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NEWS 

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

against its major international trading partners. It lost the most (2%) against the Pound, by 

1% against the Australian $, by 0.7% against the Canadian $, 0.3% each against the 

Japanese Yen and the Swiss franc and by 0.6% against the Danish krona. There was no 

change in the greenback vis-à-vis the Euro. 

2. The number of Americans filing new claims for unemployment benefits rose marginally last 

week, while staying near the 15-year low level. Claims for the previous week were 

unrevised at 262,000, which was the lowest reading since April 2000.There was an increase 

of 223,000 in non-farm payrolls, although the March number was revised downwards to a 

85,000 gain, the smallest since June 2012. The jobless rate fell to 5.4%, the lowest since 

May 2008 as more Americans entered the labor force and found work. Average hourly 

earnings climbed less than forecast.In a separate and contrasting development, as has 

become customary with US economic data, the economic confidence index dropped to its 

lowest weekly score since December.  

3. In the U.K., in an election that was widely predicted and expected to be an exceedingly 

close run race, incumbent David Cameron’s Conservative party has returned to 10 Downing 

Street. A surprisingly clear majority means that the Tories will likely go it alone, without 

their supporters from 2010, the Liberal Democrats. The British pound had suddenly soared 

after exit polls showed a Tory victory. Having started the night at USD 1.52 and EUR 1.35, 

it had jumped to USD 1.55 and EUR 1.38.  

4. China’s exports for April fell by 6.2% (in Yuan terms) over the year and imports too 

contracted by 16.1%, resulting in a trade surplus of CNY 210 billion ($32.4 billion). 

Imports slowed on account of a housing slump and reduced demand for commodities while 

exports continue to remain subdued due to an uncertain global environment.  

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

63.31-64.28 per $, and the rupee ended the week with a loss of 48 paise to close at Rs 63.94 

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

month stood at 7.68%, 7.55%, 7.44% and 6.91% p.a. against 7.51%, 7.47%, 7.3% and 

6.89% last week. RBI’s foreign exchange reserves rose by $7.3 billion over the previous 

week, to $352 billion for the week ended May 1, 2015. The sharp jump likely came as a 

result of maturing forward contracts and strength in the non-dollar currencies. RBI’s 

outstanding position in the forward market was $5.8 billion as of February end.  

6. The Indian rupee was not the only major Asian currency to experience weakness against the 

greenback. Most Asian currencies, notably the South Korean Won (0.7%), the Malaysian 

ringgit (0.6%) and the Indonesian rupiah (0.5%) declined against the US dollar, over the 

week. The yield on the benchmark 10-year GoI bond almost touched 8% before retracting a 

bit. Foreign investors have sold almost $900 million in debt and $1.03 billion in equity so 

far in May.  
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VIEWS 

1. The past week witnessed heightened volatility not just in the Indian markets, but around the 

world, across major asset classes. The rupee tumbled to a 20-month low, as foreign investors 

pulled out large sums from the Indian equity and debt markets. However, the exit of the 

foreign institutional investors (FIIs) should be viewed as a symptom of rupee weakness 

rather than its cause. There have been substantial reversals in macro-economic trends 

especially in Europe and the US in the last fortnight or so, and the ensuing volatility is a 

culmination of these trends. Global bond markets are facing redemption pressures of the kind 

that have been witnessed only twice in the last decade-and-a-half and traders and investors 

alike are scratching their heads as to the plausible cause behind the massive sell-off. The 

narrative seems to have shifted to inflationary green shoots appearing in Europe and 

America, primarily on the back of a reversal in oil prices. A case in point is the 10-year 

German bund, yields on which were lumbering in the near-zero region (with shorter 

maturities offering negative yields) only a couple of weeks back and have now risen to 

almost 0.8%. The sudden strength in the Euro (which got exacerbated after a dovish FOMC 

statement) has also resulted in large losses for traders on their short positions in the common 

currency, stoking further uncertainty in the market.  

2. In the short term, the bear pressure on the rupee is expected to abate in the coming weeks, 

more so if the FIIs are convinced that the government is serious about resolving the MAT 

issue. RBI intervention is highly unlikely in the face of FIIs leaving the Indian markets, as 

the central bank in the past has seen little point in subsidizing their exit by selling dollars. 

However, the overall Balance of Payments remains robust, and RBI is expected to buy $ 30-

50 bn during the current fiscal year. Importers are advised to cover their near-term payables. 

Any exposure maturing in June and beyond should be hedged using OTMF call options only. 

It would also be advisable to calculate the forward rate at which one is comfortable with the 

overall cost and then cover the payable whenever such a rate is available. The cost 

comparison should be made with that of available rupee financing. The other alternative is to 

have a trailing stop loss level, which when triggered, will mandate the covering of all 

exposures. For exporters, the current spot levels coupled with higher forward premia present 

an excellent opportunity to hedge their medium as well as long-term receivables. A 12-

month forward rate upward of Rs 68.50 per $ looks highly attractive.  

3. As Brent reached more than $68/barrel on Wednesday, oil analysts started to backtrack on 

their earlier predictions of $40-$50/barrel range. The fact that actual supply of crude in the 

market is 92.5 million barrels per day while the turnover in the futures market is well over a 

billion barrels per day, points to the undue influence speculation has on determining the 

commodity’s price in the short run. We are changing our ranges for the Euro and the Pound, 

primarily to reflect the sharp movement in these currencies vis-à-vis the dollar: 

$1.50 – 1.60 per GBP 

$1.06 – 1.16 per EUR and 

JPY 115 – 125 per $. 
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