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NEWS 

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

major trading partners this week. It strengthened by 2.3% each against the Euro and the 

Danish krona and by 1% against the Canadian $. It weakened the most (by 15.3%) against 

the Swiss franc, 0.8% against the Yen, by 0.47% against the Singapore $ and by 0.23% 

against the Australian $. 

2. The Swiss National Bank (SNB) in an unexpected move, decided to remove the cap it had 

put in place to prevent the Swiss franc from strengthening too much against the Euro, in the 

wake of the sovereign debt crisis that engulfed the euro zone. In the summer of 2011, the 

SNB had placed a cap, which would not allow the franc to appreciate beyond CHF 1.20 per 

EUR. The bank had been maintaining this peg by buying francs on a regular basis and 

selling them against the Euro to ensure that the fix would not be breached. The currency’s 

41% surge after the announcement is one of the biggest moves among major currencies 

since the collapse of the Bretton Woods in 1971. 

3. The US Labor Department announced that initial claims for state unemployed benefits rose 

by 19,000 to a seasonally adjusted 316,000 for the week. The four-week moving average, 

which smoothens out weekly volatility rose by only 6,750 to 298,000. It has remained 

below the crucial level of 300,000 for 18 weeks now, as employment gains have exceeded 

200,000 in each of the last 11 months (marking the longest such stretch since 1994). 

Consequently, the number of people filing continuing claims for unemployment benefits fell 

51,000 to 2.4 million. The 2.95 million jobs added in 2014 marked the biggest calendar year 

increase since the figure topped 3 million in 1999. 

4. China’s central bank (PBoC) announced that it would lend CNY 50 billion ($8.1 billion) to 

banks at discounted rates to allow them to relend the money to small businesses. The latest 

attempt to ease policy in a targeted manner came after data showed that foreign investment 

growth had fallen to a 2-year low. Impeded by a housing sector slump and a slackened 

investment and manufacturing growth, China’s economy is expected to expand by an 

annualized 7.2% in the Oct-Dec quarter of 2014, the weakest rate since the financial crisis. 

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

61.49-62.26 per $ and the rupee ended the week with a gain of 143 paise to close at Rs 

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

and 12-month stood at 7.45%, 7.71%, 7.28% and 6.42% p.a. as against 7.65%, 7.88%, 

7.62% and 6.83% respectively in the previous week.  

6. In a move towards liberalizing documentation requirements for hedging under past 

performance rules, the RBI allowed importers and exporters to furnish a quarterly 

declaration (including that about aggregate outstanding contracts in excess of 50% of the 

eligible limit) to their authorized dealers signed by the CFO and the Company Secretary. 

Earlier, this declaration had to be signed by the statutory auditors. The format for the same 

can be found at http://www.rbi.org.in/scripts/NotificationUser.aspx?Id=9481&Mode=0 

http://www.rbi.org.in/scripts/NotificationUser.aspx?Id=9481&Mode=0
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VIEWS 

1. Not too long ago, the former US Federal Reserve Chairman Paul Volcker complained that 

central banks around the world had almost abandoned ‘surprise’ as a monetary policy tool. 

RBI Governor Rajan certainly cannot be faulted on this count. The RBI announced a 25 

basis point reduction in the repo rate. Although widely anticipated, the timing was more than 

two weeks ahead of schedule. The rupee strengthened above Rs 62 per $, a level last seen 

almost four weeks ago, on the back of sustained inflows. The current quarter of FY 2014-l5 

presents the RBI with an opportunity to augment its forex reserves, which currently amount 

to over 8 months’ worth of imports but are not so comfortable in relation to our forex debt.  

2. The Finance Ministry and various industry bodies had been urging the central bank to cut 

interest rates, with clamors having grown especially stronger in the past two months. 

Inflation data (both wholesale and consumer prices) for December indicated that prices were 

continuing on their downward trajectory and the central bank, perhaps aided by the 

government’s assurance of adhering to the fiscal deficit target of 4.1% of GDP, would have 

thought it an opportune time to send an expansionary signal to the market. We expect a more 

substantial cut of around 75 basis points to come through by April, once the union budget is 

out of the way.  

3. Trade data for December further pointed towards evidence that growth momentum in the 

economy is starting to pick up. Trade deficit for the month was 7% lower on the year at 

$9.43 billion (a 10-month low), while the correction on a monthly basis was 44% from 

November’s $16.8 billion. The fall was primarily led by a sharp drop in imports, which came 

in 29% lower on the year at $9.94 billion (aided by a precipitous decline in oil prices in 

particular and commodities in general). Moreover gold imports, which totaled to $1.34 

billion, were considerably lower than the $5.6 billion seen in November. The fact that non-

oil imports ($25 billion) grew by 10% over the corresponding period of 2013, is an 

indication of an uptick in economic activity. Even though exports fell to $25.4 billion, we 

should be mindful of the fact that about 20% of our total exports are oil. While we do not yet 

have segregated data, it is not too difficult to conclude that non-oil exports would have 

shown some growth for total exports to decline by merely 3.7% despite such a large fall in 

crude prices. 

4. By this time next week, the Governing Council of the European Central Bank would have 

convened about embarking on sovereign bond purchases. While it is widely anticipated that 

the ECB would announce the first tranche of a EUR 500 billion bond-buying program, one 

cannot be too sanguine about Germany coming on board. Nonetheless, we would expect to 

see a little bit of volatility in the common currency. We are amending our ranges for the US 

dollar, using a random walk from current levels, as follows: 

$ 1.45 – 1.57 per GBP,  

$ 1.10 – 1.22 per EUR, and  

JPY 112 – 122 per $ 
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