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NEWS 

1. The Bank of Japan (BOJ) decided not to provide more monetary easing thereby pushing 

the Japanese yen to hit a fresh 18-month high and close at ¥106.35 per $. It was up by 

5.1% over the week. The US$ was down by almost 2% against major European 

currencies (Euro, Danish krone and the Swiss franc) followed by a 1.4% fall against the 

British pound.  However, the greenback strengthened 1.3% against the Australian $. 

2. The US Federal Reserve Board kept its benchmark interest rate unchanged and stated 

that “economic activity will expand at a moderate pace and labor market indicators will 

continue to strengthen”. In the first quarter of 2016, the US economy grew by 0.5%, the 

slowest pace in the last two years. It was down from 1.4% growth in the fourth quarter of 

2015. Meanwhile, in the week ending 22 April, the number of Americans who applied for 

unemployment benefits rose by 9,000 to 257,000, but initial claims continued to cling 

near a four-decade low. 

3. The euro area, the bloc of 19 countries that uses the euro expanded by 0.6% over the 

first three months of the year, compared with the previous quarter and equivalent to an 

annual rate of 2.2%. As per Eurostat's latest flash estimate, consumer prices in the single 

currency area fell by 0.2% in April. On a year-to-year basis core consumer prices grew by 

0.8%, against a previous reading of 1%. As per a separate release, the unemployment 

rate in the euro area fell in March to 10.2%, reaching its lowest level in nearly five years. 

Also, the number of jobless people decreased by 226,000 from February to March, 

reaching a total of 16.4 million. 

4. The Organization for Economic Cooperation and Development (OECD) joined the chorus 

saying Brexit would hit confidence and raise uncertainty. It estimates that GDP would be 

3% lower by 2020 than if the country remains in the 28-country bloc. Angel Gurria, OECD 

secretary general stated separately that “the UK is much stronger as a part of Europe 

and Europe is much stronger with the UK as a driving force. There is no upside for the 

UK in Brexit, only costs that can be avoided.” Interestingly, a group of British economists 

said that Britain would be richer (gross domestic product to be higher by 4% in next 10 

years) if they left the European Union.  

5. On the domestic interbank market, in a week shortened by a trading holiday the rupee-

dollar exchange rate traded in a range of ` 66.28 - 66.84 per $, with the rupee ending the 

week with a same gain last week’s 16 paise to close at ` 66.33 per $. The premium 

levels were at 7.15%, 6.90%, 6.60% and 6.15% p.a. for standard maturities of 1, 3, 6 and 

12 respectively. India's foreign exchange reserves increased by $1.35 billion to yet 

another record high of $361.60 billion. The FIIs have invested $ 1.3 bn and $ 1 bn in 

equity and debt market respectively during 2016. 
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VIEWS 

1. We have consistently maintained that there is a close relationship, if not correlation, 

between India’s trade and current account deficits and the rupee’s exchange rate in terms 

of the REER (real, i.e. inflation-adjusted, effective, i.e. trade-weighted, exchange rate) 

index. There have been periods of rupee stability in nominal terms, often undertaken in 

order to keep the domestic inflation rate under control – it is to the credit of the central 

bank and its political masters in government that no such move has been seen in the last 

couple of years. However, this false sense of rupee stability / strength, and its 

consequential appreciation in real terms, has inevitably resulted in a widening of the 

current account deficit. This in turn has led to a sharp rupee fall – we have already 

witnessed this twice in the last decade alone, in 2008-09 and again in 2013-14.  

2. On the other hand, whenever there has been a correction in the exchange rate bringing it 

back to its “neutral” level, a recovery in the CAD has followed. The sharp fall in the CAD 

from $ 88 bn in 2012-13 to $ 32 bn in 2013-14 was a reaction to the correction in the 

rupee’s overvaluation during the preceding year, no doubt aided by the massive tumble in 

international oil prices. Since the rupee’s subsequent decline has ensured that it has 

remained within its neutral territory, the progress in the CAD has also continued – from $ 

27 bn in 2014-15, one can expect a further improvement to $ 15-20 bn in 2015-16. Now 

that international commodity prices have shown some signs of steadying at higher levels, 

it will be interesting to see what impact this development will have on our trade and 

current account deficits. 

3. Meanwhile, the Baltic Dry index, which is a measure of global shipping freight rates (and 

an early indicator of global trade volumes), has more than doubled in the last couple of 

months, albeit from a 30-year record low in February 2016. The Bank of Japan has now 

joined the US Federal Reserve Board in indicating to the financial markets that the 

balance is slowly shifting from worries about growth to concerns about inflation. One 

should expect greater volatility not only in currencies but also in the stock and bond 

markets in the summer months. 

