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NEWS 
1. During the week, the US dollar weakened by 1.9% and 1.7% against the 

euro and the British pound respectively, but was virtually unchanged 
against the Japanese yen. Following its downward trend against the euro, 

the greenback also fell against the non-euro European currencies – by 

1.9% vis-à-vis the Swiss franc and the Danish krone – as well as the 
major Asian currencies – by 1.6% the Australian $ and the Singapore $. 

The Canadian $ was up by a percentage point against the US$. 

2. US consumer prices were flat, while the producer price index fell by 
0.1%. This is due to the lower energy costs especially gasoline prices 

which fell by more than 2% at both producer and consumer level.  

Existing homes sales rose by 5% to a 4.61 mn unit rate in December, a 
third straight month of improvement. Consequently supply of existing 

homes is at the lowest level since 2006! However, new residential 

construction slipped by 4.1%, after surging 9.1% in November while 
housing permits held steady. In the week ended January 14, joblessness 

benefits dropped to the lowest level in almost four years. Continuing 

claims likewise show a huge improvement.  

3. UK consumer price inflation rate in December dropped to 4.2% from 
4.8%. The last time there was such a sharp monthly fall was in December 

2008. Unemployment in UK rose by 118,000 in the three months to 

November to 2.68 mn, while the narrower claimant count measure 
increased by just 1,200 to 1.6 m in December. The unemployment rate 

rose to 8.4%, the highest level since 1995, and up 0.3% over the quarter. 

UK retail sales in December rose by 0.6% from November and was 2.6% 
higher than in December last year.  

4. Euro area annual inflation rate was 2.7% in December, down from 3.0% 

in November. ZEW, an economic-sentiment indicator, a measure of 
investor confidence in the region, rose 14.8 points to minus 26.6 points. 
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The ZEW index reflects the difference between the percentage of 
analysts who have positive outlooks and those with negative views.  

5. China's manufacturing activity contracted for the third straight month in 

January, the latest sign that growth in the world's second-largest 

economy is slowing. In December, FDI into China fell by 12.7% from a 
year earlier to $12.2 billion compared with November’s drop of 9.8%. 

For the 2011 full year, FDI was up 9.7% at $116 billion 

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

in a range of ` 50.07 - ` 51.79 before ending the week at ` 50.34 per $, 

with the rupee strengthening by 120 paise, its second successive weekly 

gain. The forward premium levels were sharply up to 9.5%, 8.9%, 7.5% 
and 5.8% from previous week levels of 8.8%, 8.1%, 6.9% and 5.5% for 

1, 3, 6 and 12 month maturities respectively.  

VIEWS 

1. On the international foreign exchange markets, the euro recovered on the 
back of a surprising reduction in borrowing costs at the bond auctions of 

European countries. Although Standard & Poor’s has downgraded nine 

euro area countries and the Eurozone rescue fund, Spain, Greece and the 
region’s bailout fund sold bonds at lower rates than at previous auctions. 

In a significant development, France, which has recently lost its AAA 

rating from S&P, also witnessed a decline in its bond yields. This has 
boosted market hopes of at least a pause, if not a resolution of the 

European fiscal crisis. However, as the famous poem goes, “The road is 

long, and the woods are deep.” 

2. We are not changing ranges for any of the non-$ currencies, as follows: 

$ 1.48 – 1.60 per GBP, 

$ 1.20 – 1.32 per EUR, and 

JPY 75 – 83 per $. 
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3. On the domestic interbank market, the rupee regained further ground, but 
has not yet breached the psychologically important barrier of Rs 50 per 

$. We believe that the expected dollar inflows remain greater than the 

potential demand, especially in the current quarter. The current account 
deficit is expected to decline sharply, in line with the experience in 

preceding years. Besides, debt flows may get a boost from the unusually 

high tax-free interest rate being offered on long-term NRE deposits. SBI 
is offering an interest rate of 9.25% p.a. for 10 years (albeit on deposits 

of less than Rs 1 crore). Even if the interest is compounded annually, the 

break-even Rs/$ exchange rate is over Rs 120 per $ -- surely this is not 
even the worst-case scenario for the rupee! 

4. We continue to expect the current fiscal year to end at around Rs 48/49 

per $. However, since the current account deficit remains the biggest 
weakness of the Indian economy at the macro-economic level, we expect 

continued bear pressure on the rupee during 2012-13.  

5. We advise corporates with dollar receivables to hedge the bulk of the 
exposures for the next 3 – 6 months, as well as a part of the exposures 

for the subsequent 6 months. Payables should be hedged by using out-of-

the-money option contracts, with a strike rate about Rs 1.50 worse than 
the ruling forward rate. This will ensure that the upside potential of rupee 

strength is retained, and the downside risk of a rupee fall is contained. 

6. Tailpiece: Interestingly, during the last 32 years, in each leap year, the 
benchmark stock market index, the Sensex, has crossed the preceding 

year’s high. In 1980, it touched 148 (1979 high was 132), in 1984, it 

touched 280 (1983 high was 253), in 1988, 719 (1987 high was 579), in 
1992, 4,546 (1991 high was 1,955), in 1996, 4131 (1995 high was 3944), 

in 2000, 6,150 (1999 high was 5,151), in 2004, 6,617 (2003 High was 

5,921), and in 2008, it scaled 21,206 (2007 high was 20,498). In 2011, 
the high was 20,665. So will this level be crossed in 2012? Not 

impossible, considering that the economy would have got a boost on 

both the exchange rate and interest rate fronts. 
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