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NEWS 

1. On the international foreign exchange markets, the US dollar had a mixed response against 

its major trading partners this week. It gained the most (1.2%) against the Australian $, by 

0.6% each against the Pound and the Canadian $ and by 0.3% against the Singapore $. It 

weakened by 1.4% each against the Euro and the Danish krona, by 0.2% against the 

Japanese Yen and by 0.2% against the Swiss franc.  

2. The number of people seeking US unemployment aid plunged to the lowest level in nearly 

42 years, evidencing that employers are hiring at a steady pace and are holding onto their 

existing staff. Weekly applications for jobless benefits fell 26,000 to 255,000. If data were 

adjusted for population growth, this figure would likely be the lowest on record. However, a 

glaring paradox in the job numbers is that the proportion of Americans working or looking 

for jobs, fell to a 38-year low, as many of the unemployed have stopped looking for work. 

The unemployment rate stands at a seven-year low level of 5.3%. 

3. Japan’s merchandise trade deficit for the Jan-June period shrank 77% from an year earlier to 

JPY 1.7 trillion ($14 billion), due partly to smaller imports on the back of declining oil 

prices. The smaller deficit, which follows the record-high deficit of JPY 7.6 trillion in the 

previous year is also attributed to increased automobile exports to the US and 

semiconductor parts to Asia. During the first half of 2015, exports rose by 8% and imports 

fell by 7.5% over the year. Shipments to the US and China have grown by an annual 16% 

and 2% respectively.  

4. China’s purchasing manager index for the manufacturing sector fell to the lowest level in 15 

months (48.2) in July from 49.4 in the previous month. The decline in the manufacturing 

gauge contrasts with better-than-expected growth numbers released last week, which 

showed that the economy grew at 7% in the second quarter. Immediately after the 

announcement, the Australian $ fell to a fresh 6-year low, dipping below $ 73 cents and the 

benchmark stock index in Hong Kong continued its fall for the fifth straight week. The 

Aussie dollar has been the worst performing major currency during the month. 

5. In a heartening development for Indian consumers, the price of gold in the international 

market continued to drop (see graph) to a five-year low and is set for the longest run of 

weekly declines since 2012. At the current levels, about 10% of all producers of bullion are 

operating at a loss. By some estimates, a price of about $1200/oz is needed for most of them 

to break even.  

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

63.52-64.05 per $ and the rupee ended the week with a loss of 57 paise to close at Rs 64.05 

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

month stood at 7.35%, 7.09%, 7.11% and 6.6% p.a. respectively. RBI’s foreign exchange 

reserves for the week ended July 17 stood at $353 billion, a drop of $1 billion from the 

previous week. 
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VIEWS 

1. The Rs/$ exchange rate, after remaining remarkably stable over the past week, weakened on 

Friday to close above the Rs 64 per $ level. Robust jobs data coming out of the US lend 

credence to the belief that the US Federal Reserve Board might now be willing to step on the 

interest rate paddle before 2015 comes to an end. Internationally, prices of gold, coal, iron 

ore and copper continue to experience a situation where selling begets even more selling. In 

the 1980s, economists used to quip that“when the US economy sneezes, the world economy 

catches flu”. Is this adage equally pertinent for China today? Although it may take a little 

more time for the impact of a Chinese slowdown to play out on diverse asset classes in 

different geographical locations, the effect has been telling so far on commodities and the 

Australian $ (see graph). The Sino-Australian episode just goes to show that over-reliance on 

a particular asset-class or strategy for growth almost always turns sour when the momentum 

reverses. Till the time commodity prices continue to fall (or even remain benign), India will 

reap the benefits through its trade account. This is an opportune time for policymakers in 

India to finalize the blueprint for infrastructure spending – we can certainly afford to a wider 

current account deficit through increased imports. 

2. There is no change in our rupee scrip or risk management advice. The current spot and 

forward premia levels make selling export receivables forward the most sensible strategy for 

exporters. Importers should continue to leave their medium and long-term payables un-

hedged but should look to get out of their August payables, if a forward rate of Rs 64 per $ is 

available. Alternatively, they could buy an OTMF call option or leave the exposure open 

with a pre-determined stop loss level. As of now, an interest rate cut in the August monetary 

policy meeting looks highly unlikely, now that consumer price inflation has inched up to 

5.4% and spatial distribution of monsoon has been largely erratic. Bond yields and forward 

premia are expected to remain elevated at least for the coming few weeks. 

3. Now that the Greeks look more likely than ever to accept the terms of the new bailout 

package, the question that will warrant attention is whether the rest of Europe is going to 

hold its side of the bargain. Many noted economists have started to question the wisdom of 

continuing with an ailing monetary union and some have even called for Germany’s exit 

from the euro. Europe’s largest economy has of course, been the biggest beneficiary of the 

common currency program, as is evident from the magnitude of its current account surplus 

(7.5% of GDP) and the fact that it runs a trade surplus with every other nation in the euro 

zone, breaching European Commission’s recommended threshold on both parameters for 

many years now. Taking into account productivity levels, the Euro at $1.10 per EUR makes 

German exports too competitive and keeps Greek exports too expensive. Although the latter 

now has sufficient funds to lastfor the month of August, with none of the structural issues 

having been addressed another round of drama is inevitable, sooner rather than later.  

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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