europe over the 

course of the next few weeks, the rupee should continue to trade within the band of Rs 63-64 

per $, with temporary aberrations of up to 50 paise on either side. We continue to advise 

exporters to sell their receivables forward to take advantage of the still high premia levels. 

Importers should look to hedge their July payables (if not on a forward basis, at least by 

using OTMF call options). In fact, for payables falling due by the end of this month, it might 

even be a good idea to consider currency options on the NSE, which owing to low volatility 

in the Rs/$ pair, are available at relatively cheap prices.  

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

June 2015 with the forward rates available in earlier months: 

 Month-end Average 

 

 

  Spot (June 2015) 63.73 63.86 

1 Month Forward (May) 64.14 64.21 

2 Months Forward (April) 64.32 63.58 

3 Months Forward (March) 63.89 63.81 

4 Months Forward (February) 64.71 64.78 

5 Months Forward (January) 63.74 64.16 

6 Months Forward (December) 65.66 65.04 

12 Months Forward (June2014) 65.19 64.74 

3. Dr. Rajan in a recently televised interview mentioned that the rupee “should not be 

considered over-valued”. The central bank obviously does not believe that rupee’s stability 

(or strength, depending upon which trade-weighted index one looks at) is to blame for falling 

exports and consequently subdued growth. He has repeatedly stated that consistently falling 

investments have stunted industrial activity, a fact corroborated by a recent CARE paper 

pointing out that only 8% of all promised investments have materialized between 2011 and 

2015. It is therefore safe to interpret that the RBI wants the government to do its it before it 

is oft-expected to ease monetary policy. 

4. Greece has defied Europe by voting against the tough conditions imposed by its lenders. We 

are heading into a week of possibly higher Euro volatility. We are amending our range for 

the common currency to $1.03-1.13, while keeping those for the other non-dollar currencies 

unchanged as follows: $1.48-$1.60 per GBP and JPY118-128 per $ 
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