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FOREIGN EXCHANGE INSIGHT

USD/INR: Tech shares suffered the worst in last night’s sell-off in US markets. Nasdaq was down nearly 5%. Asia

is seeing a follow through, with major indices down between 1% and 3%. A risk off day to start with. Positive for

USD. Meltdown in equity markets have not translated into broad gains for the USD. If the current sell-off in equity

triggers sell-off in EM currencies against USD, bullion and commodities, then the short covering up move in USD

can become explosive. A standalone decline in equities does not hold that significance for other markets. Gauge

of India’s services sector, services PMI, saw a pick-up in August. PMI index rose from 34.2 to 41.8, highest level

since March, but still below 50, which separates expansion from contraction. Demand conditions have improved

but disruption to businesses continue. USDINR Sept futures may open flat, around 73.65 levels.  Intra-day mo-

mentum will be dictated by direction USD against majors and on whether equity sell-off gathers pace or not. An

upward corrective rally is underway. It may test 73.85/92 levels, if the short covering force persists. However,

sell on rise but with stop above 74.10 on a closing basis. Target 72.50/70 zone as a key support.

EUR: Rising cases of COVID and deterioration in economic data from Eurozone, at a time when economic momen-

tum has improved in US and also crowded longs are hurting EURUSD. But as the uptrend remains intact, I will

continue to look for buying opportunities on dip near 1.1750/1.1800 zone with stop below 1.1690 levels.

GBP: Corrective decline is underway. Look for buying opportunities. Support near 1.3150/1.3200 zone. My long

view has a stop loss below 1.3050 levels.

JPY: Sell on rise is advised but with stop above 70.00 on September futures. Above 70.00, bias turns neutral.

MACRO VIEW

The decline in equity markets last night was quite dramatic but that is how vulnerable markets are to shifts in

sentiments. This is not the first time, world economy is facing contraction but it probably is the first time, that

a time when world economy is facing synchronised recession, global equity markets are trading close to their all

time highs if not already at a fresh all time high. A co-ordinated monetary easing and fiscal pump priming

around the globe has done the trick. However, this has created a risk taking environment with some nasty air

pockets.

Covid impact, risk of corporate delinquencies, consumer stress, bloated government deficits and surging bal-

ance sheets of central banks, we  have it all. Now add a sprinkling of geopolitical turmoil to this broth and we

have a petri dish of volatility inducing factors. We should not forget the US elections, which is due In November.

This event has the potential to compound volatility in markets.

At a time like this, we would advise folks to stay away from opting for point estimates or point forecasts. Rather

one needs to focus on a three step process: (i) create a super set of factors that can impact the markets (ii) per-

form scenario analysis to create subsets of impactful scenarios (iii) perform senstivity analysis of each of these

scenarios on the markets. Risk assets like equity, is probably focussing on how growth will revive during the mid

to second half of 2021, once the COVID fades. A possible V-shaped recovery is being priced as lockdowns are

completely removed and a cocktail of fiscal stimulus and monetary support revives demand in the global

economy. This priviledge of ignoring near term extreme pain and focussing on medium to long term recovery is

coming from the easy money environment. However, this path is going to see sudden reversal in sentiments too.
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