4. It would be prudent to use any bouts of rupee appreciation to hedge near-term (say, next 

two months) payables. Exporters are advised to wait for better levels – a spot rate above 

at least Rs 66.75 per $ -- before covering receivables.  

5. On the international front, the euro has crossed the barrier of $ 1.14 per EUR – an 

important resistance level for chartists, and this could well lead to more strength for the 

common currency. We are changing our forecasted ranges for the British pound, but not 

yet the euro or the Japanese yen, as follows: 

$ 1.06 – 1.18 per EUR,  

JPY 103 – 115 per $ and 

$1.38 – 1.50 per GBP.  
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USD GBP

GBP EUR

EUR JPY

JPY CNY

CNY CHF

CHF DKK

DKK CAD

CAD AUD

AUD SGD

SGD PKR

Month-end 3-MONTH CURRENCY OPTIONS*

May-16

Jun-16

Jul-16 Call Put

Aug-16 3.35 1.45

Sep-16 2.25 2.50

Oct-16 1.40 3.50

Nov-16

Dec-16

Jan-17

Feb-17 Call Put

Mar-17 4.00 3.75

Apr-17 3.00 4.80

2.30 6.00

`/USD
Call Put

INR/USD CURRENCY OPTIONS* 1.60 3.50

2.45 2.50
Strike Call Put 3.50 1.70

66.25 -- 25

66.50 -- 36

66.75 -- 45

67.00 40 --

67.25 30 --

67.50 16 -- 1-Month 3-Month 6-Month 12-Month

USD 0.44 0.64 0.91 1.23

EUR 0.35 0.27 0.16 0.03

Strike Call Put GBP 0.51 0.59 0.74 1.03

66.50 -- 55 JPY 0.06 0.02 0.00 0.10

67.00 -- 75 CHF 0.78 0.73 0.65 0.52

67.50 -- 100

67.75 90 --

68.25 70 -- 2-Year 3-Year 5-Year 10-Year

68.50 60 -- USD 0.92 1.03 1.26 1.70

EUR 0.12 0.08 0.09 0.67

GBP 0.87 0.97 1.14 1.55

JPY 0.09 0.10 0.04 0.16
CHF 0.69 0.65 0.51 0.08

2-Year 10-Year

GOI BOND 7.16 7.44

INTEREST RATE SWAPS

2-Year 5-Year 46.00 DJIA 17,774

OIS 6.58 6.71 1,293 FTSE 6,310
MIFOR 6.76 6.90 5,044 DAX 10,373

1,672 NIKKEI 16,666

Information herein is believed to be reliable, but
AVRCPL & RTC does not warrant its completeness or accuracy * indicative only # for payables Negative

Strike

104.00

106.00

108.00

Option on GBP 1, price in US cents

Strike

1.44

1.46

1.48

Option on JPY 100, price in US cents

1.15

1.17

6.20

6.34

6.64

6.70

6.27

6.90

6.16

6.76

2-Year

CURRENCY SWAPS

5-Year

COMMODITIES
OTHER MARKETS

5-Year

7.46

EQUITY INDICES

1-mth Option on USD 1, price in paise

INTEREST RATE MARKETS

3-mth Option on USD 1, price in paise

INTEREST RATE MARKETS

OFFSHORE CURRENCY

Premium % p.a.

67.07

66.70

Aluminium ($/ton)

Gold ($/ounce)
Copper ($/ton)

INTEREST RATE SWAPS

Crude Oil ($/barrel)

1.1460

67.41

7.17

68.14

68.46

6.83

70.38

96.94

6.13

76.01 106.35

SPOT EXCHANGE RATES

`/Currency

DOMESTIC MARKETS

FOREIGN EXCHANGE MARKETS

INTERNATIONAL MARKETS

FOREIGN EXCHANGE MARKETS

SPOT EXCHANGE RATES

Against USD

66.33

68.82

`/USD

1.4615

1.3435

0.7610

1.2550

6.5010

0.9600

6.4740

70.03

10.25

69.09

10.20

52.85

50.48

67.79

49.37

6.49

69.44

0.6237

69.72

69.12

Option on EUR 1, price in US cents

Strike

1.13

104.90

FORWARD EXCHANGE RATES*#

6.57

6.97
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