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NEWS 

1. On the international foreign exchange markets, the US dollar had a mixed response against 

its major international trading partners this week. It strengthened the most (by 1.4%) against 

the Swiss franc, by 0.5% against the Canadian $ and by 0.3% against the Australian $. It 

weakened the most (by 0.8%) against the Japanese Yen, by 0.6% each against the Singapore 

$ and the Euro and by 0.4% each against the Danish krona and the Pound. 

2. In a paper released by one of the regional Federal Reserve banks in the US, evidence 

emerged that a substantial portion of the windfall savings brought about by the steep fall in 

oil prices, was spent on the newly legislated ‘Obama-care’ health care program. Of the $ 89 

billion jump between the initial and revised estimates for the fourth quarter growth, $35 

billion (about 40%) was contributed by spending on healthcare. Meanwhile, policy makers 

in the US are trying to make sense of the absent wage-price inflation, which has kept overall 

prices well below the Fed’s price target of 2%. 

3. Japan’s core consumer price index stopped rising for the first time in two years in February, 

as it remained flat over the year. The last time this happened was in May 2013. The headline 

core CPI, which includes oil but not fresh food prices rose 2% from a year ago. Separately 

household spending fell by 2.9% in February over the year, while retail sales dropped by 

1.8%. The unemployment rate however fell to 3.5%, a level which policymakers see as full 

employment. Following release of these data, there was a significant jump in the debt 

market (which is believed to be the most illiquid sovereign debt market in the developed 

world), with yield on the benchmark 10-year government bond spiking the most in 2 years.  

4. British retail sales for February increased by 0.7%, (the fastest pace in three months) as 

compared to a growth of 0.1% in January. Immediately following the release of the data, the 

British pound strengthened against the dollar. On an annual basis, retail sales volumes 

(accounting for nearly 6% of the British economy), increased by 5.7% in February. 

Separately, inflation fell to zero, helped by lower fuel prices and is expected to remain 

under 0.5% till the third quarter of 2015, according to the Bank of England.  

5. Crude oil prices rallied sharply this week on news that a coalition of Sunni-ruled nations 

initiated airstrikes on Yemen against Shiite rebels. This rally in oil price almost reversed the 

sell-off that had occurred in part on the rising speculation of a deal with Iran being reached. 

While Yemen is a marginal producer (contributing about 0.2% of total global crude supply), 

the price rally was driven more by fears of a potential escalation of the Sunni-Shia conflict 

in the region. 

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

62.15-62.80 per $, and the rupee ended the week with a gain of 5 paise to close at Rs 62.42 

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

month stood at 9.6%, 8.6%, 8.15% and 7.6% p.a. as against 8.73%, 8.21%, 7.9% and 7.1% 

respectively in the previous week. RBI’s foreign exchange reserves grew by over $4 billion 

to a whisker below $ 340 billion for the week ended March 20, 2015.  
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VIEWS 

1. The financial year 2014-15 painted a picture in contrast between the Indian and the 

international currency markets. While forex markets abroad were characterized by 

considerable and persistent volatility, the rupee remained in a relatively narrow band vis-à-

vis the dollar. The stability in the Rs/$ exchange rate was brought about by a combination of 

political and economic news – a large mandate for the new government, the commitment of 

the incumbent government towards fiscal prudence and progressive economic policies and a 

dramatic improvement in the balance of payments. The last two factors will continue to play 

a significant role in determining the external market value of the rupee in the coming fiscal 

year as well. The RBI has prevented the rupee from becoming strong, using the opportunity 

presented by large dollar inflows to augment its forex reserves. RBI’s interest rate policy has 

been guided by inflation data, ever since the central bank committed itself to the path 

suggested by the Urjit Patel committee report, and has remained quite tight when compared 

to even major Asian central banks. One of the challenges it faces is the increasing divergence 

between consumer and wholesale price inflation rates. Strangely, while the interest rate 

policy is anchored to the CPI, the exchange rate policy appears to be governed by the 6-

currency WPI-based REER. RBI’s intervention in the forward market during 2014-15 has 

ensured that forward premia remained elevated even as bond yields dropped. 

2. Stagnant economic activity and falling commodity prices (especially oil) prompted central 

banks in Europe and Japan to embark on huge quantitative easing programs. The threat of 

deflation, a problem most developed market central banks are grappling with, has become 

more pronounced following a collapse in oil prices. The US Federal Reserve Board remains 

the sole G-20 central bank considering a contractionary monetary policy. Indeed, guessing 

the date for a hike in Fed funds rate remains the markets’ favorite indulgence. Contradictory 

and paradoxical economic data from the US have not made the task any simpler for Ms. 

Yellen, who remains wary of inflated asset prices as well as mindful of the chronically low 

labor force participation rate (at 65%). 2014 witnessed unprecedented strength in the 

greenback as its gains well surpassed those seen during the previous rate hike cycle almost a 

decade back. Countries over-reliant on commodity exports saw their currencies coming 

under pressure as they were cornered into spending their forex reserves to stem the fall. 

3. The biggest sovereign theme to have dominated headlines during the past year was the 

possibility of a Greek exit (called a “Grexit”) from the euro zone and a potential contagion. 

While Greece and its creditors remained at loggerheads over how to make the island country 

honor its bailout agreement, the day of reckoning has been postponed to mid-2015. The Euro 

reflected all that was wrong with the region, remaining the most oversold currency in the 

developed world. Its fall from USD 1.40 to USD 1.04 per EUR during the period offers a 

prelude of things to come if Grexit becomes a reality. We expect the above themes will 

continue to influence financial markets in the coming year in an increasingly intricate and 

uncertain world. Our projections for the non-US dollar currencies are unchanged, as follows: 

$ 1.43 – 1.55 per GBP,$ 1.00 – 1.10 per EUR, and JPY 115 – 125 per $. 
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