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NEWS 

1. On the international foreign exchange markets, the US dollar strengthened against its major 

international trading partners barring the Pound against which it weakened by 0.5%. It 

gained the most (by 3% each) against the Euro and the Danish krona, by 2.5% each against 

the Swiss franc and the Canadian $, by 1.2% against the Singapore $ and by 1% each 

against the Australian $ and the Japanese Yen. 

2. The US Labor Department announced that initial claims for state unemployment benefits 

fell by 15,000 to a seasonally adjusted 281,000 for the week ended July 11. This data needs 

to be analyzed keeping in mind that claims tend to be highly volatile during the summer 

when automakers normally shut assembly plants for annual maintenance. The four-week 

moving average of claims, which removes the week-to-week volatility, increased to 

282,500. The strong labor market is indirectly helping to prop up the housing market. The 

Wells Fargo Housing Market index stood at the highest level since 2005. 

3. The Bank of Japan has cut its growth and inflation forecasts for 2016, saying that it 

expected the economy to expand by 1.7% in the fiscal year, while inflation would come in 

at 0.7%. The central bank also kept its record bond purchase program steady at JPY 80 

trillion ($650 billion) annually. While the BoJ in the last several months has released a slew 

of reports trumpeting the success of the monetary easing policy, its claims seem to be 

detached from reality. Yields on 10-year government debt are around 0.4%, lower than the 

0.55% twelve months ago. In addition to buying sovereign debt, the central bank is pumping 

money into everything from asset-backed securities to exchange-traded funds.  

4. After hours of debating, which stretched into the wee hours of Thursday, 229 members of 

the 300-strong Greek parliament approved the new austerity measures that are a 

precondition of as much as EUR 86 billion (USD 94 billion) in aid. Among those who 

opposed the motion, were 32 members of Prime Minister Tsipras’ Syriza party, a sign that 

the head of state might have lost his majority within the party. This sparks the possibility of 

snap elections in Greece, not too far away in the future.  

5. Chinese exports in June were up by 2.8% in dollar terms from an year earlier and marked a 

reversal from the 2.5% decline seen in May. Imports were down 6%, much lower than the 

fall (of 16%) witnessed last month. The trade surplus for June stood at $46.5 billion, much 

lower than the $59 billion seen in May. Last week, the Commerce Ministry announced that 

it was working with other ministries to “reduce charges and fees to cut costs for exporters”.  

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

63.35-63.59 per $ and the rupee ended the week with a loss of 8 paise to close at Rs 63.48 

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

month stood at 7.51%, 7.22%, 7.2% and 6.77% p.a. respectively. RBI’s foreign exchange 

reserves for the week ended July 10 stood at $354 billion, a drop of $154 million from the 

previous week. 



 

July 17, 2015 CRMR 
 

 

Office: 9, Sumer Kendra, Ground Floor, Pandurang Budhkar Marg, Behind Mahindra Towers, Worli, Mumbai – 400 018 

                                                             Tel. Off.: +91 22 24913034    Tel. Fax:  +91 22 24913044 

                                                                                               info@avrco.com                                        
 

VIEWS 

1. After the East Asian crisis of the late 1990s, China has given enough reasons to both 

admirers and skeptics alike, to doubt the veracity of its growth numbers. By the end of a 

week, despite several data evidencing weak factory output and a slowdown in industrial 

activity, Beijing announced that China’s economic growth rate managed to hit the official 

target of 7%. Although there are several reasons to disbelieve this number, it could easily 

have been brought about by a boom in (financial) service sector growth (16%), primarily led 

by a rising stock market. Now that the equity bubble is well into the process of getting 

pricked, this poses challenges not only for China, but also for several major economies, 

including India. The world’s largest trading nation is slowing and its impact would be felt on 

our trade account.  

2. India’s merchandise exports fell (by 15%) for the seventh month in a row in June. Apart 

from oil exports, which reflected the impact of lower international oil prices, exports of 

engineering and electronic goods saw a decline of 6% and 10% respectively. In a more 

subtle indication of a slowdown in manufacturing activity, non-oil, non-gold imports have 

either remained steady or declined in the last few months. For instance in both May and 

June, non-oil imports fell by 2%. Over the last decade, we have built up a substantial trade 

deficit with China (see graphs). While this did not bother us when we were clocking near-

double digit growth rates, it has started to cause a little discomfort now. India’s exports to 

China declined by over 24% in the first half of this calendar year, while our imports from 

China have surged by 11% in the same period. Given our three large trading blocs are 

experiencing problems of their own, the government’s target of doubling our exports by 

2019, will need a lot of work at the ground. However, notwithstanding a drop in exports, a 

commensurate fall in imports has ensured that merchandise trade deficit for the first quarter 

of FY 2016 stands at $32.3 billion, a shade lower than the $33 billion seen last year.  

3. The economic stalemate in Europe has slowly taken the shape of a political one. In the 

previous bail-out package given to Greece in 2012, private sector creditors were forced to 

take a 50% write-off (equivalent to EUR 10,000 per Greek) and now constitute only about 

17% of the creditor community. Since much of the debt is held by sovereign states, it is now 

a matter of political survival for all parties involved. The unfolding debt crisis in Puerto Rico 

(which recently defaulted on its $72 billion of debt) underlines the importance of fiscal 

transfers at the heart of a monetary union and the ills of a poor government being attached to 

a rich government for too long. The ugly turn of events in Greece has only exacerbated the 

calls for a “managed Grexit”.  

4. We continue to advise exporters to sell the bulk of their receivables forward while importers 

should keep their medium and long term payables un-hedged. However, given the 

uncertainty in the market surrounding China and Greece, it would be prudent to hedge 

payables till the end of August. In any case, if one can cover a dollar payable at a forward 

rate better than Rs 63.75 per $, one should lock into it.  

5. We arekeeping 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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