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NEWS 

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

trading partners. It strengthened by 1.4% against the Japanese Yen and by 

1.0% against the Singapore $. It also rose against the Swiss Franc and the 
Canadian $ by 0.4% each, and by 0.2% against the Australian $. However, 

it weakened by 0.8% against the British Pound, while remaining stable 

against the Euro and the Danish Kroner respectively. 

2. U.S. initial jobless claims, a proxy for layoffs, decreased by 4.7% to a 

seasonally adjusted 320,000 in the week ended Aug. 10, the lowest level 

since October 2007. The four-week moving average of claims, which 
smoothens week-to-week volatility, fell by 1.2% to 332,000, the lowest 

level since November 2007. Meanwhile, the consumer-price index, which 

measures what Americans pay for everything from bread to medical care, 
rose for the third straight month in July. Report showed that overall 

consumer prices rose 2% in July from a year ago, up from an annual pace 

of 1.1% in April. However, “core” prices which exclude volatile food and 
energy costs were up 1.7% year-over-year in July. Industrial production 

has stalled in July -- output last month was unchanged on a seasonally 

adjusted basis from the prior month, while the use of available production 
capacity fell 0.1 percentage point to 77.6%. Manufacturing, the biggest 

and most closely watched component of the industrial production index, 

dropped 0.1% in July. 

3. The euro zone has returned to slow growth -- confirmed by data published 

Wednesday that showed its economy grew at a 1.1% annualized rate in the 

second quarter of 2013. This is likely to encourage European politicians to 
claim that the region’s debt crisis is receding – an announcement already 

made by the French President a couple of months back. Gross domestic 

product in the 17-country euro zone rose by 0.3% in the second quarter 
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compared with the first, ending a sequence of six quarters of contraction. 
The improvement was led by quarterly growth of 0.7% in Germany and a 

better-than-expected 0.5% in France. The depressed economies of Spain, 

Italy and Greece contracted again, but more slowly than previously. 
Portugal, one of five euro members with a bailout program, even grew by 

a surprising 1.1% last quarter. 

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

a range of ` 60.48 – ` 62.01 per $, ending the week with a loss of 88 paise 

for the rupee at ` 61.66 per $. The forward premium levels are at 10.2%, 

9.7%, 9.4% and 8.2% from the preceding week-end levels of 9.7%, 9.3%, 

8.8% and 7.9% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic front, the Reserve Bank of India’s measures are back-
firing. The more it is perceived to be throwing the growth agenda out of 
the window and the more its measures hark back to the old regime of 

greater controls, the larger is the exit by the foreign institutional investors 

(FIIs) from the stock market, leading to more dollar demand. In the current 
scenario, paradoxically, not worrying about the exchange rate and focusing 

on economic growth may yield better results even in terms of the exchange 

rate. In the short term, the rupee is prone to further bear pressure, although 
stability at a lower level remains a highly likely scenario. 

2. One should not ignore the positive features of the economy, which are 

getting buried under the widespread expectation, even fear, of greater 
rupee depreciation in the weeks, and months, to come. Firstly, we are 

experiencing one of the best monsoon seasons in many years. If the trend 

continues, this could become the best season in a few decades. No doubt, 
this will give a fillip to agricultural growth, and rural demand. Secondly, 

there are important state elections and then a general election over the next 

7-8 months. Both the government and the various political parties are 
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expected to spend thousands of crores during this period, and the bulk of it 
will be spent on people with a low saving propensity. This should spur 

domestic demand further. Thirdly, the rupee’s steep decline from Rs 44 

per $ to Rs 55 last year would have a salutary impact on the trade deficit – 
even in the April-July 2013 data, if the gold imports (which have been 

unnaturally influenced by a massive spurt in the first two months) are 

removed, the trade deficit has shrunk. As gold imports return to a normal 
pattern, it would not be surprising if the trade deficit, and therefore the 

current account deficit, starts narrowing. 

3. We continue to recommend using only out-of-the-money option contracts 
for both payables and receivables, and hedging for a short period of say 

two months irrespective of the maturity of the exposures. 

4. On the international front, the improvement in the US economic data is 
leading to speculation that the Federal Reserve Board may start tapering its 

bond purchases (also called the quantitative easing program, or QE3) as 

early as September. It is to be seen whether Ben Bernanke (who will retire 
by January 2014) will prefer to allow his successor (who will be known by 

October) to decide when and how to commence the tapering or will 

present a fait accompli to the new Governor. Interestingly, both the leading 
contenders to the post are facing difficulties – one of them is favoured by 

the White House, but may not meet with approval by the Senate, while the 

other will easily get Senate confirmation, but is not popular with the 
Obama administration. This leaves open the possibility (although very 

remote, at this stage) of Mr. Bernanke being persuaded to continue for four 

more years. 

5. Meanwhile, we are not amending our forecasted ranges for the US dollar 

against the major currencies, as follows: 

JPY 91 – 101 per $,  

$ 1.28 – 1.38 per EUR, and  

$ 1.50 – 1.60 per GBP. 
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