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for the week ended September 21, 2012 

 

 NEWS 

1. The US$ strengthened against most of its international trading partners. 

The highest rise was against the Danish kroner by 1.2%, followed by 1.1% 

against the Euro. It also rose by 0.9% against the Australian $, by 0.7% 

against the Swiss franc and by about 0.5% each against the Canadian $ and 

the Singapore $. It however weakened by 0.3% against the Japanese yen, 

before ending the week almost stable against the British pound. 

2. The number of U.S. workers requesting unemployment insurance was 

equivalent to 2.6% of employed workers paying into the system -- the rate 

has remained constant since mid-March. However, initial jobless claims, a 

measure of layoffs, were down by 3,000 to a seasonally adjusted 382,000 

in the week ended Sept. 15. Meanwhile, the Conference Board said its 

leading consumer confidence index fell 0.1% last month, after a revised 

0.5% gain in July, first reported as 0.4%. 

3. Euro-zone business activity slid at its fastest pace in more than three years 

despite improvement in Germany. The euro zone's purchasing managers' 

index fell to 45.9 in September from 46.3 in August. Index readings below 

50 signal contraction in business output. PMI report also points to a 

widening gap between the currency bloc's two largest economies. German 

business activity largely stabilized in September. French business activity, 

in contrast, plunged, with its PMI dropping nearly four points to 44.1, one 

of the steepest monthly falls on record. The two countries account for 

about half of the euro zone's GDP. Meanwhile, the European Commission 

said consumer confidence fell to a 40-month low in September. 

4. The preliminary HSBC China Manufacturing Purchasing Managers Index, 

a gauge of nationwide manufacturing activity, rose slightly to 47.8 in 

September compared with a final reading of 47.6 in August. This marks 

the 11th straight month the index has been in contractionary territory. 



September 21, 2012 CRMR 
                                             

 

Offices: 107, Sumer Kendra, First Floor, Pandurang Budhkar Marg, Behind Mahindra Towers, Worli, Mumbai – 400 018 

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

               3, Pranamghar, Ground Floor, Ram Mandir Road, Off Malaviya Road, Vile Parle (East), Mumbai – 400 057 

                                                        Tel. Off.: +91 22 26124213            Tel. Fax: +91 22 26124214 
                                                       

                                                                            Email id.: info@avrco.com                                                                              Page  2  
 
 

China attracted $8.33 billion in investment from overseas in August, 1.4% 

less than in August 2011. In the January-August period, FDI fell 3.4% 

from a year earlier to $75 billion.  

5. Japan posted its second straight monthly trade deficit in August, as exports 

fell from a year earlier. The country's August merchandise trade deficit 

stood at ¥754.1 billion ($9.62 billion) compared with a ¥777.5 billion 

deficit a year earlier. Exports fell 5.8% on year in August, while imports 

were down 5.4%. 

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

a range of Rs. 53.32– 54.41 per $, ending the week with a gain of 84 paise 

for the rupee at Rs 53.47 per $. The forward premium levels have declined 

to 6.7%, 6.5%, 6.1% and 5.7% from previous week levels of 7.0%, 6.8%, 

6.5% and 5.9% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. It is said that a week is a long time in politics. Certainly, the last 

fortnight’s swift developments on the domestic front have changed not just 

the economic but also the political landscape. A sharp rise in diesel prices 

and opening up of the retail sector to FDI, accompanied by changes in the 

parties supporting the UPA government, have enthused the stock market 

and sharply strengthened the rupee. If the reforms hold, which seems 

highly likely since the protests over the diesel price hike have been rather 

muted so far and notifications on FDI are already in place, rupee stability 

can be expected to last longer. Happily, the rupee’s bout of strength has 

been accompanied by a drop in international oil prices on the back of 

further evidence of a slowdown in China. Thus, apart from the hike in 

domestic diesel prices and reduction in subsidy on cooking gas cylinders, 

the oil subsidy would have also got substantially reduced by the twin 

benefits of rupee appreciation in the domestic market and lower 

international oil prices. 
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2. As we have been arguing, it is highly improbable that the rupee will be 

allowed to decline sharply year after year. Indeed, the key question to be 

answered soon would be at what level will the Reserve Bank of India stop 

the rupee’s appreciation? There is no doubt that in the last year or so RBI 

would have realized that given the size of the country’s short-term debt 

and the portfolio investments of the foreign institutional investors (FIIs), 

the level of forex reserves at $ 285 bn is not sufficient to protect the 

exchange rate from a sudden sharp fall. We need forex reserves close to $ 

400 bn in order to be able to meet the challenge of a run on the rupee. The 

increase in reserves can take place only if RBI starts purchasing dollars in 

the domestic market whenever capital flows improve. If FDI flows do 

increase, as now seems likely, and is accompanied by higher equity flows 

from FIIs, we would expect RBI intervention at around Rs 52 per $. 

3. We continue to recommend using call option contracts for near-term dollar 

payables. With the sharp rupee strength, it should now be possible to get a 

combination of the strike rate and the upfront option premium paid which 

does not exceed Rs 55 per $. It is worth remembering that just a couple of 

weeks back one would have been happy to hedge a payable at Rs 55 per $, 

and it would be foolish now to give up a strategy which would entail a 

maximum outflow of Rs 55 per $. US$ receivables should also be hedged 

by using forward contracts, or at least by taking put options, preferably 

keeping the spot exchange rate as the exercise / strike price. 

4. On the international front, the euro has been dragged down on the back of 

a dismal economic situation, where at best, the economy is stagnating, and 

at worst, heading towards a deepening recession. We remain skeptical 

about the euro’s strength, and are not making any changes in our ranges as 

follows: 

JPY 77 – 85 per $,  

$ 1.22 – 1.34 per EUR, and  

$ 1.54 – 1.66 per GBP. 
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