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 NEWS 

1. The US$ had a mixed response this week trading against its major 

international partners. It strengthened by 0.75% against the Euro followed 

by 0.7% each against the Danish Krona and the Swiss Franc. However it 

weakened by almost 1% against the British Pound, followed by 0.7% each 

against the Canadian Dollar and the Australian Dollar. 

2. The US producer price index (PPI) decreased by 0.2% in May, the first dip 

in 3 months. The May PPI contraction followed an increase of 0.6% in 

April, the largest gain in about 18 months. The so-called ‘core measure’, 

(excluding the volatile components of food and fuel) also showed a decline 

of 0.1%. However, in the twelve months through May, the PPI for final 

demand rose by 2%, following a 1.9% gain in the period through April. 

Meanwhile, the tapering of the Fed’s QE3 program continues, with its 

monthly bond buying pared to $45 bn, the fourth consecutive $10 bn cut.  

3. Aided by expectations of tighter monetary policy, the British Pound rose 

to its strongest level against the Euro in about 19 months and briefly 

touched 1.6992 against the Dollar, the highest since the first week of May. 

UK’s two-year yield jumped 14 basis points to 0.87%, the highest level in 

three years, while the yield on the benchmark 10-year bonds rose by 8 

basis points to 2.79%, a level last seen in March 2011. 

4. Euro zone’s output grew by 0.8% for the month of April, on the back of a 

2.5% rise in energy output and a 2.1% increase in non-durable consumer 

goods output. This was in stark contrast to the downwardly revised drop of 

-0.4% in March. Compared with April 2013, production grew by a 

stronger than expected 1.4%. Healthier retail sales numbers and a rebound 

in Germany’s industrial orders are seen to be driving a relatively stronger 

second quarter growth. Industrial production in Portugal, which recently 

exited the ECB’s bail-out program, saw a rise by a record 6.7%.  
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5. The Bank of Japan will continue to expand the monetary base at a pace of 

60 trillion-70 trillion Yen (about $688 bn) per year. Consumer prices 

excluding fresh food rose by 3.2% in April, the sharpest rise since 1991. 

Meanwhile, the government unveiled a plan to slash the corporate tax rate 

below 30% in a graded manner, to give a fillip to economic growth, from 

36%, amongst the highest in the developed world. 

6. Chinese factory output grew at 8.8% in the month of May from a year 

earlier, while retail sales increased by 12.5%. Fiscal spending has 

increased nearly 25% in May (year-on-year) to 1.3 trillion Yuan ($209 bn).  

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

the range of ` 58.99 – ` 59.77 per $, ending the week with a loss of 59 

paise for the rupee at ` 59.77 per $. The forward premium levels across 

maturities of 1-month, 3-month, 6-month and 12-month are 8.60%, 8.57%, 

8.51% and 7.86% respectively as against 8.8%, 8.7%, 8.9% and 8.4% in 

the previous week. 

VIEWS 

1. One of the basic principles of risk management is to expect the 

unexpected. John Maynard Keynes, the famous economist of the 20
th

 

century, was one of the few economists who made money by taking bets 

on the stock markets – most economists are only good at theorizing how 

markets should function and rarely gain on their speculative positions. 

According to Keynes, “The inevitable rarely happens, it is the unexpected 

always.” The international financial and commodity markets were caught 

off-guard last week by the swift developments in Iraq, the second-largest 

oil producer in OPEC producing 3.3 mn barrels per day. Oil prices 

jumped, with the Brent price (significant for Indian imports) rising to a 

high of $ 114.69 per barrel. However, once it became clear that the 

disruption was restricted to the north, and with the US President seen to be 

backing the government, the panic was considerably reduced, and the oil 

price ended the week at $ 112.46.  
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2. Events in Iraq highlight the risks to oil supply, and therefore oil prices, 

since Iraq is forecast to provide about 60% of OPEC’s output growth in 

the rest of this decade. The militants linked to al-Qaeda have captured the 

northern city of Mosul, and have moved south towards Baghdad. If the 

fighting spreads to the south, which is responsible for 75% of the country’s 

oil output, oil prices could zoom. 

3. The major currencies on the international forex markets were unaffected 

by the turmoil in oil prices. Nothing seems capable of shaking the dollar-

euro exchange rate out of its somnambulant state! We are not changing our 

ranges for any of the non-$ currencies, as follows: 

$ 1.62 – 1.72 per GBP,  

$ 1.32 – 1.42 per EUR, and  

JPY 95 – 105 per $. 

4. On the domestic front, the dollar climbed above Rs 59.50 per $ for the first 

time in over 4 weeks, and is now close to its psychologically important 

level of Rs 60 per $. We believe that the Modi government would not be 

comfortable allowing the rupee to become a “senior citizen” again -- after 

all, one of the planks on which the election had been fought was the 

economic mess created by the previous government, and the rupee’s sharp 

decline was demonstrated as proof of the problem! However, a brief 

period of aberration on the back of rising oil prices could be tolerated. 

5. Corporate treasury managers are advised to hedge near-term dollar 

payables as there is a possibility of further rupee depreciation. However, 

over the medium term, we continue to believe that the rupee will remain 

below Rs 60 per $. Recent trade data show a sharp 42% drop in the trade 

deficit for May to $ 11.2 bn. With the first two months of the fiscal year 

2014-15 already showing a $ 16.7 bn contraction in the trade deficit, it 

would be reasonable to assume that the current account deficit of the first 

quarter will narrow by at least $ 10 bn (50% lower than in the same period 

last year). The bulk of dollar receivables should be kept covered. 
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