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NEWS 

1. On the international foreign exchange markets, the US dollar strengthened across the board 

this week with the exception of the Australian Dollar. It gained the most (3.85%) against the 

Yen, by 1.15% each against the Euro, Swiss Franc and Danish Krona, by 0.8% against the 

Singapore $ and by 0.6% against the Pound. It weakened marginally by 0.06% against the 

Australian $.  

2. The US economy grew by an annualized rate of 3.5% during the third quarter of 2014, as 

the US Federal Reserve Board brought down the curtains on QE3 (the quantitative easing 

program). This follows a 4.6% annualized GDP growth witnessed during the preceding 

quarter. Economic activity in the third quarter was mainly driven by business investments, 

exports (which increased by 11%, far outpacing imports which shrank by 1.7%) and the 

biggest jump in military spending in about five years. Consumer spending, which accounts 

for nearly 70% of the country’s output, grew by 1.8% on the year.  

3. The Bank of England announced that banks would have to maintain a minimum level of 

4.05% as the leverage ratio, gradually increasing to 4.95% (more the ratio, lesser the 

leverage), effectively joining the US in demanding that banks maintain a minimum of core 

(equity) capital without weighting loans for riskiness. Banks have until 2019 to meet this 

standard. The Basel Committee on banking supervision stipulates a minimum leverage ratio 

of 3%. The announcement comes almost a week after the ECB announced the results of the 

stress tests conducted on 130 banks in the Euro zone. 

4. In possibly the biggest announcement of the week, the Bank of Japan announced an 

unprecedented expansion of its monetary stimulus program, raising its annual target to JPY 

80 trillion ($724 billion). The earlier target was JPY 65 trillion. In the immediate aftermath 

of the announcement, the Yen dropped by 2.1% against the Dollar, touching a new 12-

month low of JPY 112 per USD in the intermediate. The move has come in the wake of 

projections indicating a failure to reach the inflation target of 2% in about two years’ time 

as well as a downward pressure on spending as a result of April’s sales tax increase. 

5. Bad loans at China’s largest banks rose at the fastest pace in seven years during the third 

quarter this year. The two biggest banks alone reported their biggest quarterly jump in bad 

loans with increases of 9% and 10% respectively. Data from the central bank indicate that 

lenders have trimmed credit to the housing sector and loans to home buyers and developers 

have fallen by 5% over the year. Earlier the government had announced that the country’s 

economy had expanded by 7.3% in the third quarter, down from 7.5% in the previous one. 

This also marked the slowest pace of quarterly growth in five years. 

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

61.18 – 61.54 per $, before ending the week with a gain of 8 paise for the rupee to close at 

Rs 61.37 per $. The forward premium levels across maturities of 1-month, 3-month, 6-

month and 12-month are at 7.25%, 7.68%, 7.88% and 7.46% p.a. as against 7.66%, 7.87%, 

7.89% and 6.91% respectively in the previous week.   
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VIEWS 

1. Although the Sensex continues to defy gravity, economic realities on the ground appear a 

tad bit more reluctant. Eight core industries (comprising 38% in the IIP) grew at 1.9% in 

September and major infrastructure sectors of coal, cement, steel and electricity posted 

significantly lower growth numbers than a year earlier. Meanwhile, the public sector OMCs 

have decided to pass on the benefits of lower fuel prices (and a largely stable Rupee) to 

consumers with a cut in both petrol and diesel prices. No doubt, the true test of the Modi 

government’s resolve on the bold gamble to opt for decontrol would be if and when the 

international oil price moves up, requiring a corresponding increase in domestic prices. 

While the timing of the decision to remove price control on diesel has proven to be 

fortunate for the government, it would be mindful of the opportunity presented by lower 

crude prices, to recover bits of other subsidies (like fertilizer). 

2. Importers have been enjoying the twin advantages of not only relative stability of the rupee-

dollar exchange rate over the past several months, but also the recent softening of the 

forward premium levels. This trend (also evident from the graph at the end of the CRMR), 

reinforces the view that exporters should use the current spot levels to book their 

receivables forward to take advantage of the premium. For a treasury manager with dollar 

receivables, the decision to leave an exposure open would be justified only if the rupee’s 

decline exceeds the forward premium. In general, this has rarely been the case for over a 

year now. Importers should consider only OTMF call options or alternatively leaving their 

near-term exposures open, while keeping a stop loss level.   

3. We give below a comparison of the month-end and average spot Rs/$ exchange rates for 

October 2014 with the forward rates available in earlier months: 

 Month-end Average 

 

 

  Spot (October 2014) 61.42 61.35 

1 Month Forward (September) 62.08 61.32 

2 Months Forward (August) 61.36 61.77 

3 Months Forward (July) 61.55 61.38 

4 Months Forward (June) 63.19 62.74 

5 Months Forward (May) 61.08 61.30 

6 Months Forward (April) 62.76 62.93 

12 Months Forward (Oct. 2013) 66.01 66.36 

4. In the international markets, gold hit a four-year low of $1170 per ounce before recovering 

a bit as the Fed announced an end to its bond buying program. BoJ’s surprise announcement 

pertaining to an expansion of its monetary base spurred the S&P 500 and BSE Sensex to 

new highs. We are keeping our ranges for the non-$ currencies unchanged, as follows: 

$ 1.53 – 1.65 per GBP,  

$ 1.20 – 1.32 per EUR, and  

JPY 103 – 115 per $. 



October 31, 2014 CRMR 
 

 

Offices: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  
 

 

Email id.: info@avrco.com                                                                                                   
 

 



October 31, 2014 CRMR 
 

 

Offices: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  
 

 

Email id.: info@avrco.com                                                                                                   
 

 

 


	NEWS
	VIEWS

