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NEWS 

1. The US$ strengthened this week against most of its international trading 

partners. Its highest rise was by 1.4% against the Australian $, followed by 

1.2% each against the Euro and the Danish Kroner. It also strengthened by 
0.8% against the Swiss Franc and by 0.4% each against the British Pound 

and the Canadian $. However, it ended the week down by 0.6% against the 

Japanese Yen and by 0.3% against the Singapore $.  

2. The U.S. economy entered the second half of the year on firmer footing 

than previously estimated. Strong exports, improved business investment 

and solid consumer spending helped U.S. GDP grow at a 2.5% rate in the 
second quarter. That marked a significant improvement both from the first 

three months of the year, when the economy grew at a 1.1% annual rate, 

and from the preliminary estimate of second-quarter growth of 1.7%. The 
latest report means U.S. per capita economic output has returned to the 

pre-crisis peak it reached in late 2007 -- four years after the end of the 

recession. However, a paltry increase of 0.1% in consumer spending in 
July showed the U.S. economy starting the second half of the year on a 

bumpy path. This is the weakest rise since April. Besides, the consumer 

sentiment index fell to 82.1, down three points from July, but still well 
above last August's 74.3 level. 

3. British consumer confidence perked up in July and house prices rose, 

adding to evidence the U.K. economy is picking up steam. U.K.’s GDP 
expanded at an annualized rate of 2.9% in the second quarter, buoyed by 

exports and consumer spending. 

4. Germany's business confidence index increased for the fourth consecutive 
month, to 107.5 in August from 106.2 in July, hitting its highest level since 

April 2012. In Italy, business sentiment rose to its highest level since July 

2012. The Italian business confidence index jumped to 82.2 in August 
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from 79.8 last month, while the French business confidence index 
increased to 98 from 95. 

5. Japan's consumer prices rose by 0.7% in July, the sharpest pace in over 

four and a half years. The July jobless rate dipped to 3.8% from 3.9% a 
month ago, and the jobs-to-applicants ratio (a measure of how many jobs 

are available per job seeker) rose to 0.94, the highest level since May 

2008. The industrial production data showed a rise of 3.2% on a month-
over-month basis in July. 

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

a range of `63.64 – `68.85 per $, ending the week with a loss of 250 paise 

for the rupee at `65.71 per $. The forward premium levels are at 10.7%, 

9.3%, 8.1% and 6.8% from the preceding week-end levels of 10.3%, 9.3%, 
8.3% and 7.0% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. Has the Reserve Bank of India succeeded in turning the tide against the 
rupee? One would be tempted to think so, considering the market reaction 

in the second half of the week – after scaling a record high of Rs 68.85 per 
$, the US$ retraced all the sharp gains registered in the first half. The next 

week is crucial, not only because of a change of guard at the top of RBI 

but also because there will be a real test of the measure introducing buy-
sell swaps with three main oil marketing companies (OMCs) – IOC, 

HPCL and BPCL. RBI has arranged to sell US$ to the OMCs on a spot 

basis at the RBI reference rate with a simultaneous buyback of the dollars 
after one / three months at a forward rate equal to the spot + premium. 

Both the quantum of dollars that RBI would sell and the period for which 

the buy-sell swap will be undertaken will be determined by RBI based on 
market conditions from time-to-time.  

2. Considering the total purchase of US$ by the three OMCs, this could be 

even larger than the weekly current account gap. It therefore has the 
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potential to alter the demand-supply gap significantly. While the measure 
does reduce immediate demand for dollars from the market, it actually 

merely postpones the demand to a later date. Clearly, this is being done in 

the hope that capital inflows will improve once the rupee-dollar exchange 
rate stabilizes, thereby allowing that future demand to be met by adequate 

dollar supplies.  

3. No doubt, this is a gamble, presuming that the foreign investors are not so 
much worried about the state of the economy but are spooked by the 

seemingly bottomless pit into which the rupee was sinking. If it results in a 

sustained bout of rupee strength, not just foreign investors but also 
exporters sitting on the sidelines for the last couple of months (especially 

after the exchange rate crossed Rs 62 per $) could become keen to join the 

bandwagon. Meanwhile, the threat of an imminent military strike on Syria 
by the U.S. has receded for the time being, with the US President seeking 

the approval of Congress which is due to convene on September 9). If 

international oil prices decline it would give us some respite on both the 
current account and inflation fronts. 

4. Our advice in such volatile times remains unchanged. Corporate treasury 

managers should prefer using out-of-the-money option contracts for 
hedging both payables and receivables. Indeed, as some exporters have 

now realized, deep in-the-money option contracts (where one can lock into 

a minimum realization equal to the forward rate) are better than forward 
contracts. If there is a sharp rupee fall, the MTM loss is restricted to the 

option premium paid, and if it is sustained until maturity could even result 

in an improved net realization. 

5. On the international front, we are not amending our forecasted ranges for 

the US dollar against the major currencies, as follows: 

JPY 91 – 101 per $,  

$ 1.28 – 1.38 per EUR, and  

$ 1.50 – 1.60 per GBP.  
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