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for the week ended February 14, 2014 

 

NEWS 

1. The US$ weakened this week against its major international partners. It 

fell by 2.0% against the British Pound, 0.8% against the Australian $ and 

0.7% against the Singapore $. It also dropped by 0.6% against the Swiss 
Franc, 0.5% each against the Japanese Yen and the Canadian $, ending the 

week down by 0.4% each against the Euro and the Danish Kroner.  

2. In the U.S., initial claims for jobless benefits, a measure of layoffs, 
increased by 2.4% to a seasonally adjusted 339,000 in the week ended Feb. 

8. The four-week moving average of claims, which evens out week-to-

week changes, rose slightly to 336,750. Besides, the number of continuing 
unemployment-benefits claims (i.e. those drawn by workers for more than 

a week) decreased by 0.6% to 2,953,000 in the preceding week. 

Separately, the nation's industrial output is the latest economic measure to 
skid off course this winter. Total industrial production contracted a 

seasonally adjusted 0.3% in January, partly affected by the severe winter. 

It was the first decline since July. Manufacturing output, the largest 
component of industrial production, fell 0.8% in January. 

3. In a remarkably positive development, the euro zone's Gross Domestic 

Product (GDP) increased at an annualized 1.1% rate during the fourth 
quarter of 2013, the third straight quarter of growth. German GDP, which 

accounts for 30% of the euro-zone total, expanded at an annualized 1.5% 

rate. France, the region's second-biggest economy, expanded at an 
annualized 1.2% rate after stagnating the previous quarter. Spain grew for 

a second straight quarter. Italy's GDP rose for the first time since 2011, 

though just barely at an annualized rate of 0.5%. However, Finland, which 
is one of the euro bloc's few remaining triple-A rated countries, witnessed 

a plunge in its GDP by an annualized 3.2%. Also, for 2013 as a whole, the 

euro zone’s GDP shrunk by 0.4%. 
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4. China's consumer-price index rose 2.5% year-over-year, matching 
December's pace. Meanwhile the producer-price index, which represents 

prices paid for finished goods at the factory gate, registered deflation for 

the 23rd consecutive month. The index fell 1.6% year-over-year after a 
1.4% drop in December. Low inflation is good news for consumers, but it 

also indicates demand isn't as strong as it could be, a sign of a slower 

expansion in the economy. China's gross domestic product grew by 7.7% 
in 2013, a good showing by most countries' standards, but only the second 

time in a decade that China's growth has come in below 9%. 

5. On the domestic interbank market, the rupee-dollar exchange rate traded in 

a range of ` 61.93 – ` 62.49 per $, ending the week with a gain of 36 paise 

for the rupee at ` 61.93 per $. The forward premium levels are at 8.6%, 

9.1%, 8.6% and 7.8% from the preceding week-end levels of 8.2%, 8.7%, 

8.4% and 7.8% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic front, the Commerce Ministry has released the trade data 

for January 2014, which continues to show the significant improvement in 
our external sector, no doubt aided by the rupee’s sharp fall in the 

preceding year. Although exports have increased by a mere 3.8% to $ 26.8 

bn, imports nosedived by 18.1% to $ 36.6 bn, on the back of a 77% decline 
in gold and silver imports, no doubt mainly due to imports coming through 

the smuggling channels. Since this will surely be offset by a matching drop 

in remittances from Indians working abroad, resulting in a corresponding 
fall in invisibles, it would be prudent to add back the smuggled gold 

imports. If we assume these imports at $ 3 bn (to make total imports in line 

with the average of last year’s bullion imports) the actual decrease in our 
imports would still be a healthy 11%! Significantly, the trade deficit has 

halved on a year-over-year basis, and even after adjusting for smuggled 

gold imports, the contraction is sharply lower by 32%! If this trend 
continues, it would not be surprising to get a current account surplus in the 

last quarter of 2013-14. No wonder, stability in the rupee-dollar exchange 
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rate at around Rs 62 per $ has been easy to achieve for the Reserve Bank 
of India, despite the likely higher dollar demand from the unwinding of the 

swaps of the oil marketing companies and repayment of old dues to Iran. 

2. We expect this stability to continue in the weeks, perhaps even months, to 
come. Indeed, there is a possibility of even rupee appreciation ahead of the 

general elections as an increasingly desperate government seeks to score 

some brownie points. Too many people, unfortunately, believe that the 
rupee’s exchange rate reflects the state of the economy, while in fact it is a 

reflection of the inflation rate within the economy. One can easily have a 

weak rupee if strong economic growth is accompanied by high inflation, 
and vice versa. However, since the weakness of the rupee is being used as 

an indicator of economic performance, there would be a temptation to 

strengthen the rupee in the event of continued dollar surpluses.  

3. There is no change in our advice to corporate treasury managers. When the 

Rs/$ spot rate is above Rs 62.25, this should be viewed as an opportunity 

to hedge the bulk of short-term dollar receivables (say 70 – 80%) for the 
next 3 months, as well as a part (say 10 – 20%) of the medium-term 

exposures. When the rupee appreciates and the exchange rate drops below 

Rs 62 per $, this would be a signal to hedge dollar payables provided one 
can get a forward rate (i.e. including the premium) better than Rs 62 per $.  

4. On the international markets, Janet Yellen’s testimony before a US House 

Committee, her first public comments as Federal Reserve Board 
chairperson, once again showed that the tapering of the QE3 program 

would depend on progress on the domestic employment front rather than 

any impact on global financial markets. We are keeping our forecasted 
ranges for the non-$ currencies unchanged, as follows:  

$ 1.59 – 1.69 per GBP,  

$ 1.27 – 1.39 per EUR, and  

JPY 95 – 107 per $. 
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