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NEWS 

1. In the international currency markets, the US dollar strengthened across the board against its 

major international trading partners. It gained the most (by 2% each) against the Pound and 

the Australian $, by 1.8% each against the Euro, the Swiss franc and the Danish krona, by 

0.3% against the Yen, by 0.1% against the Canadian $ and by 0.4% against the Singapore $. 

Currency markets around the globe were characterized by large intra-day movements, and 

countries with trade exposures to China bore the maximum brunt of the sell-off. 

2. US gross domestic product (GDP) grew at an annualized rate of 3.7%, much faster than the 

earlier estimate of 2.3%. Separately, new data showed that initial jobless claims declined 

slightly last week, to 271,000, remaining near a historically low level. Consumer spending 

in the second quarter grew 3.2% and investment in intellectual property (a proxy for growth 

in the software sector) grew 7.9%. The IMF has predicted that the US economy will grow 

by 2.5% in 2015. 

3. This week, the Peoples Bank of China injected most funds via open market operations in six 

months, in addition to cutting banks’ reserve ratios in a bid to prop up the exchange rate and 

arrest the stock market collapse. When markets closed on Monday, stocks were down 8.5%, 

the worst fall in eight years and the biggest possible decline given the current daily limits on 

price variation. The Communist Party’s mouthpiece declared August 24th as “Black 

Monday”. The pain however, extended beyond equities as emerging market currencies 

continued to be hammered (particularly the South African rand, Malaysian ringgit and Thai 

Baht), and Bloomberg’s broad index of 22 commodities hit the lowest level since 1999.  

4. Britain’s economy grew by 0.7% in the second quarter (up from 0.4% in the first), helped 

by a rise in exports and business investment. Exports jumped 3.9% on the quarter and 8.1% 

on the year, the biggest yearly rise since 2011. In an indication that economic recovery is 

turning out to be somewhat broad-based, business investment rose 3% and household 

spending grew by almost 1% on the quarter.  

5. The Swiss economy unexpectedly (and barely) avoided a recession in the second quarter as 

investments and private consumption helped the economy to recover, following a 

contraction of 0.2% in the previous quarter. Ever since the Swiss National Bank scrapped its 

currency ceiling, the country has been struggling, with the franc rising 11% and consumer 

prices plunging into negative territory. Although the balance of trade made a positive 

contribution to the GDP, it was more due to falling imports than an uptick in exports.  

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

65.86 - 66.76 per $ and the rupee ended the week with a loss of 30 paise to close at Rs 66.15 

per $. Forward premia for maturities of 1, 3, 6 and 12 months hardly changed over the 

previous week and stood at 6.7%, 6.8%, 6.7% and 6.6% respectively. RBI’s foreign 

exchange reserves for the week ended August 21 stood at $355 billion, up $900 million over 

the previous week. 



 

Aug 28, 2015 CRMR 
 

 

Office: 9, Sumer Kendra, Ground Floor, Pandurang Budhkar Marg, Behind Mahindra Towers, Worli, Mumbai – 400 018 

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

                                                                                               info@avrco.com                                        
 

VIEWS 

1. When frothy Chinese equities started falling earlier this year, it was welcomed by many as a 

sign that the bubble in stocks was finally being pricked. Although the ensuing manic sell-off 

was largely confined to stocks and commodities, PBoC’s Yuan devaluation ensured that 

currencies were engulfed too. Since then, double-digit movements have been common for 

South Asian and some East European currencies. Not until long ago, with the developed 

world barely growing and haunted with a specter of deflation, the onus of world growth fell 

upon emerging economies. With the recent carnage however, the responsibility of steering 

the global economy has shifted again towards the developed countries. This is ominous. 

Unconventional monetary policies adopted after the global financial crisis (GFC) and Euro 

crises allow little room to central banks have to boost their economies and an obsession for 

austerity has nipped the idea of fiscal support in the bud. 

2. India risks falling into the same trap and repeating the mistakes its Western counterparts 

committed after the GFC. This would mean an over-worked monetary policy and under-

utilized fiscal policy. With early symptoms of what many agree is a balance sheet recession, 

India needs to invest more in public infrastructure and not treat the 4% fiscal deficit limit as 

sacrosanct. The windfall gain from oil and base metal prices should give the government 

enough leeway in increasing plan expenditure. Notwithstanding recent events, a full-blown 

financial crisis looks unlikely, though some immediate pain is inevitable. The Chinese are a 

lot more dependent upon the property market than the stock market and the former is 

showing faint signs of stabilizing. Even so, when such a large trading country undertakes 

rebalancing, the rest of the world is bound to feel the jitters.  

3. The RBI in its annual report has highlighted monetary policy transmission (or lack thereof) 

as its major concern, aside from the distressed assets (NPAs) in the banking sector. The 

recent weakness in the rupee and a below par monsoon so far, could mean that an interest 

rate cut would once again get postponed. The central bank’s intervention in the currency 

markets has been token (if at all any) as evidenced by the virtually unchanged forex reserves. 

We maintain that in the short term, the rupee could see any level against the dollar, but the 

medium-term outlook is bullish for the rupee. Importers should cover their September-end 

payables but need not rush into buying dollars too far forward. For their medium to long-

term exposures, option contracts should be preferred. A stop-loss strategy is not advisable, as 

the corporate would run the risk of hitting the stop loss level frequently, owing to the high 

degree of intra-day volatility. India remains one of the rare bright spots in the global 

economy (more so after other BRICS nations are struggling to cope with economic 

slowdown) and in the long term, the Rs/$ exchange rate will be governed by domestic rather 

than international factors.  

4. The Euro has shown marked volatility in the past fortnight, first strengthening past $1.15 

level before paring some of its gains, as the US reported better than expected growth 

numbers. 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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