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for the week ended August 8, 2014 

  

 NEWS 

1. The US$ largely strengthened against its major international trading 

partners this week. It gained the most (by 0.5%) against the Canadian $, 

0.4% against both the Singapore $ and the Australian $, followed by 0.3% 

against the British Pound and 0.13% against both the Euro and the Danish 

Krona. The greenback weakened the most against the Yen (1.5%), 

followed by 0.4% against the Chinese Yuan. 

2. UK’s home prices increased to a record high, rising by 9.9% compared to 

a year earlier on the back of a 21% growth in sales (a 7-year high). UK’s 

construction sector experienced an unchanged output for the second 

quarter of 2014 over the first quarter, while increasing 4.8% on a year-on-

year basis. The sector added 0.3% points to QII GDP growth. Britain’s 

trade deficit for June rose to GBP 9.4 bn from GBP 9.2 bn in May, 

although its balance vis-à-vis non-EU countries improved marginally 

(GBP -3.84 bn from GBP -3.96 bn). 

3. In response to increased financial sanctions by Europe, Russia has 

imposed an import ban on food products from the continent. Russia was 

Europe’s second-largest market for food products and exports in 2013, 

following several years of rapid growth. Although the total flow is not 

significant, it comes at a cost to small & medium enterprises, who have 

struggled the most since the crisis set in. 

4. Chinese exports increased sharply by 14% year-on-year in July, marking 

the biggest jump since April’13 (and almost twice the 7% growth earlier 

expected). Imports dropped 1.6% to a 4-month low and this left China 

with its highest ever trade surplus of $47.3 bn for the month.  

5. Meanwhile, a market gauge of currency price swings was at almost a two-

month high. JPMorgan Chase & Co.’s Global FX Volatility Index was at 

6.24% on Friday, after touching 6.33% the preceding day, the most since 

June 4 and up from an all-time low on a closing basis of 5.29% on July 3. 
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6. On the domestic interbank market, the rupee-dollar exchange rate traded in 

a rather wide band of Rs 60.70 – Rs 61.74 per $. However, it ended the 

week with a gain of 4 paise for the rupee to close at Rs 61.15 per $. The 

forward premium levels across maturities of 1-month, 3-month, 6-month 

and 12-month are 8.60%, 8.50%, 8.53% and 8.01% respectively as against 

8.27%, 8.38%, 8.40% and 8.04% in the previous week. 

VIEWS 

1. Recent trading in the rupee-dollar exchange rate has brought into focus the 

need for a robust risk management system which ensures both that there is 

a limit on the risk undertaken and that exposures are managed on a net 

basis instead of gross. The rupee has been experiencing sustained bear 

pressure falling to a five-month low of Rs 61.74 per USD before staging a 

smart recovery late on Friday. Stronger than anticipated US GDP growth 

data had sparked an expectation of interest rates rising sooner rather than 

later. However, once it became clear that a rate increase coming through 

before May’2015 was highly unlikely, the international, and then the 

domestic, markets have stabilised.  

2. In the meantime, some importers with virtually no hedges as well as 

corporate treasury managers who had covered receivables and kept 

payables open on the assumption that the rupee would either be in a stable 

band or appreciate, did experience some panic when the crucial “support” 

level of Rs 61.25 per $ was breached. Subsequent recovery of the rupee 

resulted in the inevitable regret. On the other hand, corporates who were 

reasonably well covered, especially for the current month, could afford the 

luxury of ignoring the Rs/$ rate volatility, treating it as a temporary 

aberration.  

3. We believe that the rupee is oversold and the weakness will be a 

temporary phenomenon. We would advise exporters to use this 

opportunity to sell the bulk of their exposures. Importers should not look 

to hedge anything beyond a one-month horizon. If at all any payables have 
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to be hedged, it would be preferable to use out-of-the-money-forward 

(OTMF) call option contracts rather locking into a forward contract.  

4. We give below a comparison of the month-end and average spot Rs/$ 

exchange rates for July 2014 with the forward rates available in earlier 

months: 

 Month-end Average 

 

 

  Spot (July 2014) 60.24 60.06 

1 Month Forward (June) 60.55 60.15 

2 Months Forward (May) 59.81 60.12 

3 Months Forward (April) 61.57 61.66 

4 Months Forward (March) 63.18 64.14 

5 Months Forward (February) 64.41 64.46 

6 Months Forward (January) 65.17 64.63 

12 Months Forward (July 2013) 65.94 63.85 
 

5. Merely a day after the ECB President Mario Draghi remarked that “the 

greatest threat to global economy is from political instability”, US 

President Barack Obama sanctioned ‘targeted’ and ‘need-based’ air strikes 

on ISIS-captured regions of Iraq. The yield on US treasuries and German 

Bunds fell and the Brent oil price jumped almost 1% overnight. The major 

global volatility indices – the CBOE VIX and the Hang Seng VIX – 

jumped by 2% and 5% respectively, immediately after the announcement. 

Most global markets witnessed a brief ‘flight to quality’. High-yield bond 

funds saw large outflows to the tune of $7 bn worldwide, marking the 

fourth consecutive month of redemptions. 

6. We expect that the major non-USD currencies will remain in their 

projected bands as given below: 

$ 1.62 – 1.72 per GBP,  

$ 1.32 – 1.42 per EUR, and  

JPY 95 – 105 per $ 
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