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 NEWS 

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

trading partners. It strengthened the most by 0.7% against the Euro 

followed by 0.6% each against the Danish Kroner and the Singapore $. It 
also gained by 0.4% against the Canadian $ and by 0.2% against the Swiss 

Franc. However, it fell by 0.9% against the Japanese Yen, followed by 

0.8% against the British Pound and by 0.3% against the Australian $. 

2. In the US, economic data continued to show positive developments. 

Existing-home sales increased 0.8% in February from a month earlier to a 

seasonally adjusted annual rate of 4.98 million, the highest level since 
November 2009. Sales were 10.2% above the same month a year earlier, 

the 20th consecutive month of year-over-year gains. The Conference 

Board's index of leading economic indicators increased for the third 
consecutive month in February. Besides, the manufacturing Purchasing 

Managers’ Index (PMI), expanded to 54.9 in March from 54.3 in February, 

consistent with a solid rate of growth overall. However, initial claims for 
jobless benefits in the latest week totaled 336,000, up 0.6% from the 

previous week. 

3. Meanwhile, euro-zone business activity continued to fall in March, despite 
expectations for an improvement. Activity among French businesses fell at 

its fastest rate in four years, while growth in German business activity 

slowed sharply, to a reading of 51.6 from 54.7, as its manufacturing sector 
surprisingly contracted. The Eurozone PMI Composite Output Index fell 

to a four month low from 47.9 in February to 46.5 in March. The Services 

PMI Activity Index was at 46.5 (47.9 in February) and Manufacturing PMI 
at 46.6 (47.9 in February). 

4. Japan's merchandise trade deficit in February narrowed to a deficit of 

¥777.5 billion ($8.1 billion), narrower than January's ¥1.630 trillion but 
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still the eighth straight monthly deficit -- the longest such spell since 1980. 
Exports fell 2.9% on year to ¥5.284 trillion, as exports to China plunged 

15.8%. The weaker yen has sent overall imports soaring 11.9% on the year 

to ¥6.061 trillion, as imports of natural gas—the main fuel for Japanese 
power plants—stayed near record levels for the second straight month. 

5. In China, the preliminary HSBC Manufacturing Purchasing Managers 

Index improved in March to 51.7 from 50.4 in February on the back of 
stronger new orders and production growth. This implies that the Chinese 

economy is still on track for gradual growth recovery. 

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

a range of ` 53.90 – ` 54.55 per $, ending the week with a loss of 33 paise 

for the rupee at ` 54.34 per $. The forward premium levels are at 9.0%, 

8.0%, 7.4% and 6.7% from the preceding week-end levels of 9.1%, 8.0%, 

7.3% and 6.6% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. Developments in Cyprus are going to be the focus of attention during the 

first half of the coming week. The European Central Bank’s deadline for 
providing liquidity expires on Monday, and local commercial banks open 

on Tuesday. With the failure of overtures to Russia for more funds, a plan 

to levy tax on large depositors (a cut-off limit of EUR 100,000 would still 
ensure that deposits of about EUR 38 bn will be taxed) is likely to be 

passed in parliament, which would pave the way for a resolution of the 

crisis.  

2. Financial stability in Cyprus could take a few weeks, if not months, and 

this is bound to keep the markets on tenterhooks. Recent developments 

have once again brought into spotlight the reality of the vulnerability of 
the euro to economic woes of even a small member of the euro-zone. The 

risk premium for the weaker members of the euro-zone (mainly the 

Mediterranean countries) is bound to increase, with a grave threat of a run 
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on the banks by depositors afraid of a levy whenever a country is seen to 
be in trouble.  

3. We are changing our forecasted ranges for the US dollar to $ 1.24 – 1.36 

per EUR and $ 1.46 – 1.58 per GBP, a random walk from the current 
levels. However, there is no change for the Japanese yen, which is 

expected to trade in a band of JPY 88 – 100 per $.  

4. On the domestic front, unless surprises in Cyprus lead to a sharp 
weakening of the euro, which could create ripple effects on the rupee-

dollar exchange rate, we expect the current fiscal year to end at the current 

level of around Rs 54 per $. If foreign exchange inflows are strong, the 
truncated week could result in rupee strength. Our advice is unchanged – 

the bulk of the dollar receivables should be covered, while dollar payables 

should either be hedged by using out-of-the-money call option contracts or 
by keeping a pre-determined ―stop loss‖ level at which the exposure will 

be automatically hedged. 

5. The last spot date of the year would be 25
th
 March. Exporters should 

liquidate their balances in the EEFC accounts to the extent desired on 

Monday. Subsequently, any liquidation on cash basis would incur a heavy 

cash:spot premium. This premium generally depends on the number of 
days between ―cash‖ (i.e. same day as date of transaction) and ―spot‖ (i.e. 

two working days after the date of transaction), and the call money interest 

rate. On Tuesday, there are seven days between cash and spot, and on 
Thursday, there are six days. Besides, towards the end of the fiscal year, 

call money interest rate tends to jump as commercial banks adjust their 

asset-liability profile.  

6. On the other hand, importers should ensure that the benefit of the cash: 

spot premium is passed on to them if any payments are made on ―cash‖ 

basis. Even with a call money interest rate of 10% p.a., over seven days 
the cash:spot premium would be as high as 10 paise. In the past, towards 

the end of the year, this premium has even jumped to 30 paise! 
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