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NEWS 

1. The US$ weakened across the board this week against its major trading 

partners. The highest fall was against the Japanese Yen by 2.4% followed 

by 1.4% against the Swiss Franc and by 1.0% each against the Euro and 
the Danish Kroner. It further fell by 0.9% against the Australian $ and the 

Canadian $ and by 0.8% against the British Pound before ending the week 

marginally down against the Singapore $. 

2. US initial jobless claims, a proxy for layoffs, rose by over 2% in the week 

ended July 20, along with an upward revision in the prior week's data. The 

economy has added more than 200,000 jobs each month over the last nine 
months, although unemployment remains elevated at 7.6%. Meanwhile, 

U.S. manufacturing purchasing managers’ index (PMI) picked up to a 4-

month high in July rising to 53.2 from 51.9 in June. 

3. The Eurozone’s composite PMI increased for the fourth successive month 

from 48.7 in June to 50.4 (rising above 50 for the first time since January 

2012) for July. Significantly, manufacturing PMI had the highest gain 
since June 2011 and was at 50.1 (48.8 in June), registering an expansion 

for the first time since February 2012. Service sector activity fell 

marginally, recording the smallest decline in the current 18-month 
sequence and showing signs of stabilising after the marked rates of decline 

seen earlier in the year. The rate of job losses eased during the month, 

dropping to the lowest since March 2012, easing in both services and 
manufacturing to 13- and 18-month lows respectively. Output rose at the 

fastest rate for 5 months in Germany. Manufacturers reported the steepest 

monthly increase in output since February of last year and service sector 
growth hit a 5-month high. In France, the rate of decline eased to the 

slowest seen since output began falling in March 2012. In France, the rate 

of decline eased to the slowest since output began falling in March 2012.  
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4. China’s manufacturing PMI fell for the third month in a row to an 11-
month low of 47.7 in July from a final reading of 48.2 in June. A reading 

above 50 indicates expansion from the previous month, while a reading 

below 50 indicates contraction. The manufacturing output index dropped 
to a 9-month low at 48.2 from 48.6 in June. 

5. Japanese consumer prices gained by 0.4% in June. This is the first increase 

in more than a year, and the largest rise in nearly five years, but remains 
far below the Bank of Japan's goal of 2% annual inflation, which it hopes 

to hit within two years.  

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

a range of ` 58.70 – ` 59.86 per $, ending the week with a gain of 31 paise 

for the rupee at ` 59.05 per $. The forward premium levels are at 9.7%, 

9.8%, 9.1% and 8.1% from the preceding week-end levels of 8.3%, 8.2%, 

7.7% and 6.9% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic interbank market, all eyes will be focused on the Reserve 

Bank of India’s monetary policy review on Tuesday, 30
th
 July. The RBI 

has not only been successful in pushing the rupee-dollar exchange rate 

even below Rs 59 per $, but has also ensured a lower closing rate 

compared to the preceding week-end (supposedly, an important chart-point 
for followers of the stochastic model) for three successive weeks. Will it 

now be ready to declare victory over market forces on the exchange rate 

front by announcing a gradual moderation, if not withdrawal, of the 
stringent liquidity measures taken recently? There is no doubt that 

reportedly under orders from the Ministry of Finance, the public sector 

banks have so far refrained from increasing interest rates on commercial 
loans. Other banks, fearing a backlash from their customers have also 

remained quiet, although some banks have increased interest rates on 

short-term deposits.  
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2. In any case, this anomaly of banks suffering high overnight rates and a 
sharp erosion in their bond portfolios but keeping industry borrowing costs 

unchanged cannot last long. If the present monetary policy stance does not 

change quickly, an across-the-board interest rate hike for all borrowers 
will become inevitable. This will be a body-blow for industry, already 

reeling under a perceptibly slowing economy. In such a situation, the 

banks are going to be hit by a double whammy – a sharp fall in the value 
of their bond portfolio and a significant rise in NPAs (non-performing 

assets) on the loan book! 

3. Whether the present set of measures will be enough or tougher action will 
be needed, only time will tell. However, having given a clear signal that an 

exchange rate above Rs 60 per $ is not acceptable, it will be difficult for 

RBI to concede defeat to market forces. We therefore continue to expect 
the RBI to succeed in stabilizing the rupee. RBI is probably hoping that 

this stability will give an impetus to greater equity flows, particularly from 

the foreign institutional investors (FIIs), which would supplement the FDI 
flows by multinational companies increasing stakes in their Indian 

subsidiaries. However, if the gamble fails, bear pressure on the rupee will 

resume, since the basic demand-supply gap created by the current account 
deficit remains. We recommend that corporate treasury managers should 

use out-of-the-money option contracts (i.e. where the strike rate under the 

option contract is worse than the forward rate) for hedging dollar 
exposures, both payables and receivables.  

4. On the international front, mixed data on the US economic front has 

convinced the currency markets that no decision on QE3 is imminent. 
Although the euro and the British pound are close to our ceilings, we are 

not yet changing our forecasted ranges for the US dollar against any of the 

major currencies, as follows: 
JPY 95 – 107 per $,  

$ 1.22 – 1.34 per EUR, and  

$ 1.43 – 1.55 per GBP. 
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