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NEWS 

1. On the international foreign exchange markets, the US dollar largely weakened against its 

major international trading partners this week. It strengthened only against the Japanese Yen 

(by 1.4%) and the Swiss franc (by 0.72%). It weakened the most (by 1.6%) against the 

Canadian $, by 1.2% against the Pound, 0.44% against the Australian $ and by 0.25% each 

against the Euro and the Danish krona. 

2. US non-farm private employment rose less than expected in January, to a seasonally 

adjusted 213,000. The economy created 253,000 jobs in December, an upward revision 

from an earlier reported 241,000. Businesses have hired more than 200,000 jobs in the past 

nine out of ten months. 2014 saw nearly 3 million new jobs being created, making it the best 

year of hiring since 1999. However, there are about 6.8 million people who are working 

part-time but would prefer full-time work, up from just 4.1 million before the downturn. 

3. According to services data emanating from the UK, flash PMI estimates for the sector rose 

to 57.2 in January from 55.8 in December. The sector has now entered its 25th consecutive 

month of growth. Taking into account similar impressive performances in the construction 

and manufacturing sector, the all-sector PMI rose to 56.9 from 55.5. Consumer prices rose 

by just 0.5% in December with the Bank of England Governor asserting that “outright 

deflation is possible”. Input costs for industry are now rising at the slowest pace since the 

crisis set in. 

4. Japan’s core inflation slowed for a fifth straight month in December as consumer prices rose 

just 0.5%, a far distance from the Bank of Japan target of 2%. While prices in the economy 

face downward pressures from crude oil, data show a rise in factory output (6.3% for 

January) and falling unemployment (3.4%). In a separate indication that consumer spending 

was picking up, household spending increased by an annualized 4.8% last month.  

5. In a bid to provide a fillip to the continually contracting manufacturing sector, the People’s 

Bank of China (PBoC) has allowed commercial banks to keep a smaller portion of their 

cash as reserves. The PBoC cut reserves requirement by 0.5%, which, given the size of its 

monetary base, translates into a sizeable easing push. The central bank stated that the speed 

of Chinese debt growth (total debt now equals 282% of GDP), much of it related to real 

estate, raises risks that the unwinding of the country’s growth boom might not happen so 

smoothly. China has added $21 trillion in new debt since 2007, accounting for more than 

30% of total debt growth in the world. 

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

61.56-62.01 per $ and the rupee ended the week with a gain of 16 paise to close at Rs 61.71 

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

month stoodat 7.69%, 7.83%, 7.60% and 6.90% p.a. as against 7.50%, 7.77%, 7.38% and 

6.84% respectively in the previous week. RBI’s foreign exchange reserves as on the week 

ended January 30, 2015 stood at $327.8 billion, representing a substantial addition of $5.6 

billion over the previous week. 
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VIEWS 

1. Although most people did not expect that the Syriza party’s victory could somehow usher in 

a new dawn for Greece, not many were prepared for the confusion that has ensued. The ECB 

has categorically refused to acknowledge Greek government debt as legal collateral under 

the pretext that the country has “not satisfactorily completed the review of its bail-out 

program.” The new Prime Minister (and even the Finance Minister) has stressed on creditors 

taking large haircuts on the loans extended under the troika’s bail-out scheme, but the ECB 

and Germany refuse to budge. We do not expect that all of Greece’s debt would be written 

down as that would start presenting other struggling Euro zone economies with adventurous 

ideas, especially in countries heading for elections. However, this episode goes to show how 

badly the region needs a debt-restructuring framework. It should be remembered that 

excessive debt has been at the heart of not only the 2008 crisis in the financial markets, but 

also the South East Asian (1990s) and the Latin American (1980s) crises.The outcome of 

next week’s meeting between the ECB and Greek politicians will be keenly watched and 

could have a significant impact on the international currency markets, especially since the 

existing bail-out package is due for renewal by the end of February.  

2. India’s GDP growth rate for FY 2012-13 and 2013-14 was revised upwards after the Central 

Statistical Office changed the base year for computation (to 2011-12) and migrated from 

‘factor cost’ to the ‘market prices’ methodology. Considering the fact that the manufacturing 

sector has not seen too many investments and corporate credit off-take has been slow, these 

upward revisions need to be taken with a pinch of salt. Needless to say, if we have grown at 

a healthy pace of 6.9% last year, much of the economy hasn’t really felt that way.  

3. Expectedly, the RBI monetary policy review turned out to be a non-event. Governor Rajan, 

voicing his passive concern about growing FII inflows, has increased the residual maturity of 

portfolio investments into corporate bonds from 1 year to 3 years, with an intention to 

promote longer term investments into corporate debt. The central bank also seems to be 

comfortable with a range of Rs 61.50-62 per $ for the rupee. In a recent interview, Mr Rajan 

opined that the Fed should be prepared for a “stronger dollar” once they start tightening. 

What is less clear is if he would be comfortable with a slightly weaker rupee in the face of 

increasing dollar interest rates. We advise exporters to sell the bulk of their receivables 

forward to take advantage of the forward premium, while importers should consider hedging 

only immediate payables.  

4. In the international markets, the yield on the German Bund dropped below that on Japanese 

government bonds for the first time ever. Following close on the heels of Switzerland, the 

Ukrainian central bank removed its unofficial peg to the Euro earlier this week sending the 

Hryvnia tumbling by 30%. We are keeping our ranges for the non-USD currencies 

unchanged, as follows: 

$ 1.45 – 1.57 per GBP,  

$ 1.08 – 1.18 per EUR, and  

JPY 112 – 122 per $ 
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