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NEWS 

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

against its major international trading partners this week. It gained the most (by 1.6%) 

against the Danish krona, by 1.5% each against the Pound and the Euro, 1.4% each against 

the Swiss franc and the Canadian $, by 0.6% against the Singapore $, 0.4% against the 

Australian $ and by 0.16% against the Japanese yen. 

2. Initial jobless claims in the US rose by 17,000 to a seasonally adjusted 298,000 for the 

week. This is the highest level seen since the last week of November and higher than the 

290,000 estimated. Initial claims, which are a broad proxy for lay-offs in the economy first 

fell below the crucial level of 300,000 in July last year and have held largely steady ever 

since. Even though job creation as measured by the Labor department is on track for its best 

year since 1999, the share of working age population that has a job or is looking for one, 

remains at a 36-year low, a sign that demand for workers isn’t strong enough to draw in 

those sitting at the sidelines. 

3. UK’s manufacturing index slowed to a 3-month low in December as PMI fell to 52.5 from a 

revised 53.3 in November. Stagnation in overseas orders is hurting the region’s export 

market. While the index held above the 50 threshold for growth for the 22
nd

 consecutive 

month, it only evidenced that consumers remain the main drivers of Britain’s economy. This 

was supported by a separate data release showing that consumer credit rose the most in 

seven years by GBP 1.3 billion (USD 2 billion) in November. 

4. China’s official PMI slipped to its lowest level in a year to 50.1 in December (from 50.3 in 

November), underlining the challenges facing the manufacturing sector of the country, in 

the face of rising input costs and slowing global growth. By the government’s estimate, the 

property market will continue to remain a drag on the economy in 2015 as well. If the full 

year growth comes in at anything less than the government’s target of 7.5% (which now 

appears highly likely), it will be the slowest growth in 24 years. 

5. For the first time in 60 years, Japan’s savings rate (savings divided by disposable income 

and pension payments) went into negative territory (-1.3%). It’s a dramatic change from its 

peak in 1975, when the population saved 23% of its income. Separately, corporate earnings 

adjusted for inflation (in steepest fall since 2009) have declined by 4.3% in November. 

Moreover, inflation has clocked in at a 14-month low and yield on the benchmark 10-year 

bond has fallen to 0.3%.  

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

63.04-63.79 per $. The rupee ended the week with a gain of 27 paise to close at Rs 63.30 

per $. The forward premium levels across maturities of 1-month, 3-month, 6-month and 12-

month stood at 7.67%, 7.79%, 7.51% and 6.79% p.a. as against 7.49%, 7.44%, 7.27% and 

6.81% respectively in the previous week. RBI’s foreign exchange reserves as on the week 

ended December 26, 2014 stood at $319.7 billion (a decrease of $288 million over the 

preceding week).  
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VIEWS 

1. The last two working days of 2014 saw the rupee stage a smart recovery vis-à-vis the dollar. 

The rupee strengthened by nearly 70 paise, bringing the Rs/$ exchange rate within striking 

distance of the Rs. 63 per $ mark. Undoubtedly, this will have a favorable impact on the 

quarterly profits of both exporters (whose MTM values on their booked forward contracts 

would improve) and importers (whose quarter-end valuations of liabilities would decrease). 

Earlier, the RBI had seemed content to leave the exchange rate unhampered, once it 

stabilized around a certain level. From the central bank’s viewpoint, this lends credibility to 

their long-standing claim of intervening in the markets to only “manage” volatility and not 

guiding the rupee to any predetermined level.  

2. We expect inflation for the month of December (both WPI and CPI) to clock in at a level 

lower than what we saw in November. In principle, it is possible that the RBI sees a certain 

amount of merit in tolerating a slightly weaker rupee to wade off any threat (not so remote) 

of a disinflationary scenario given how steadily commodity (and food) prices have fallen. 

This is also evident from the accompanying graphs depicting price fall of some asset classes. 

There is no change in our prognosis that the coming few months will see strength in the 

rupee. We maintain that the current forward exchange rate levels present an opportunity for 

exporters to cover their short as well as medium term receivables. Importers should consider 

only OTMF call options. 

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

December 2014 with the forward rates available in earlier months: 

 Month-end Average 

 

 

  Spot (December 2014) 63.33 62.75 

1 Month Forward (November) 62.32 62.12 

2 Months Forward (October) 62.23 62.19 

3 Months Forward (September) 62.91 62.07 

4 Months Forward (August) 63.43 63.91 

5 Months Forward (July) 62.40 62.24 

6 Months Forward (June) 62.76 62.32 

12 Months Forward (Dec. 2013) 66.93 66.96 

4. Immediately following the ECB’s announcement of possible monetary easing, the Euro fell 

to a 4-1/2-year low against the dollar to USD 1.2002 per EUR and the Bloomberg dollar 

spot index rose 0.4%. Yield on the Spanish 10-year bond dropped to a record low of 1.53%, 

trading at a premium of merely 99 bps above the German bunds. We are amending our 

range for the euro and the British pound, keeping that for the Japanese yen unchanged, as 

follows: 

$ 1.50 – 1.62 per GBP,  

$ 1.16 – 1.24 per EUR, and  

JPY 116 – 128 per $. 
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