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NEWS 

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

major international trading partners. It weakened the most (by 2.2%) against the Yen, 1.5% 

against the Swiss Franc, 1.4% each against the Euro and the Danish Krona, by 0.87% 

against the Pound and by 0.67% against the Singapore $. It strengthened by 1.3% against 

the Canadian $ and by 0.83% against the Australian $. 

2. US economic data showed that consumer spending, which accounts for two-thirds of the 

country’s economic activity has accelerated during the fourth quarter after slowing a bit 

during the previous one. Retail sales excluding automobiles, gasoline, construction material 

and food increased by 0.6% in November, after rising 0.5% during the previous month. 

Core November sales were up almost 4.5% from a year earlier, marking the biggest yearly 

uptick since 2012. With unemployment benefits falling firmly beneath the key level of 

300,000, officials now estimate the fourth quarter GDP to expand at an annualized rate of 

2.5%. 

3. Industrial output in the 18-country Euro zone rose 0.1%, a notch below economists’ 

estimate of 0.2% for the month of October. Industrial production was up 0.7% on the year. 

The drop in industrial activity was primarily led by indifferent performance of the energy 

and capital goods sectors, which dropped by 1.9% and 0.2% respectively. While output fell 

in France, Spain and Italy, it remained stagnant in Germany.  

4. In Japan, core machinery orders, a highly volatile data series seen as an indicator of capital 

spending, fell by 6.4% on the month in October. The figure came out much worse than had 

been forecast (-2.4%) and followed a 3% monthly gain recorded in September. Factories in 

Japan are struggling to liquidate the inventory that had piled up after the tax hike of April. 

Core orders, after rebounding to 5.6% in the September quarter, will likely slip to 0.3% in 

the current one.  

5. China’s industrial production for November increased at the slowest pace in a quarter. 

Factory shutdowns have exacerbated the slowdown in the manufacturing sector. Industrial 

production rose by 7.2%, compared with October’s 7.7% expansion. While investments in 

fixed assets such as machinery expanded 15.8% in January through November on the year, 

retail sales grew by an annualized 11.7%. Earlier, China’s central bank, the Peoples Bank of 

China, had directed Chinese commercial banks to increase their lending to corporate 

customers, and had even agreed to relax the loan-to-deposit ratio to provide a fillip to 

industrial credit. 

6. On the domestic interbank market, the rupee-dollar exchange rate edged past Rs 62.50 

before recovering somewhat at the end of the week. The trading range for the week was Rs 

61.84 – 62.51 per $, with a loss of 51 paise for the rupee by the end of the week, when the 

rate closed at Rs 62.30 per $. However, the forward premium levels across maturities of 1-

month, 3-month, 6-month and 12-month moved lower at 7.6%, 7.42%, 7.27% and 6.56% 

p.a. as against 7.8%, 7.7%, 7.5% and 7% respectively in the previous week.  
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VIEWS 

1. On the domestic front, news of the widening of the current account deficit followed by the 

sharp drop in the index of industrial production (IIP) by 4.2% in October, primarily led by a 

staggering decline in manufacturing (7.6%), which comprises about 75% of the index, will 

surely renew calls for a weaker rupee. Interestingly, while delivering a lecture recently, 

significantly titled “Make in India Largely for India”, the RBI Governor has stated, “I am 

counseling against an export-led strategy that involves subsidizing exporters with cheap 

inputs as well as an undervalued exchange rate, simply because it is unlikely to be as 

effective at this juncture.” With the consumer price index based inflation rate falling to 

4.4%, and set to fall further in the coming months, it is possible that Mr. Rajan is preparing 

the ground for a cut in interest rates (to promote growth) accompanied by a stronger or at 

least stable rupee (in order to keep inflationary pressures at bay).  

2. As regards the current account deficit (CAD), the widening of the deficit is predictably 

being blamed on gold imports. As we have often stated, restriction of gold imports has no 

impact on the CAD – to the extent gold imports are curtailed, gold is smuggled and paid for 

by diversion of NRI remittances to unofficial channels. The lifting of curbs is a welcome 

development. The trade deficit will increase, but so will NRI remittances, leaving the CAD 

virtually unchanged. We believe the rise in the CAD is partly due to a difference between 

imports shown by the Commerce ministry and RBI (defence imports?) and partly due to the 

higher dividend outflows in September including to foreign investors, prompted by a change 

in the tax law, which has meant higher tax outflow on dividends paid after 1
st
 October 2014. 

3. We persist in recommending to exporters to sell the bulk of the expected receivables over 

the next 12 months. It is important to bear in mind that in case of a future receivable there 

are three potential threats – rupee appreciation, premium decay with the passage of time and 

a fall in the premium on % p.a. basis. For instance, a month back, with the spot rate of Rs 

61.72 per $, the forward rate for end-October was Rs 66.18 per $. While the spot rate has 

improved to Rs 62.30 per $, the forward rate for end-October has dropped to Rs 66.07 per $.  

4. On the commodity front, WTI crude dipped below the $60/barrel mark and Brent fell to a 

new 5-year low, as the International Energy Agency (IEA) cut its 2015 forecast for the 

fourth time in as many months. In the US, selling off in oil has coincided with a buying of 

US Treasuries with yields for 10-year and 30-year maturities dropping to as low as 2.10% 

and 2.76% respectively. Elsewhere, despite continued intervention by their respective 

central banks, currencies of oil producing nations like Mexico, Nigeria and Russia remained 

under bear pressure with credit default spreads for Russia reaching an all-time high of 450 

bps over government bond yields.  

5. We are keeping our ranges for the major non-$ currencies unchanged, as follows:  

$ 1.50 – 1.62 per GBP,  

$ 1.18 – 1.30 per EUR, and  

JPY 116 – 128 per $. 
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