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NEWS 

1. The US$, strengthened against most of its international trading partners 

during the week. It gained the most (by 1.6%) against the Pound, by 1.4% 

against the Euro and the Swiss Franc each, 1.35% against the Danish 

Krona, by 0.96% against the Japanese Yen and by 0.42% against the 

Singapore $. It weakened only against the Australian $ (0.4%). 

2. US employers had added just 142,000 jobs in August, marking the 

smallest monthly gain of 2014. The unemployment rate (which is drawn 

from a different survey of households) however, dropped from 6.2% to 

6.1%. While the July payroll number was revised upwards from 209,000 

to 212,000, the same for June, was marked down a few notches from 

298,000 to 267,000. The labor force participation rate, which was down 

from 62.9% to 61.9%, partly explains the drop in unemployment rate and 

matched the lowest on record since 1978.  

3. ECB President Mario Draghi, in a surprise announcement, hinted at a €700 

billion ($906 billion) worth of fresh stimulus for the currency union, even 

though the decision did not arise out of unanimity. Germany expectedly 

opposed the new stimulus program even as other members on the Board 

seemed to seek more of it. The ECB’s governing council lowered the main 

lending rate from 0.15% to 0.05% and the deposit rate from (-0.1%) to (-

0.2%). Inflation in the Euro area is languishing at 0.3%, a fraction of the 

ECB’s target of 2%. Besides, investments in the previous quarter have 

shrunk by 0.3%.  

4. In China, manufacturing activity gave an indication of slowing down with 

the final PMI falling from 51.7 in July to 50.2 in August, marking its 

lowest level in about three months. Meanwhile the property market, which 

comprises close to 15% of China’s GDP in 2013, has seen prices falling 

for months now, with the rate of decline accelerating to 0.8% in July from 

0.5% in June. In a snowballing effect, the ripples of a Chinese slowdown 
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are being felt in Australia, as the Chinese residential property market is a 

leading consumer of iron ore. The mineral accounts for about $1 of every 

$5 of Australian exports. 

5. Among the minor currencies, several Asian currencies had their biggest 

weekly decline in over a month. The Malaysian ringgit dropped by 1% to 

3.1825 per dollar, the South Korean won also lost 1% to 1,024.25, the 

Indonesian rupiah fell by 0.5% to 11,755 and the Thai baht weakened 

0.4% to 32.081. 

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

the range of Rs 60.33 – Rs 60.69 per $, ending the week with a gain of 8 

paise for the rupee to close at Rs 60.40 per $. The forward premium levels 

across maturities of 1-month, 3-month, 6-month and 12-month are 8.7%, 

8.49%, 8.64% and 8.24% respectively as against 8.81%, 8.37%, 8.45% 

and 8.18% in the previous week. 
 

VIEWS 

1. The Reserve Bank of India released the Balance of Payments data for the 

first quarter of 2014-15, showing a sharp year-over-year improvement of 

$14 bn in India’s current account deficit (CAD). The entire drop from $ 

21.8 bn to $ 7.8 bn came from a 31% reduction in the trade deficit -- of the 

$16 bn reduction, $9.5 bn came in the form of reduced gold imports.  

2. The clampdown on gold imports last year resulted in official gold imports 

dropping to $18.1 bn between July’13 and June’14, from $61.1 bn from an 

year-ago period (a dramatic 70% fall). Data from the World Gold Council 

and other independent sources however point towards a spurt in 

smuggling. We have long maintained that gold smuggling is most likely 

financed through the diversion of remittances from Indians working 

abroad. While broad numbers for personal transfers (including workers’ 

remittances) remained more or less constant, the fact that net private 

transfers grew at a CAGR of 17% between 2006 and 2012, but have grown 

at merely 1% and 2% during the last two years, lend credibility to our 
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conjecture that the reduction in gold imports has primarily come at the 

expense of inward remittances.  

3. In FY 2013-14, a first quarter CAD of $21.7 bn ultimately resulted in a 

CAD of $32 bn for the year as a whole. Net crude imports into India have 

averaged between 30-35% of our total imports over the last 8 or so years, 

and considering the fact that international oil prices have seen a sharp 

moderation lately, this is bound to play itself out on the balance of 

payments front. A CAD of $18-22 bn cannot be ruled out for the current 

financial year. Assuming that nominal GDP grows by 12% (which is at the 

lower bound of the average growth we have seen in the last decade) and 

the exchange rate stays around INR 60 per USD, we could be talking 

about a CAD of less than 1% of GDP, a dramatic turnaround from the 

CAD of $ 88 bn (almost 5% of GDP) in 2012-13). 

4. Not surprisingly, despite the dollar’s gains across the board on the 

international markets, the rupee-dollar exchange rate has remained stable. 

We expect the rupee to continue to move in a narrow band vis-à-vis the 

dollar around Rs 60.40 per $. Importers are therefore advised to keep stop 

loss levels for their payables or hedge through out-of-the-money option 

contracts. Exporters should cover the bulk of their receivables.  

5. In the international foreign exchange markets, the Euro broke below the 

key psychological support of USD 1.30 per EUR. The fresh bear attack on 

the euro came on the heels of the announcement of fresh asset purchases 

by the ECB amounting to almost $1 trillion. The efficacy of the measure 

remains questionable, since the total size of the ABS (asset-backed 

securities) market in Europe is too small for QE to boost inflation. 

Meanwhile, the Japanese yen touched a low of JPY 105.59 before 

recovering slightly and the British pound tested the level of $ 1.62 per 

GBP. We are amending our projections for non-USD currencies as below: 

$ 1.56 – 1.66 per GBP,  

$ 1.24 – 1.34 per EUR, and  

JPY 100 – 110 per $. 
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