
 
 

INDIA ROUND-UP 
 
USDINR: Risk on mood prevails across Asian equity markets after US stocks clocked big gains overnight. Asian 
currencies are strengthening against the US Dollar. NDF is showing a flat open for USDINR July futures on NSE, 
around 75.70 levels. With a favourable outlook for Rupee coupled with risk-on mood across, USDINR will remain 
under pressure. How far it can pull higher will depend on the commitment of RBI to do so. Therefore, the pair 
remains a sell on rise, between 75.80/90 on July futures with stop above 76.00 levels on a closing basis. Strong 
support is between 75.45/50 levels. 
 

 
 

GLOBAL ROUND-UP 
 
Euro: EUR/USD saw a brief bump up yesterday from 1.1220 to 1.1290 but the rally fizzled out. It could be a 
quarter end adjustment move than a move out of real money buying. This kind of move much more evident in 
the EURGBP pair. As far as COVID-19 is concerned, southern and western states in US are seeing a fresh wave of 
infections and that is not only undermining risk sentiments but also keeping a lid on the US Dollar against Euro. 
EURUSD could be forming an interim base above 1.1150 levels and as long as the pair continues to respect that 
zone, buying on decline remains the trade. For EuroINR too, due to range bound nature of USDINR and limited 
downside on EURUSD, EURINR too may remain supported above 84.20/40 zone on July futures.  
 

 
 
GBP: No fresh triggers over here as traders await progress in the EU-UK trade talks. GBPUSD remains in a 
downtrend and risks a decline below 1.21 handle from 1.23 currently. GBPINR to is under selling pressure.  
 

  
 
JPY: A risk on mood is pulling JPYINR lower. The pair can fall further, towards 69.70/90 levels on July futures on 
NSE. Upside may remain capped around 70.60 levels. 
 

 

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2
USDINR 75.60          75.45          75.85                76.00                

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2
EURINR 85.00          84.70          85.60                86.00                

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2
GBPINR 93.00          92.40          93.50                94.00                

Futures SUPPORT 1 SUPPORT 2 RESISTANCE 1 RESISTANCE 2
JPYINR 69.90          69.60          70.60                71.00                



MACRO VIEW: 
 

 
 
RBI announced another round of operation twist, under which, it will sell short tenor government securities (T-
bills) and buy long dated government bonds. This is being done to flatten the yield curve or the spread between 
short term yields and long term yields. Currently the spread between 91-day treasury bill yield and 10-year 
government bond yield is around 261 bps, highest in nearly 10 years. 10 years back, bond market was ravaged 
by high inflation, negative real rates and currency crises but none of those factors are present today and hence 
such a high term premium is result of demand-supply mismatch and lack of effective communication from RBI 
and GoI. 
 
In the month of May, central government raised its borrowing needs from INR 7.8 lakh crore to INR 12 lakh crore 
and similarly state governments too are expected to borrow a much higher amount from markets than they did 
in FY20. Bulk of this higher borrowing is to plug the deep shortfall in tax revenues. In FY21, central government 
and state government together, would likely borrow close to 20 lakh crore and this borrowing projection faces 
upward risk as the COVID-19 impact on tax revenues and need for more fiscal push is still evolving.  
 
FPIs have been net sellers in the debt segment since November 2019, except for February. Therefore, funding 
of these borrowing program is dependent on the domestic players and therein lies the challenge. There is close 
to 7 lakh crore of excess liquidity in the banking system but most of it sloshing at the short end as it shuns 
duration risk. The result is a very high term premium. High term premium causes following problems: 

i) Impedes transmission of low repo rates into the economy as borrowers of medium to long term 
capital face punitive rates of interest. 
 

ii) Government, central and state, pay a high rate of interest than would have been the case if the 
yield curve was flat. This burdens the exchequer. 

 
iii) High term premium, prevents investors from realising significant capital gains on their investments 

in longer dated bonds and thereby, it lowers appetite for duration. 
 

The solution remains RBI’s OMOs. Considering the jump in consolidated borrowing needs of centre and state 
governments, RBI needs to urgently increase the scale of its open market operations. In order to the bring the 
term premium down to levels where it was during end of last year, between 125-150 bps, then RBI may have to 
absorb a significant portion of the increase in borrowings, which could be between INR 3-5 lakh crore. FYTD RBI 
has absorbed 1.3 lakh crore of GoI securities.  
 
Once RBI pivots towards the bond market, they would need to bring down their purchase of US Dollar via spot 
market, to calibrate the increase in excess rupee liquidity in the banking system. If this shift coincides with 
easier liquidity conditions in the USD market, then a combination of higher private financial flows, still sizable 
excess savings in the economy and lower RBI’s mopping up, can cause Rupee to appreciate against the US 
Dollar. 
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