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NEWS 

1. In a week that was characterized by volatile swings in the currency markets, the US dollar 

had a mixed response against its major international trading partners. It strengthened by 

0.8% each against the Australian $ and the Canadian $ and by 0.1% against the Singapore $. 

It weakened the most (3%) against the Swiss franc, by 2.5% each against the Euro and the 

Danish krona, 2% against the Yen and by 0.3% against the Pound. 

2. Growth in the US manufacturing sector slowed to its weakest pace in almost two years in 

August, as the manufacturing PMI fell to 52.9 from July’s reading of 53.8. Job creation also 

slowed with its index at 52.2, the weakest level since July 2014. Meanwhile US oil prices 

headed for their eighth consecutive week of fall, the longest losing streak since 1986. Also, 

US crude inventories continued to rise as imports increased and shale production continued 

unabated despite falling prices. 

3. The sharp and sustained fall in oil prices has impacted economies across continents. 

Russia’s GDP shrank by 4.6% in the second quarter (compared with the same period last 

year), after contracting by 2.2% in the previous one. Also, retail spending slumped by 9.4% 

in June over the year. Meanwhile, Saudi Arabia issued government bonds worth $5 billion 

to domestic investors (maturities between five and ten years), in its only sovereign bond 

offering since the financial crisis sprang. This is clearly an endeavor to balance the 

government’s books, which has been left with a huge gap as a result of falling crude prices. 

4. On the same day that the European stability mechanism approved a EUR 13 billion tranche 

of initial aid from Greece’s new EUR 86 billion bail-out package, Prime Minister Alexis 

Tsipras resigned and called for snap elections in the third week of September. An election 

this early would imply that tax increases and budgetary spending cuts, which were agreed 

upon as the terms of the bail-out package will not have taken effect fully, and could mean 

that the incumbent Syriza party could emerge victorious, albeit short of an outright 

majority.    

5. The weakest Chinese manufacturing data since the global financial crisis accelerated a sell-

off in emerging market equities as several major indices experienced the worst week in 

almost two years. The preliminary PMI stood at 47.1 in August as compared to a final 

reading of 47.8 seen in the previous month. The Chinese economy is seen to be grappling 

with industrial overcapacity and prices at the factory gate have fallen with consumer price 

inflation at half the government’s target. Nearly $3.3 trillion has been erased from the value 

of global equities since last Tuesday. 

6. On the domestic interbank market, the rupee-dollar exchange rate traded in an 80 paise 

range of Rs 65.12-65.92 per $ and the rupee ended the week with a loss of 84 paise to close 

at Rs 65.85 per $. Forward premia for maturities of 1, 3, 6 and 12 months stood at 6.8%, 

6.9%, 6.8% and 6.3% respectively. RBI’s foreign exchange reserves for the week ended 

August 14 stood at $354 billion.  
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VIEWS 

1. So far this month, the rupee has fallen nearly 3%, the worst month for the currency in nearly 

two years, and threatened to breach the Rs 66 per $ mark, before staging a mild 

recovery. The past fortnight witnessed relentless pressure on all major asset classes. The 

currency markets, where the carnage was especially pronounced, the Indian rupee wasn’t the 

only casualty. The plunge in East Asian currencies like the Malaysian Ringgit, the Thai Baht 

and the Indonesian rupiah (see graphs) has brought back bitter memories of the Asian 

currency crisis of 1998, when several emerging economies were forced to introduce capital 

controls to stem the decline in exchange rate. The trigger for this rout seems to have been the 

PBoC’s sporadic decision to shift the trading band of the Yuan lower, so as to more 

accurately reflect the equilibrium exchange rate vis-a-vis the dollar. However, the underlying 

reason has also been dollar’s strength in the international markets, and more volatility could 

well follow. While insinuations of a growth slowdown in China has driven down commodity 

prices off the cliff, signs of growth and a hint of an interest rate hike has continued to extend 

support to the greenback. These two opposing forces have brought considerable heart-ache 

for emerging market economies, and doubly so for those who have been hitherto overly 

dependent upon commodity exports. 

2. No doubt, part of the panic has to do with fears of a China-led currency war, in a bid to prop 

up the country’s exports. We do not subscribe to this view. The Yuan remains more than 

10% stronger than its trading partners than a year ago and such a meager depreciation does 

not give their exports any meaningful push. The more pertinent question then becomes 

whether the US Federal Reserve will hike interest rate in September or not. From the 

FOMC’s recent pronouncements, it appears more a matter of ‘by how much’ rather than 

‘when’ and if Ms Yellen’s guidance indicates a gradual lift-off, most emerging market 

currencies should be spared the blushes. We have noted earlier in this newsletter that all rate-

tightening episodes of the past 30 years were accompanied by a weaker dollar, and even 

now, impact of a strong dollar appears to be overplayed.    

3. Corporate treasuries should look to maintain a square position till this period of uncertainty 

subsides, which could even mean by the end of September. While the rupee is likely to 

strengthen from the current levels by the end of third quarter, anticipating where it will go in 

the short-term is an exercise in futility. Till now, there have been indications of RBI 

intervention here and there, but in the face of sustained pressure on the rupee, the central 

bank is unlikely to sell dollars to prop it up. It might be a good idea for importers to hedge 

their immediate (till September-end) payments and actively consider OTMF call options for 

any liabilities in the medium to long-term horizon.  

4. 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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