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NEWS 

1. On the international foreign exchange markets, the US dollar had a mixed response against 

its major international trading partners this week. It gained the most (by 1.2%) against the 

Yen, by 0.7% against the Singapore $, 0.3% against the Australian $ and by 0.1% against 

the Pound. It lost ground against the Euro (by 1.2%), by 1.1% against the Danish krona and 

by 1% each against the Swiss franc and the Canadian $. 

2. The Labor market in the US continued its resurgence in May, adding 280,000 jobs beating 

street expectations of 225,000. The unemployment rate went up a notch to 5.5% but that 

increase was due to a rise in the number of people entering the workforce for the first time 

and looking for jobs.  

3. Britain’s car industry has consistently seen double-digit growth in the last two years and car 

sales have boomed during the recovery. However, May car sales data (at 2.4% annual 

growth) paint a grim picture for the sector, which is considered one of the main props of the 

economy. While Britain is expected to remain the fastest growing developed nation in 2015, 

the Tories’ plan of balancing the government’s books by 2018-19 (too soon) poses risks to 

the still uneven recovery. Moreover, the falling output of oil and gas from the North Sea 

plus disappointing export numbers are already beginning to weaken manufacturing. 

4. Japanese manufacturing activity expanded in May for the first time in two months as 

domestic orders and output rose. The manufacturing PMI rose to a seasonally adjusted 50.9, 

higher than the 49.9 seen in April and the index for new export orders was 50.6 as against 

50.3 in the previous month. The tempo was seen to be continuing in the services sector too, 

as services PMI gauge rose to 51.5, a couple of notches above April’s reading. The uptick in 

PMI gauges continue a promising trend for Japanese economic data, with GDP, CPI and 

industrial production beating expectations in recent weeks.  

5. Growth in China’s services industry slowed in May with the widely followed services PMI 

dropping to 53.2 from April’s 53.4. While growth in China’s services companies has been 

more resilient than its manufacturing units, the sector seems to be succumbing to a broader 

economic slowdown in recent months and both factory output and retail sales have barely 

grown. In an attempt to spur growth the central bank has already announced three interest 

rate cuts since November, lowering the benchmark lending rate by 90 bps and cutting the 

bank reserve ratio by 150 bps this year.   

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

63.59-64.26 per $ and the rupee ended the week with a loss of 25 paise to close at Rs 63.76 

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

month stood at 7.3%, 7.25%, 7.07% and 6.74% p.a. as against 7.62%, 7.32%, 7.13% and 

6.89% respectively in the previous week. RBI’s foreign exchange reserves as on the week 

ended May 29, 2015 stood at $352 billion (rising by a $917 million during over the previous 

week). 
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VIEWS 

1. A wag had once commented that stock brokers in Mumbai believe that the monsoon in the 

country will be normal only when it starts raining heavily outside the BSE building. In a 

similar fashion, the domestic financial markets reacted to the news of the rains hitting the 

Kerala coast on Friday as a harbinger of a normal rainy season! The stock market mayhem 

was arrested and the rupee promptly gained ground. However, making a call about monsoon 

vagaries in the first week of June is surely premature, given that the bulk of the rains are 

concentrated in the months of July and August.  

2. Meanwhile, the RBI announced a 25 basis pointscut in the repo rate, but any market cheer on 

the news was more than offset by adverse comments on the state of the economy by the 

Governor. Mr.Rajan’s statements that the “RBI was not a cheerleader for the economy” and 

that “its primary mandate was inflation control”, pointed to a strong possibility of no further 

rate cuts taking effect till the end of 2015, especially since the RBI is targeting a real interest 

rate of 2-2.5% and is particularly cautious about the possibility of a below-par monsoon. 

3. Our bias remains towards rupee stability (even strength) in the coming months. Exporters 

should continue to take advantage of high forward premium levels. Importers should 

continue to use only OTMF call options for their immediate and medium term exposures. 

There could be intermittent periods of volatility in the forex markets amidst growing 

uncertainty about Greece’s fate and the US Fed’s (in)decision. As the principal holders in 

Greece’s sovereign debt burned the midnight oil on Thursday to arrive at a palatable deal, 

details emerged that the island country has for now managed to defer its most immediate 

dues to the IMF amounting to EUR 400 million. Shortly after, the common currency 

witnessed its biggest daily gain against the dollar in nearly six years. However, as larger 

payments from Greece are expected to come due around the same time the financial markets 

are expecting a rate lift-off in the US, the third quarter of 2015 remains potentially a period 

of high volatility. 

4. The IMF Director’s comment that “the US Fed should postpone its rate hike until 2016” is 

highly unusual and provides enough reason to believe that there is more to the US jobs data 

than meets the eye. The week witnessed a massive sell-off in the global bond markets as 

yields across the Atlantic spiked, wiping out YTD gains on sovereign bond portfolios for 

2015. US Treasuries pushed the yield on the 10-year bond to 2.3% from 1.6% in January, 

while German bunds, which were yielding below 0.1% as recently as April, touched 0.92% 

before retracting a bit. While arriving at the definite causes of these developments with 

certainty is a risky endeavor, the usual suspects seem to be increasing inflation expectations 

in Europe (not inflation itself) and a change in credit risk perceptions. Indeed, as in the 

words of the ECB President, “financial markets must get used to heightened volatility.”We 

expect the Euro to be particularly volatile in the coming few weeks and are keeping our 

ranges for the other non-dollar currencies unchanged as below.   

$1.48 – 1.60 per GBP 

$1.08 – 1.18 per EUR and 

JPY118 – 128 per $. 
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