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NEWS 

1. On the international foreign exchange markets, the US dollar strengthened across the board 

and lost only against the Australian $ (by 1.5%). It gained the most (1.8%) against the Swiss 

franc, by 0.9% against the Singapore $, by 0.8% against the Pound, 0.3% each against the 

Canadian $ and the Japanese Yen and by 0.2% each against the Euro and the Danish krona.  

2. In the US, applications for jobless aid rose 3,000 to a seasonally adjusted 270,000. The four-

week moving average dropped by 6,500 to 268,250 and remained well below the 300,000 

level for 22 weeks in a row. Employers have added almost 221,000 jobs a month in the past 

quarter, thereby driving down the unemployment rate to 5.3%. The July job data are widely 

expected to influence the Federal Reserve Bank’s decision at the September FOMC 

meeting. 

3. Shinzo Abe’s audacious two-pronged plan for the Japanese economy was largely based on 

the premise that a sub-4% unemployment rate would aid the program by leading to higher 

wages and inflation. After over 30 months since the experiment started, ‘Abenomics’ has 

nothing much to show for. Pay adjusted for inflation hasn’t budged in the last two years and 

household spending has dropped in 14 of the last 15 months. Consumer prices remain 

essentially flat (at 0.1% inflation). Recent BoJ data show that corporates who are now 

sitting on $2 trillion worth of cash have continued to accumulate earnings for 26 straight 

quarters now and capital expenditure remains well below the 2008 crisis level.  

4. Even though British manufacturing growth picked up in July, new orders grew at the 

slowest pace in nearly an year. The manufacturing PMI stood at 51.9, up from 51.4 in June 

and the pace of growth of new orders slowed to 52.2, its lowest level since September’14. 

The services PMI however fell from 58.5 in June to 57.4 in July and taken together with 

manufacturing and construction surveys, points to an economic growth of around 0.6% for 

the quarter. 

5. Spain’s economy is growing faster than any of Europe’s big economies and is expected to 

register a growth of 3.1% this year and 2.5% the next. This is also double the average of the 

19 euro zone countries. The jobless rate however remains shockingly high at over 25%. 

Meanwhile, Ireland’s economy also seems to be picking up momentum with a first quarter 

(year-over-year) growth rate of 6.5%. While core inflation in the currency union was 0.9% 

in July on the year, overall consumer price inflation in remained unchanged.  

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

63.72-64.09 per $ and the rupee ended the week with a gain of 32 paise to close at Rs 63.82 

per $. There was quite a bit of moderation in the forward premia levels across the yield 

curve and annualized premia stood at around 7% p.a. for standard maturities of 1, 3, 6 and 

12 months. RBI’s foreign exchange reserves for the week ended July 24 stood at $354 

billion, an increase of $322 million from the previous week. 
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VIEWS 

1. In a lot of ways the antecedents to the global financial crisis (GFC) of 2007-08, had begun 

resurfacing in China in 2014. Easy monetary policy following the dot-com crash of 2001 

directed trillions of dollars into real estate (in large part) amongst other asset classes, causing 

an unprecedented froth in prices. In much the same way, Chinese authorities in response to 

the GFC pumped cheap money to support growth, in turn elevating asset prices (mainly land 

and equities) and are now struggling to cope with conditions they inadvertently helped 

create. There is now widespread anticipation of a hard-landing in the Chinese economy, 

similar to the one experienced in the rich world not too long ago. However, the fact that 

Chinese authorities retain a much stronger control over domestic economic affairs than their 

western counterparts ever could, might soften the impact of a widespread slowdown. Moving 

ahead, the US dollar index, which measures the strength of the greenback relative to other 

world currencies is expected to be a reflection of not only the growth-inflation dynamics in 

America, but also broader trends in South-East Asia and among major commodities, oil. 

2. Until recently, oil prices were recovering. However, after increasing earlier this year, they 

have suffered a near 20% drop in July. For all practical purposes, when Iranian crude finds 

its way into the international markets, that could contribute to a further fall in global oil 

prices, especially since Iran like its major competitors, will look to gain market share and 

boost economic activity from increased production. All these factors are expected to mark 

significant shifts in the world financial markets. 

3. We continue to advise exporters to sell bulk of their receivables forward and importers 

should leave their medium n dong-term payables un-hedged, while using only OTMF Call 

options to hedge their short term exposures. We give below a comparison of the month-end 

and average spot Rs/$ exchange rates for July 2015 with the forward rates available in earlier 

months: 

 Month-end Average 

 

 

  Spot (July 2015) 64.04 63.66 

1 Month Forward (June) 64.15 64.27 

2 Months Forward (May) 64.53 64.60 

3 Months Forward (April) 64.70 63.98 

4 Months Forward (March) 65.49 65.43 

5 Months Forward (February) 63.91 64.02 

6 Months Forward (January) 64.10 64.53 

12 Months Forward (July2014) 65.19 64.74 

4. The Indonesian rupiah and the Malaysian ringgit hit 17-year lows this year, falling by 8.5% 

and 10% respectively, to touch levels last seen during the Asian currency crisis. These 

economies have been particularly affected by plunging commodity prices. We expect the 

rupee to trade in the range of Rs 63.50-64 per $ for the coming few weeks (possibly months) 

and are keeping our ranges for the 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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