
 
 

INDIA ROUND-UP 

 

USDINR: Japan's economy shrank 7.8% in April-June from the preceding quarter, biggest drop since 1955. This 

news has had a marginally negative impact on Japanese equity but broader risk trends in Asia remains positive. 

Asian currencies are on the bid against the Greenback and that should help Rupee to strengthen, possibly 

towards 74.85/90 levels on August futures. As long as RBI continues to mop up the dollar inflows, volatility will 

remain low. Sell on rise is advised but above 75.00 levels on August futures, preferably between 75.10/30 zone 

but with a stop above 75.50 levels on a closing basis. Option sellers can continue to look at income generating 

strategies from the low volatile environment. 

 

 
 

GLOBAL ROUND-UP 

 

EUR: EURUSD is showing signs that it may challenge its recent highs above 1.19 handle. It is currently in a 

consolidation mode after a strong run up over the last month. I continue to be bullish on the pair and advise 

buying the decline with a stop below 1.1680 on a closing basis. EURINR too remains a buy but maintain stop 

below 87.50 levels. 
 

 
 

GBP: GBPUSD is finding supply between 1.3150/1.3200 zone. However, as long as the pair is not breaking down 

below 1.2960, bias remains upward. Therefore, buy on decline remains the trade. Nevertheless, if the pair breaks 

down below 1.2960, it will be a time to exit long positions, as the pair can then test 1.2800/1.2830 zone. GBPINR 

also remains a buy on decline. 

 

 

 

JPY:  JPYINR remains a buy on decline as long as the pair is not closing below 69.80 on August futures. 

Nevertheless, if the pair closes below 69.80, exit long positions as then the pair can fall towards 69.50 and even 

68.90 levels.   

 

 

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2

USDINR 74.85          74.70          75.10                75.30                

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2

EURINR 88.50          88.00          89.00                89.40                

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2

GBPINR 97.80          97.40          98.50                98.90                

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2

JPYINR 70.00          69.80          70.40                70.80                



MACRO VIEW: 

 

Second half of FY21 is upon us and I am seeing some interesting trends in the money market and USIDNR which 

is worth mentioning. 

 

• Bond market: There is strain visible at the long end of the government debt. Last Friday, of the INR 

18,000-crore worth of the new benchmark 10-year paper that was offered, bonds worth nearly INR 

4,650 crore remained unsold. Banks holdings of government bonds have increased significantly, 

well and above the SLR limit but unless RBI can allow an increase in the HTM limit and also 

announce large scale OMOs, incremental demand for long term bonds may decline. With CPI 

inflation threatening to remain well above the 2%-6% corridor for almost 3 quarters in a row, there 

is little scope for RBI to lower interest rates. At the same time, supply of GOIsecs will rise as 

government has to finance a ballooning fiscal hole. This cocktail of negative real yields across the 

curve, little hope of further rate cut and higher supply of GOIsecs can steepen the yield curve 

significantly unless RBI steps in soon. There is a possibility that RBI may step in, once they see yields 

threatening to rise past 6.25%/6.40%, levels where it had conducted operation twist previously. 

 

• Real yield picture: Current: India 5 year tenor = negative 170 bps, US 5 year tenor = negative 125 

bps. India- US = negative 45 bps. Not a comforting picture for carry traders. Though foreign carry 

traders earn nominal yields and pay real yields in their home country and hence what should 

matter are nominal yield spread between India and US, which is comfortably large, but they do 

keep an eye on real yields. Why? As carry traders are always in the lookout for any threat to their 

long Rupee and short USD trade. If inflation consistently outstrips nominal yields in India, it can 

make Rupee vulnerable once the capital flows reverse from towards EMs to away from EMs. 

Therefore, positive real rates are like the "Ozone layer", a necessary protection.  

 

However, carry traders are still not moving away from Rupee, why?  

 

Three possible reasons: 

 

I. Weak USD and higher commodity prices, ensuring money flow into EMs and India. That keeps the risk 

away for the time being. 

 

II. Thanks to huge FX reserve. Large FX reserve provides comfort to carry traders, that RBI has firepower 

to quell downside volatility in Rupee.  

 

III. The accumulation of these large reserves has already made Rupee undervalued in nominal terms against 

its peers. This offers comfort again. 

 

Therefore, volatility may increase in bond market and which in turn may increase the volatility in the USDINR 

too. Both these markets have seen simultaneous decline in the realised volatility. In case the yield curve steepens 

due to sharp rise in the long term yields, it may be negative for Rupee against USD but for reasons mentioned 

above, that weakness in Rupee may not last. However, if RBI becomes a major buyer of bonds, they may pivot 

away from aggressively buying US Dollar to prevent its balance sheet from ballooning too fast, which may 

significantly eat into FY21 dividends payable to government due to higher provisions for realised equity. 

Therefore, carry traders can wait for USDINR to spike, possibly into the 75.50/76.00 zone, to enter into fresh 

positional shorts. 

 

 

MAJOR ECONOMIC DATA TO WATCH: 
 

• US Empire State Manufacturing Index @ 6:00 pm IST. Important for USD. 

 

 

 

 

 



PRICE ACTION ANALYTICS: 
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