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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 strengthened the most (by 3.5%) 

against the Danish krona, by 3.2% against the Euro, by 2% each against the Pound and the 

Swiss franc, by 1.2% against the Canadian $, by 1% each against the Australian $ and the 

Singapore $ and by 0.5% against the Yen.  

2. According to the US Labor Department, jobless claims contracted by 36,000 to 289,000, 

lower than the previous week’s revised number of 325,000. The current jobless rate stands 

at 5.5% (a seven year low) with February adding 295,000 jobs (excluding farm sector 

payroll). The four week moving average, considered a less volatile measure of labor market 

trends, fell 3,750 to 302,250 during the past week. Separately, US retail sales contracted by 

0.6% in February. 

3. Britain’s manufacturing output fell unexpectedly (by 0.5%) in January, after rising by 0.1% 

in the previous month. The weakness was predominantly caused by a 9.5% drop in 

electronics, the biggest in more than a decade. Oil and gas extraction rose 2.4%, reflecting a 

partial coming on-line of the North Sea oilfields and increase in activity at other marginal 

oil producing wells. The UK Chamber of Commerce expects the economy expanding by 

0.7% this quarter, and forecasts a growth rate of 2.7% for the calendar year 2015. Growth 

projections have been tempered mainly owing to a weakness in Europe, Britain’s biggest 

trading partner. 

4. Chinese industrial production (regarded as a good proxy for broader economic growth), 

expanded by 6.8% in February, in what was the slowest pace of growth since the financial 

crisis. Fixed asset investments expanded by 14% and retail sales grew by 10.7%, both lower 

than their previous recorded numbers. Housing sales in the first two months of 2015 have 

fallen by 16.3% after contracting 7.6% in December and property transaction volumes have 

fallen by 17%. Amid the government’s downward revision in growth projections for 2015, 

expectations of monetary easing by the PBoC have grown.  

5. Japan’s economy grew (by 1.5% annualized) considerably less than earlier reported (2.2%) 

during the last quarter of 2014. While consumer spending was revised marginally upwards, 

weak capital expenditure data continued to cast clouds over the central bank’s inflation 

target of 2%. The Business Survey Index (BSI), an indicator of sentiments of large 

manufacturers stood at 2.4 in the Jan-March period as compared to 8.1 in the prior three 

months. 

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

62.44-63.00 per $, and the rupee ended the week with a loss of 80 paise to close at Rs 62.97 

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

month stood at 8.7%, 8.1%, 7.8% and 7% p.a. as against 8.3%, 8.1%, 7.9% and 7.2% 

respectively in the previous week. RBI’s forex reserves fell by $268 million to $ 337.8 

billion for the week ended March 6, 2015.  
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VIEWS 

1. The rupee lost considerable ground this week, especially following stronger than expected 

payrolls data from the US. The strength in the greenback on the international markets (the 

Dollar index has crossed 100) meant that a host of developed and emerging market 

currencies also experienced substantial weakness. The fact that the South Korean central 

bank became the 25th this year to embark on a full-fledged monetary easing program, points 

to the possibility that nations across continents are only too happy to depreciate their way to 

prosperity. While currencies are a zero-sum game, giving a fillip to the manufacturing sector 

by artificially weakening the domestic currency, has been a temptation that a lot of central 

banks have found difficult to resist in the past.  

2. In light of recent developments in the international forex markets, it would not be too 

surprising (or even unreasonable) for the RBI to be willing to tolerate a slightly weaker 

rupee in dollar terms, unless as is likely, speculation about an interest rate hike in the US is 

negated in the coming days. The Fed had indicated at the time QE3 ended in late October 

that an interest rate change would not be considered for at least 6 months. With oil prices 

low and dollar strength already creating disinflationary pressures, it would be surprising for 

FOMC to tighten monetary policy (another disinflationary factor). 

3. Besides presenting exporters with an opportunity to sell more of their dollar receivables 

forward, the current bout of rupee weakness also highlights the merit of using option 

contracts for importers. We continue to suggest treasury managers to use OTMF call options 

to hedge immediate and even medium-term payables as it protects one from sudden market 

gyrations. Long term payables however, should continue to be left un-hedged. 

4. According to India’s balance of payments data for the third quarter (Oct-Dec 2015), the 

current account deficit (CAD) stood at 1.6% of GDP ($8.2 billion) for the Oct-Dec period, 

taking the CAD for the first nine months to $ 26.2 bn (compared to $ 31.1 bn last year). 

However, as the sharp decline in February’s trade deficit suggests, we will see a current 

account surplus in the fourth quarter. We would expect 2014-15 to end with a CAD of $15-

20 billion, less than 1% of GDP. 

5. One could have been forgiven to believe that the ECB’s QE program was already discounted 

by the market. Yet, when bond purchases officially kicked-off on Monday, the Euro saw a 

dramatic decline against a basket of currencies, before staging a bit of recovery by the end of 

the week. Going ahead, volatility in the common currency is expected to be the rule rather 

than exception. With Euro’s parity with the US Dollar no longer an improbable event 

(indeed “parity parties” are already being planned in treasury rooms), it is advisable to hedge 

receivables up to a 12-month horizon. Payables (both short and medium term) can be left un-

hedged. Our projection for the non-US dollar currencies are being amended, as follows: 

$ 1.43 – 1.55 per GBP, 

$ 1.00 – 1.10 per EUR, and 

JPY 115 – 125 per $. 
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