
 
 

INDIA ROUND-UP 

 

USDINR: There is a mild risk-off across Asia but USD is trading marginally lower against most currencies. USDINR 

may open lower, around 74.20 levels on August futures. Trend remains downward. Momentum is with the USD 

bears as long as front month futures is not managing to close above 74.70 levels. Therefore, a counter trend 

bounce towards 74.50/60 zone can used to sell into with stop above 74.70 levels. Major support is near 73.70/80 

zone on front month futures.  
 

 
 

GLOBAL ROUND-UP 

 

EUR: German IFO Business Climates rose to 92.6 in August, up from 90.5, above expectation of 92.0, which 

helped Euro recover.  Over the near term, EURINR may once again test the support cluster between 87.20/50 

zone. Buy as long as the pair holds 87.00 levels. But exit longs if it trades below 87.00. EURUSD remains a buy 

on decline with a stop below 1.1680 levels for a target of 1.1950/1.2000. 

 
 

 
 

GBP: As long as sustains above 96.50, it can be bought on decline but exit longs below 96.50. GBPUSD remains 

a buy on decline with a stop below 1.2960 for a target of 1.32/1.3250. 

 

 
 

 

JPY:  JPYINR is a buy near 69.60/70 zone for a target of 70.40/60 zone on August futures. Exit long positions if it 

sustains below 69.50. 

 

 
 

MACRO VIEW: 

RBI annual report confirmed what I have writing over the past two months, that thanks to significant accretion 

to foreign currency assets and devaluation of Rupee against US Dollar and Gold, revaluation gains will boost 

central banks’ economic capital. Economic capital is estimated to have increased from 24% to 27%. I also said 

that the talk that was going around in the market circles a few months back, that RBI cannot allow Rupee to 

appreciate as it will cause economic capital to fall below threshold defined by Bimal Jalan Committee report 

was flawed. Let me elaborate with some numbers. Currently, the FX assets with RBI is around $491 billion. If I 

consider a 65%-35% ratio for $ assets to non $ assets, around $320 billion is the RBI’s holding of $ assets. I 

assume that USD will fall sharply from here between now and March 2021, by around 5%-6%, and that decline 

is uniform across all major pairs including the Rupee (this is not a forecast of USD trend but an input of scenario 

analysis). In that case, USDINR will be near 70.50 before March end. RBI is estimated to have over 27% of balance 

sheet as economic capital. Even if RBI prepares its FY21 balance sheet with USDINR at 70.50, its economic capital 

will be around 24%, well within the range defined by the BJC report, of 20% to 24.5%. Therefore, it is not 
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appropriate to say that RBI will not let Rupee appreciate against USD as it will lower economic capital below the 

range. However, there is an area of problem.  

My assessment was and still is, that it will be the “realised equity”, defined by BJC report, as equity share 

capital and retained earnings, will be the area of concern for RBI. A significant jump in balance sheet via 

accretion of low yielding foreign currency assets would require RBI to drain a sizable chunk of its income via 

provisions to keep the realised equity above 5.5% of balance sheet, the minimum required threshold. 

In FY21, RBI has 9 month as the account closing will be on March 2021, instead of June 2021. WSS report suggests 

that size of RBI’s balance sheet has increased by nearly 3% in less than two months of FY21 (July’20 to March’21). 

Extrapolating the rate of growth to full year gives us a probable increase of nearly 13%. The bulk of the increase 

in balance sheet may have occurred due to $9-$10 billion of buying in spot market. If we assume that USD will 

remain soft for the rest of FY21 and that will require RBI to intervene in spot to support USDINR and also engage 

in open market operations to prevent bond yields from flaring up, then the % increase in the size of balance 

sheet can exceed 13/14%. It is to be noted that, for every  2% increase in balance sheet size, which is roughly 

INR 1.06 lakh crore, RBI needs to provide for nearly INR 6000 crore as provision to shore up the realised equity. 

This comes from the dividend payable to the government and hence reduces earnings from GoI from RBI. 

When RBI expands balance sheet, it increases reserves in the banking system. RBI can increase their balance 

sheet size either by accumulation of foreign currency assets and gold or via buying of INR bonds. Currently, 

banking system is parking well over INR 6 lakh crore under the reverse repo window of RBI. RBI is paying 335 

bps on that balance. If RBI expands balance sheet further, in such a surplus INR liquidity environment, the 

incremental liquidity is likely flow back to RBI by way of increase in reverse repo deposits. This will increase 

interest charge of RBI, reducing its income for FY21. If RBI purchases foreign currency securities or gold, it earns 

almost no yields on that and therefore the net cost on those or net yields become negative 335 bps. On the 

other hand, if RBI buys rupee securities, it can earn much more than 335 bps it pays on reverse repo and hence 

shore up its income for FY21 and protect the dividend payment to government.  

There is another angle to this play. With RBI still preferring to conduct operation twist instead of direct OMOs, 

is a sign that RBI is worried with the high levels of Rupee liquidity. The discomfort for RBI stems from two areas. 

First one is the exit plan from this surplus once economy picks up next financial year and second is CPI sustaining 

above 6% mark. If RBI is not comfortable adding to pool of INR liquidity, then the last thing it should do is buy 

USD on the spot market. Between the forex and bond market, it is the latter which needs RBI more than former. 

Therefore, whatever addition to INR liquidity has to be done, needs to done to support the bond prices and USD 

value. This means, RBI may stick with forwards in USDINR, than spot. 

Forward premium has hardened over the month of August, partly due to yields hardening but also could be 

due to RBI buying USD via forwards. I have argued this before that when RBI intervenes via forwards, the impact 

on USDINR value is less than when do so via spot. Speculators and exporters looking to hedge based on PP limit 

can overwhelm the demand generated by RBI, which is not the case when it is demand created via spot. This 

was one of the major reasoning why I turned bullish on Rupee against USD, way back in June, when the spot 

was trading around 76.00. My view remains same, as long as global USD trend remains downward. 

 

MAJOR ECONOMIC DATA TO WATCH: 

 

• US Durable Goods Orders @ 6:00 pm IST. Important for USD. 

 

 

 



PRICE ACTION ANALYTICS: 
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