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NEWS 

1. The minutes of FOMC’s April meeting released this week gave a hawkish impression with 

Fed officials seeing a June hike likely if the economy warranted. This led to US dollar 

strength against most currencies with its index, which measures the US currency against a 

weighted basket of peers, up by 0.7%. Against major currencies the greenback was up by 

1.4% each against the Japanese yen and the Canadian $, 0.8% against the euro, 0.7% 

against the Australian $ while down by 1% against the British pound. Among the minor 

currencies, the US dollar strengthened by 1.5% against the Swiss franc, 0.7% each 

against the Danish krone and the Singapore $. 

2. The economic releases this week point to an uptick in the US economy during the second 

quarter. In April, the consumer prices were up 1.1%, housing starts rose by 6.6% to an 

annual pace of 1.17 mn units and industrial production was up by 0.7%, the biggest 

increase since November 2014. Meanwhile, first time claims for state unemployment 

benefits declined 16,000 to 278,000 for the week ended May 14. That was the biggest 

drop since February and snapped a three-week string of increases. Claims have now been 

below 300,000, a threshold associated with a strong job market, for 63 straight weeks, the 

longest stretch since 1973. In a separate report, the Conference Board said its leading 

economic index increased by 0.6% in April after being unchanged in March. Nearly all of 

the index's 10 components, with the exception of consumer expectations, contributed to 

the rebound last month. 

3. G7 ministers stated that a British vote to quit the European Union would inflict a "shock" on 

the global economy, presenting a united front against the prospect of a "Brexit". UK’s 

finance minister George Osborne added that if voters opt to leave, Britain would find it 

"extremely difficult" to conclude trade deals with European Union countries. According to 

the What UK Thinks website's average of the last six opinion polls, the "Remain" camp is 

on 55% and the "Leave" campaign on 45%. On economic data front, in April consumer 

prices were up 0.3% while unemployment rate stood unchanged at 5.1%. 

4. Japan’s economy grew at an annualised rate of 1.7% in the first quarter of 2016. 

Consumption contributed 1% to annualised growth, government consumption added 0.6% 

and trade chipped in 0.8% of growth. 

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

66.66 - 67.51 per $, with the rupee ending the week with a loss of 67 paise to close at ` 

67.45 per $. The premium levels across the maturities are in the range of 6.10% to 6.60% 

p.a. India's foreign exchange reserves dipped marginally by $980 million to touch $ 361 

billion for the week ended May 13. As per NSDL data, till May 20 the net outflow of FPI 

investment in both debt and equities has been to the tune of Rs 1701 crore. 
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VIEWS 

1. The reaction of the foreign exchange markets, both in India as well as abroad, to an 

unexpected change in market perception about the prospects of an interest rate hike in the 

US once again highlights the vulnerability of the global financial markets to unforeseen 

developments. We have been stating that the markets are underplaying the expectations 

over an interest rate hike by the US Federal Reserve Board. Not only the unemployment 

rate but jobless claims also remain low, and sooner rather than later worries over wage 

pressures will overtake concerns about growth. Besides, with international commodity 

prices higher than the levels ruling a few months back, inflation should move closer to the 

Fed’s target of 2%. This combination of low unemployment and rising inflation is a recipe 

for a tightening of monetary policy. 

2. Besides, there are two other potentially disruptive events in the coming months. Brexit is 

now due in four weeks, and although the financial markets are complacent that the British 

will decide to stay in the European Union, a referendum is always an unpredictable event – 

Denmark recently rejected by a referendum a proposal which sought to replace the “opt-

outs” on security and justice with a “pick and choose” policy. It may be recalled that it was 

Denmark’s rejection by a referendum of the Maastricht treaty back in 1992 that had led to 

British euro-scepticism, and a sharp decline of the British pound.  

3. A month later, in July, there is a potential once again of a Grexit. Meanwhile, we are not 

changing our forecasted ranges for any of the currencies, as follows:  

$ 1.06 – 1.18 per EUR,  

JPY 103 – 115 per $, and  

$1.38 – 1.50 per GBP. 

