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NEWS 

1. On the international foreign exchange markets, the US dollar had a mixed response against 

its major international trading partners. It strengthened the most (1.6%) against the 

Singapore $, by 0.6% against the Australian $ and by 0.1% against the Yen. It weakened the 

most (1.3% each) against the Euro and the Danish krona, by 1% against the Pound, 0.8% 

against the Swiss franc and by 0.3% against the Canadian $. The Yuan almost suffered its 

biggest 2-day loss since 1994, before the PBoC intervened to stem the fall and the dollar 

strengthened by 2.9% against the Yuan over the week.  

2. The number of US workers filing new applications for jobless benefits rose slightly last 

week as initial jobless claims, a proxy for layoffs, increased by 5,000 to a seasonally 

adjusted 274,000. The less volatile four-week moving average of claims fell by 1,750 last 

week to 266,250, marking the lowest level since April 2000. Separately, factory production 

rose on the back of record automobile assembly and the 0.8% increase was the biggest since 

November 2014.  

3. Earlier this week, Greek politicians approved a bailout package that could provide upwards 

of EUR 85 billion to help Greece avoid a default next week, when it has to make payment to 

the European Central Bank. Under the new rescue program, Greece’s obligations are 

projected to peak at 201% of GDP next year, dropping gradually to 160% of GDP by 2022. 

Meanwhile its economy grew in the second quarter in a surprising surge as GDP rose 0.8%, 

in what is being viewed as a strong start to the tourist season, even as economic growth in 

the Euro area slowed last quarter as the three largest economies of the region slowed more 

than expected. GDP in the 19-nation euro zone rose by a meager 0.3% with France again 

showing stagnation. Germany’s economy expanded by 0.4% in the three months through 

June and Italy’s expanded by 0.2%  

4. The Yuan halted a three-day slide after the PBoC raised its reference rate on Friday, for the 

first time since Tuesday’s devaluation. It announced that under a new methodology to 

determine the reference exchange rate, market makers who submit contributing prices will 

have to take into account the previous day’s close (something which was not done earlier), 

forex demand and supply and changes in major currency rates. The central bank added that 

“it will continue to intervene to prevent excessive swings.”  

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

63.74-65.32 per $ and the rupee ended the week with a loss of 1 rupee 19 paise to close at 

Rs 65.01 per $. Forward premia for maturities of 1, 3, 6 and 12 months stood at 6.7%, 6.8%, 

6.8% and 6.4% respectively. RBI’s foreign exchange reserves for the week ended July 31 

stood at $353 billion, a decrease of $113 million from the previous week. Wholesale price 

inflation fell to a decade low of -4.05%, mainly driven by fuel prices, which fell 12% over 

the year and consumer price inflation dropped to a record low of 3.8%, furthering the case 

for an interest rate cut by the RBI before or during the next monetary policy meeting. 
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VIEWS 

1. The bear pressure on the rupee following the sudden devaluation of the Chinese Yuan is a 

reminder of the old adage of risk management -- "Expect the unexpected". Although the 

level of Rs 65 per $ was swiftly breached, a more pertinent question is whether this can be 

sustained. With Brent oil below $ 50 per barrel, the balance of payments remains robust. The 

latest data for July continues the trend of a gradual shrinking of the trade deficit. The 

consequential contraction of the current account deficit means that there would most likely 

be dollar oversupply in the domestic forex market. 

2. Once again, this puts the Reserve Bank of India in the driver's seat. If ultimately the RBI 

Governor will decide the exchange rate, three factors need to be borne in mind. Firstly, in 

terms of the 6-currency WPI-based REER index, the neutral level is between Rs 62-62.50 

per $. (No doubt, there are 3 other REER indices, which give values ranging from Rs 57 to 

Rs 79!  Banks, and others, expecting a level of Rs 70 are relying on the CPI-based REER. 

See bar graphs for different REER based exchange rates). Therefore, any rupee depreciation 

beyond Rs 64.25 is more an inflation problem than a growth solution. The RBI Governor, in 

a recent interview (prior to the Chinese action) had stated that in his opinion the rupee-dollar 

exchange rate was at an "appropriate" level. At that time, the exchange rate was at around Rs 

63.75 per $. Indeed, the RBI is already reported to have intervened. 

3. Secondly, it is wrong to compare the current situation with May-September 2013, when the 

rupee nosedived on the back of global turmoil. Not only is our forex reserves position far 

stronger than in 2013 but we also have a more market-savvy Governor. 

4. Thirdly, the Yuan's weight-age in any rupee exchange rate basket cannot be more than 15%. 

Even a 5% Yuan drop logically should not affect the rupee by more than 50 paise. A related 

factor to be kept in mind is that there is hardly any sector where we compete with China. 

Overall, China's problems are a boon to us in the medium term as they would keep 

commodity prices low. In the short term (next few weeks), market nervousness would be 

negative for the rupee. If the US Federal Reserve sees enough merit in the possibility that a 

weaker Chinese currency could cause widespread deflation in its export markets, Ms Yellen 

might just decide to delay the inevitable by a bit longer as raising interest rates with zero 

inflation is a hard sell. However, as things stand now, a postponement seems unlikely and 

corporate treasuries will need to have a consistent approach to risk management to tide out 

any period of heightened volatility.  

5. As far as corporate treasuries are concerned, it would be prudent to maintain a square 

position till the uncertainty around this episode subsides. Exporters w ho are net short should 

look to move slowly towards a square position so that they are not caught unawares again, 

should the rupee weaken further. Importers who have covered their payables up to 

September need not panic and in any case should not rush to cover their long-term liabilities. 

We 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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