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NEWS 

1. On the international foreign exchange markets, the US dollar strengthened across the board 

against its major trading partners this week. It strengthened by 3.7% each against the 

Australian $ and the Canadian $, by 3.4% against the Danish krona, by 3.1% against the 

Euro, 2.5% against the Swiss franc, 1.3% against the Singapore $ and by 0.2% against the 

Japanese yen. 

2. The ECB led by Mario Draghi committed to an unprecedented EUR 1.1 trillion (USD 1.3 

trillion) bond purchase program in a bid to counter the threat of a deflationary spiral. The 

central bank, despite German resistance, announced a pledge to buy EUR 60 billion (USD 

69 billion) worth of bonds through September 2016. The existing bond buying program, 

which until now had comprised debt issuances backed by commercial loans and asset-

backed securities, will now also encompass bonds issued by the sovereign governments of 

the Euro zone. Through this record stimulus scheme, the ECB intends to expand its balance 

sheet beyond EUR 3 trillion by the mid of 2016.  

3. In the US, the number of people applying for unemployment benefits continued dropping, 

with underlying trends pointing toward a more consistent improvement in the labor market. 

Initial jobless claims declined by a seasonally adjusted 307,000, down from the previous 

week’s revised number of 317,000. However, the four-week moving average of claims 

(considered a better gauge of labor market performance as it removes the weekly volatility) 

advanced by 6,500 to 306,500, breaking above the 300,000 mark for the first time since 

September 2014.  

4. British retail sales showed an unanticipated increase for the month of December, as they 

rose by 0.4% on the month. This follows the 1.6% monthly growth seen in November 

(which made it the strongest such reading in more than a decade). On the year, sales rose 

4.3%. The last quarter of 2014, a smoother reading than the usually volatile monthly 

numbers, shows an annual uptick of 5%. The retail sector accounts for about 6% of the 

British economy. 

5. The most tracked Chinese manufacturing gauge, the HSBC PMI seemed to recover some 

lost ground in January. The preliminary reading,which came in at 49.8, although showing 

contraction was slightly above what was being anticipated.Separately, the bad-loan ratio of 

Chinese banks jumped the most in a decade during the fourth quarter of last year, as non-

performing loans accounted for 1.3% of total commercial bank advances. 

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

narrow range of Rs 61.37-61.91 per $ and the rupee ended the week with a gain of 43 paise 

to close at Rs 61.44 per $. The forward premium levels across maturities of 1-month, 3-

month, 6-month and 12-month stood at 7.16%, 7.71%, 7.36% and 6.47% p.a. as against 

7.45%, 7.71%, 7.28% and 6.42% respectively in the previous week. RBI’s foreign exchange 

reserves as on the week ended January 16, 2015 stood at $322.14 billion (swelling by a 

substantial $2.66 billion during over the previous week), marking an all-time high. 
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VIEWS 

1. Six years after the US Federal Reserve kick-started the QE (quantitative easing) program, 

Mario Draghi overcame resistance from the European Central Bank’s governing council to 

unveil a program worth EUR 1.1 trillion. However, impediments remain. The sovereign 

bond buying program tests the treaties on which the EU was founded, especially those which 

prohibit the ECB from financing government deficits. Skepticism abounds on the efficacy of 

the program since European financial markets are not as deep as its US counterparts. 

Moreover, there is a difference in how firms separated by the Atlantic Ocean habitually 

finance themselves. While corporate bond issuances are the principle mainstay of financing 

in America, firms in Europe rely much more on bank loans. A close look at the structure of 

the proposed program also reveals why it has been crafted for political correctness. The ratio 

of bond purchases is to be based upon the constituent countries’capital share in the ECB, 

half of which comprises only Germany, France and Italy. 

2. In the coming few quarters, the two largest central banks in the world (the US Fed and the 

ECB) are likely to follow rather divergent policy actions. Even though core inflation in the 

US remains below the central bank’s target of 2%, markets widely anticipate a rate increase 

by September 2015. Notwithstanding the Fed Deputy Chairman’s opinion that inflation 

above 2% can be tolerated in the short-term, monetary policy in the US is going to be more 

contractionary than in Europe. Speculation is rife about the imminent strength of the dollar, 

if and when interest rates start rising. But financial markets habitually discount the fact that 

exchange rates can follow paths that do not always follows predictions from monetary policy 

actions. It has now been forgotten that following the Fed’s last tightening cycle, which began 

in 2004, the dollar had actually weakened and strength did not return well until 2 years later. 

The accompanying graph shows that over a long enough horizon, rising US interest rates are 

not necessarily accompanied by an increase inthe exchange value of the dollar.  

3. The rupee continued to show stability through the week. While the fall in forward premia has 

been tempered by US Treasury yields edging lower, the falling interest differential has 

impacted both ends of the maturity spectrum. We continue to advise exporters to sell bulk of 

their receivables forward (with a larger skew toward short and medium-term receivables) 

and importers to leave their medium and long-term payables un-hedged. Indeed importers 

should consider only OTMF call options if at all any hedging decision has to be taken. 

4. With the “much-waited” ECB meeting out of the way, the markets over the weekend, will be 

mulling the outcome of parliamentary elections in Greece. A popular opinion poll shows 

than 75% of the citizens do not wish to leave the Euro zone, as the cost of fiscal restructuring 

could prove prohibitive and set their recovery back by several more years. Nonetheless, 

wecould expect to see some volatility in the Euro, when markets open on Monday. We are 

amending our ranges for the US dollar, as follows: 

$ 1.45 – 1.57 per GBP,  

$ 1.08 – 1.18 per EUR, and  

JPY 112 – 122 per $ 
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