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NEWS 

1. On the international foreign exchange markets, the US dollar largely strengthened against 

its major international trading partners, weakening only against the Pound (by 0.7%) and the 

Australian $ by 0.4%. It strengthened the most (0.4% each) against the Canadian $ and the 

Swiss franc, by 0.1% each against the Japanese Yen and the Singapore $. It hardly moved 

against the Euro and the Danish krona over the week. 

2. Despite repeated interventions by the central bank, the Russian Ruble continued its slide 

through the week (see graph). Its downward spiral has been exacerbated by the oil price fall 

and perniciously high inflation. On Tuesday, the Ruble hit 60 per $, the lowest level in more 

than four months. Since mid-May, the Russian central bank has been buying $200 million a 

day in an attempt to shore up its foreign currency reserves, but the move has undermined its 

efforts of keeping the Ruble stable/strong vis-à-vis the US dollar. 

3. The US second quarter GDP growth rate came in at a robust annualized 2.3%, after a dismal 

first quarter performance. Much of the improvement has come on the back of an 

improvement in the trade balance, helped by increased exports. Besides, there was a 

revision in the previous quarter’s GDP growth figure, and it was restated from the earlier 

reported 0.2% contraction to a 0.6% expansion. Separately, applications for jobless aid rose 

12,000 to a seasonally adjusted 267,000 and the number of people receiving benefits rose 

46,000 to 2.26 million.  

4. Japan’s industrial production increased in June by 0.8% over the previous month, when it 

had dropped 2.1%. However, the pickup in output does not seem to convince a lot of people 

that recovery is anywhere round the corner. Volume of car shipments to China, the 

country’s largest trading partner, fell 2.5% in June over the year, marking the fifth 

consecutive month of decline. Separately, retail sales rose 0.9% annually in June but the 

pace of growth slowed for the second straight month. The Bank of Japanexpects a 

tightening labor market to lead to more wage gains and hence a spike in consumption. 

However, rising food and grocery prices remain a major threat to this assumption. 

5. The British economy grew by 0.7% in the three months to June, higher than the 0.4% 

recorded in the first quarter. The figures suggest an over-reliance on domestic demand with 

businesses and financial services (which grew by 0.7%) leading the recovery and factory 

output shrinking (by 0.3%). In the year-to-June, economic output rose by 2.6% and output 

per head returned to its pre-crisis level.    

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

63.82-64.21 per $ and the rupee ended the week with a loss of 9 paise to close at Rs 64.14 

per $. The forward premia levels across maturities of 1-month, 3-month, 6-month and 12-

month stood at 7.23%, 7%, 7% and 6.9% p.a. respectively. RBI’s foreign exchange reserves 

for the week ended July 24 stood at $354 billion, an increase of $322 million from the 

previous week. 



 

July 31, 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. In the Indian forex markets, the narrative hasn’t changed much. The rupee has tended to 

revert to the Rs 63.90 per $ or thereabout levels despite significant churning in the 

international markets. Risks however remain of a continued industrial slowdown. The 

corporate results season is underway and earnings data are not expected to inspire 

confidence. Even though India and America are currently weighing diametrically opposite 

monetary policies, the remedy for their growth slowdown is unsurprisingly congruent; they 

both need increased fiscal spending (far greater in India’s case).A nagging concern seems to 

be the possibility of China engineering Yuan’s depreciation. However, since it is looking to 

get the currency into the IMF’s SDR basket later this year, these apprehensions may not be 

realized. At any rate, if the Indian political establishment is singularly focused on an export-

driven growth, they may have to look beyond the blinkers.  

2. There is no change in our risk management advice. We are of the opinion that the current 

forward premia levels are too attractive to let go in anticipation of further weakness in the 

rupee. The daily loss of premium could be more than the gain realized by way of a weaker 

rupee. Importers must continue to leave their medium and long-term payables un-hedged and 

use only OTMF call options to cover their immediate liabilities. Alternatively, they could 

use a stop-loss strategy.  

3. With the RBI’s upcoming monetary policy meeting in August expected to be a non-event, 

attention is now focused on September’s FOMC meeting. Developed economies faced with 

the prospect of improving fundamentals, are also grappling with a strengthening currency. In 

this predicament, the US is now joined by Britain and Switzerland. The latter of course has 

held its benchmark rates in the negative territory for quite some time now, but is unsure how 

much longer this can go on. The coming months are likely to witness increased deliberations 

amongst developed country policy makers about the growth-interest rate trade off and could 

mark a significant shift in the portfolio composition of large investors. Up till now, the 

beggar-they-neighbor approach of weakening the domestic currency to prop up external 

demand has not given the desired results (including in the case of Japan) and central banks 

are wary of asset price imbalances, especially after the Chinese stock episode. In a recently 

concluded meeting of the US Fed, Governor Yellen remarked, “In my opinion, equities in 

the US look considerably stretched.” 

4. An improvement in the US trade balance (see graph) would have assuaged concerns about 

the impact of a strong dollar on the American economy. This is a favorable development for 

the central bank as it is widely expected to announce a rate hike in September. The jury is 

still out on whether it will be by 10 or 25 basis points (interestingly, if it turns out to be the 

former, it will be the first time that any rate change is not divisible by 25!). While some 

strength in the dollar going forward cannot be ruled out, 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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