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NEWS 

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

its major international trading partners weakening only against the Pound (by 0.25%) and 

the Canadian $ (0.1%). It strengthened the most (by 1.7%) against the Swiss franc, by 1.6% 

each against the Euro and the Danish krona, 0.5% against the Japanese Yen, by 0.4% 

against the Australian $ and by 0.2% against the Singapore $. 

2. The US Labor department announced that jobless claims rose by 31,000 to a seasonally 

adjusted 313,000, the most in six weeks. The four-week moving average, which is 

considered a less volatile measure of claims filing, increased by 11,500 to 294,500. 

Employers have reportedly added 1 million jobs between November and January, the best 

three-month period since 1997. Unemployment in the US had edged lower to 5.7% in 

January’15 as against 6.6% an year earlier.  

3. Economic data coming out of Japan presented a divergent picture of the nation’s economy. 

On the one hand factory output grew (by 4%) in January from the previous month (marking 

the sharpest rise in three years), helped by a weaker yen and rising exports. However, 

household spending fell 5.1% over the year in inflation-adjusted terms. Moreover, retail 

sales were down 2% as compared to the year ago period. The Japanese unemployment rate 

has ticked up from 3.4% to 3.6%, partly on account of people quitting existing jobs in 

search for better ones. Consumer prices slowed down to 0.2% in January from 0.5% the 

month before.  

4. Business investment in Britain fell by 1.4%, the sharpest rate of decline in the last six years, 

mainly on account of falling oil price impacting the North Sea petroleum industry. Revised 

growth estimates suggest that the economy grew by an annualized 2% in the fourth quarter. 

For 2014 as a whole, Britain expanded by 2.6%, the fastest clip in seven years. The 

government is mulling tax breaks to help companies operating in the North Sea, estimating 

that investments in the region could nearly halve by 2016 at current oil prices.  

5. Activity in China’s manufacturing sector expanded to a four-month high in February as 

indicated by the HSBC manufacturing PMI, which improved to 50.1 from 49.7 in January. 

Nevertheless, factory output growth remained anemic and small gains in domestic orders 

were offset by downturn in employment and falling exports. Prices charged by 

manufacturers fell on average for the seventh consecutive month, exerting downward 

pressure on the CPI, which is already low at 0.8%. Meanwhile, the IMF has revised the 

growth forecast for 2015 from 7.1% to 6.8% 

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

61.73-62.33 per $, and the rupee ended the week with a gain of 39 paise to close at Rs 61.84 

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

month stoodat 8.4%, 8.2%, 8% and 7.4% p.a. as against 8.08%, 7.87%, 7.7% and 6.73% 

respectively in the previous week. Mr Jaitley has mentioned in his budget speech that forex 

reserves now stand at $ 340 billion.  
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VIEWS 

1. The rupee-dollar exchange rate slid below the Rs 62 per $ mark during the last two trading 

days of the week. The strength in the rupee has got more to do with lower demand for dollars 

in the interbank market owing to falling oil prices, than anything else and we would expect 

the rupee to remain in the Rs 61.50 – 62 per $ range till the end of the current financial year. 

On the fiscal front, the government seems to be reaching a comfortable spot. Mr Jaitley has 

already hiked excise duty thrice, which is expected to yield close to Rs 60,000 cr in 2015-16. 

Moreover, receipts from the spectrum and coal auctions have been handsome. 

Notwithstanding the hype surrounding the union budget in the financial press, it is neither 

“path-breaking” nor “revolutionary”. Indeed, perhaps the best part of the budget is that it 

follows the principle that “at first, do no harm.”  

2. It is not surprising that the service tax has been hiked, although an additional service tax of 

2% for Swach Bharat Abhiyaan would be steep. The announcement of a gradual reduction in 

the corporate tax rate accompanied by removal of exemptions to reduce the headline rate 

without sacrificing revenues is a step in the right direction. The change in the fiscal deficit 

target for FY 2015-16 to 3.9% of GDP, is also not surprising, given the need for a push to 

public spending on infrastructure to kick-start the economy. With the government 

reaffirming its commitment to the target of “fiscal consolidation” (the buzz-word for a 

reduction to 3% of GDP), we expect the RBI to cut benchmark interest rates by 50, or even 

75, basis points by the third or last week of March. The Indian banking sector is riddled with 

NPAs (90% of which are with the PSBs) and an increase in the value of their bond holdings 

would lend them a much needed relief as the financial year draws to a close.  

3. The impact of any interest rate cut would be felt in the forward premia levels, which 

currently look quite attractive to lock into for exporters. Importers should continue to leave 

their medium and long-term payables uncovered while considering only OTMF call options 

for short-term exposures. Alternatively, they could leave their short-term payables un-

hedged, while keeping a pre-determined stop-loss level. 

4. Despite a four-month breather from the ECB, Greece continues to witness huge outflows 

from its bank deposits. The exodus had already touched a record EUR 12.2 billion in January 

and the total amount of Greek corporate and household deposits has shrunk to just EUR 148 

billion, down 8% from the month before. The fact that banks are crushed by record non-

performing loans in the vicinity of 40% is not helping the cause. We believe that there is a 

growing possibility of the Greek government introducing capital controls. Uncertainty in 

Europe could keep the common currency particularly volatile in the coming days. Keeping in 

mind an inherent weakness in the Euro, corporate treasuries having receivables in the 

currency, should look to book the bulk of their short and medium term exposures. We are 

keeping our ranges for the non-US dollar currencies unchanged, as follows: 

$ 1.45 – 1.57 per GBP,  

$ 1.08 – 1.18 per EUR, and  

JPY 112 – 122 per $ 
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