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NEWS 

1. The US$, had a mixed response against its major international trading 

partners during the week. It strengthened the most (by 0.8%) against the 

Euro, followed by 0.75% against the Danish Krona, by 0.48% against the 

Swiss Franc and by 0.13% against the Japanese Yen. It weakened the most 

against the Canadian $ (0.6%), followed by 0.24% against Australian $, 

0.16% against the Pound and by 0.03% against the Singapore $ (0.03%). 

2. The US second quarter GDP growth rate was revised from an earlier 

estimate of 4% to 4.2% on an annualized basis. Significantly, the change 

was not driven by actual spending but by Capex growth, which increased 

from 0.3% in QI to 1.25% in QII. This augurs well for future growth in the 

economy. Meanwhile, jobless claims data remained largely stable at 

298,000 by the close of the week.  

3. In Britain, there has been a spate of good news on the economy. Business 

prospects for retailers moved to a 12-year high, a claim supported by sales 

data for August, as 51% of businesses reported higher than expected sales 

volumes during the month. The annual figure for UK’s GDP growth rate 

has been upgraded to 3.2% from 3.1%. The Bank of England has 

maintained that it expected the unemployment rate to drop below 6% by 

the end of 2014, after falling to 6.4% by the end of the first quarter. 

4. Inflation in the Euro zone dropped in August, to a fresh five-year low. 

Consumer prices increased by a mere 0.3% over the year as against a 0.4% 

growth witnessed in July. This was the slowest uptick seen since October 

2009. The lower than anticipated inflation numbers are bound to exert 

some pressure on the European Central Bank, which has been fighting to 

stave off deflation. However, having already cut interest rates below zero, 

the central bank is not expected to be jolted into further action during its 

upcoming meet on September 4. The unemployment rate held steady at 

11.5% in July, with the number of jobless people at 18.4 million. 
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Meanwhile, Germany, the largest economy of the region, reported the 

biggest monthly fall (by 1.4%) in retail sales in over 30 months. 

5. Amidst all the data releasing from Japan this week, there wasn’t much to 

cheer about. Jobless rate unexpectedly rose to 3.8% (the highest level since 

Nov’13) and household spending collapsed to 5.9%, showing no signs of 

recovery after the consumption tax increase of April. Industrial production 

rebounded by a meager 0.2%. According to a separate announcement, 

inflation-adjusted household income fell 6.2% in July over the year, 

marking the tenth consecutive month of slide and the longest since 2004. 

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

the range of Rs 60.36 – Rs 60.70 per $, ending the week with a loss of 3 

paise for the rupee to close at Rs 60.51 per $. The forward premium levels 

across maturities of 1-month, 3-month, 6-month and 12-month are 8.81%, 

8.37%, 8.45% and 8.18% respectively as against 8.74%, 8.43%, 8.49% 

and 7.74% in the previous week. 

VIEWS 

1. The Modi government has been presented with a unique opportunity vis-à-

vis the economy. India’s annualized GDP growth rate for the quarter 

ended June came in at 5.7% over the year, a two-year high. Growth for the 

corresponding quarter in FY’13 was 4.6%. While the farm sector grew by 

3.8%, the manufacturing sector expanded by 3.5% and services expanded 

by 6.8% over the quarter. These are early indications of the fact that 

economic growth could have indeed bottomed out in the previous fiscal 

year and if the development on the monsoon front does not disturb the 

inflationary landscape, we could be looking at better numbers going ahead.  

2. On the Balance of Payments front, the first quarter data for trade and 

services and the recent fall in international oil prices point to a possible 

halving of the current account deficit (CAD) to $ 16 bn for the current year 

and could push the level well below 1% of GDP. The rule-of-thumb is that 

a developing country should aim for a CAD of 1.2% of GDP in order to 
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attract external savings and promote future GDP growth. An investment 

boost could therefore be generated without worrying about the impact on 

the CAD, which at the macro level is equal to the difference between 

domestic savings and domestic investments.  

3. The sharp decline in oil prices abroad also represents a potential drop in 

our inflation rate. A $ 5 fall in the Brent oil price should lead to a cut of Rs 

1.50 per litre in the domestic price of petrol, and a corresponding reduction 

in the oil subsidy. Both of these should dampen inflationary expectations, 

both on the wholesale and consumer price indices. 

4. We continue to expect stability in the rupee-dollar exchange rate. One will 

have to wait and see if the central bank has shifted its intervention level 

from Rs 60.05-10 per $ to Rs 60.40-50 per $. In any case, given the 

continued high levels of forward premium, it would be prudent for 

exporters to hedge the bulk of their receivables. Importers should cover 

near-term exposures with forward contracts and use out-of-the-money 

option contracts for payables beyond one month. 

5. In the international forex markets, Fed Chairperson Yellen has 

acknowledged the fallibility of taking jobs data on their face value. The 

FOMC has time and again hinted at more “conclusive indications” of a 

growth pick-up before they step on the interest rate gas. While the inflation 

rate has been low, wage growth has been lower still, with only those in the 

80
th

 percentile seeing real wage gains. Meanwhile, the Euro remains under 

a bearish overhang as market participants expect some action from the 

ECB in terms of a monetary stimulus. The EUR has also been undermined 

by rising tensions in Ukraine and President Poroshenko has called the 

latest offensive a “de facto” incursion by Russia. 

6. We are revising our band for the Euro and consequently the British pound. 

The projected bands for non-USD currencies are as given below: 

$ 1.58 – 1.70 per GBP,  

$ 1.24 – 1.36 per EUR, and  

JPY 95 – 105 per $. 
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