4. On the domestic interbank market, the rupee-dollar exchange rate remains vulnerable to 

these international events, as evidenced by last week’s swift rupee fall. This was 

exacerbated by rumours of an imminent pay-out of old outstanding dues of $ 6.5 bn to Iran 

ahead of Prime Minister Modi’s visit at the weekend. Meanwhile, the likely larger trade 

deficit in this quarter compared to the previous one as well as the corresponding quarter of 

last year means that demand for dollars should outstrip supply in the coming months as 

both the trade and current account deficits widen. The gap will have to be filled by either 

portfolio investment inflows or the Reserve Bank of India. In our opinion, RBI is unlikely to 

intervene in order to prevent rupee depreciation until the spot exchange rate breaches the 

level of Rs 68 per $. 

5. We therefore continue to advise that corporate treasury managers with net import payables 

should use any bouts of rupee appreciation to hedge near-term (say, next two months) 

payables. Exporters are advised to hedge receivables in small lots with every improvement 

in the spot exchange rate by say 25 paise per $. An important maxim of risk management 

is that you should never try to catch the peak rate, because the peak is known only after 

time period is gone. 
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USD GBP

GBP EUR

EUR JPY

JPY CNY

CNY CHF

CHF DKK

DKK CAD

CAD AUD

AUD SGD

SGD PKR

Month-end 3-MONTH CURRENCY OPTIONS*

May-16

Jun-16

Jul-16 Call Put

Aug-16 3.70 1.10

Sep-16 2.50 2.00

Oct-16 1.60 3.00

Nov-16

Dec-16

Jan-17

Feb-17 Call Put

Mar-17 5.30 3.20

Apr-17 4.20 4.20

3.30 5.30

`/USD

Call Put
INR/USD CURRENCY OPTIONS* 1.60 3.50

2.50 2.40
Strike Call Put 3.70 1.50

67.00 -- 23

67.25 -- 32

67.50 -- 42

68.00 45 --

68.25 35 --

68.50 25 -- 1-Month 3-Month 6-Month 12-Month

USD 0.44 0.66 0.96 1.30

EUR 0.35 0.27 0.16 0.03

Strike Call Put GBP 0.51 0.59 0.73 1.00

67.50 -- 60 JPY 0.04 0.02 0.00 0.09

68.00 -- 80 CHF 0.77 0.74 0.65 0.53

68.25 -- 92

68.75 90 --

69.00 80 -- 2-Year 3-Year 5-Year 10-Year

69.50 60 -- USD 1.00 1.12 1.31 1.62

EUR 0.13 0.10 0.04 0.58

GBP 0.83 0.91 1.08 1.49

JPY 0.11 0.12 0.07 0.13
CHF 0.65 0.65 0.53 0.10

2-Year 10-Year

GOI BOND 7.12 7.48

INTEREST RATE SWAPS

2-Year 5-Year 48.40 DJIA 17,501

OIS 6.59 6.75 1,252 FTSE 6,156
MIFOR 6.79 7.00 4,660 DAX 9,916

1,529 NIKKEI 16,735

Information herein is believed to be reliable, but
AVRCPL & RTC does not warrant its completeness or accuracy * indicative only # for payables Negative

Strike

108.00

110.00

112.00

Option on GBP 1, price in US cents

Strike

1.43

1.45

1.47

Option on JPY 100, price in US cents

1.12

1.14

6.17

6.24

6.40

6.42

6.21

7.00

6.14

6.79

2-Year

CURRENCY SWAPS

5-Year

COMMODITIES
OTHER MARKETS

5-Year

7.45

EQUITY INDICES

1-mth Option on USD 1, price in paise

INTEREST RATE MARKETS

3-mth Option on USD 1, price in paise

INTEREST RATE MARKETS

OFFSHORE CURRENCY

Premium % p.a.

67.90

67.54

Aluminium ($/ton)

Gold ($/ounce)
Copper ($/ton)

INTEREST RATE SWAPS

Crude Oil ($/barrel)

1.1230

68.24

6.96

68.98

69.30

6.48

71.32

97.87

6.12

75.75 110.15

SPOT EXCHANGE RATES

`/Currency

DOMESTIC MARKETS

FOREIGN EXCHANGE MARKETS

INTERNATIONAL MARKETS

FOREIGN EXCHANGE MARKETS

SPOT EXCHANGE RATES

Against USD

67.45

69.68

`/USD

1.4510

1.3825

0.7225

1.3115

6.6260

0.9908

6.5495

70.97

10.30

68.08

10.18

51.43

48.73

68.63

48.79

6.35

70.34

0.6123

70.64

70.00

Option on EUR 1, price in US cents

Strike

1.10

104.85

FORWARD EXCHANGE RATES*#

6.38

6.58
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