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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 4.5%) against 

the Swiss franc, 2.5% against the Canadian $, by 1.9% against the Australian $ and by 0.7% 

against the Singapore $. It weakened the most (0.8%) against the Euro, by 0.47% against the 

Pound, 0.3% against the Danish krona and by 0.24% against the Japanese yen.  

2. Initial jobless claims in the US decreased by 43,000 to a seasonally adjusted 265,000 for the 

week, well below economists’ expectations of 300,000. This is the lowest number for 

jobless claims Americans have filed since April 2000. Even though a holiday-shortened 

week exaggerates the strength in the job market, it suggests that the recovery is gathering 

pace. The four-week moving average of claims, which strips out the weekly volatility, fell 

to 298,500. The unemployment rate is currently at a six-year low of 5.6%. 

3. In a subtle evidence of the fact that lower oil prices have started putting more money into 

the hands of consumers, German retail sales increased by 1.4% in inflation-adjusted terms 

for 2014, marking the fifth consecutive year of increase. In December, retail sales have risen 

by a real 0.2% on the month and average monthly sales growth for the fourth quarter stood 

at 1.6% over the previous quarter. Private consumption for the last month of 2014 grew by 

4% on the year, which was a two-and-a-half year high.  

4. Retail sales in Japan increased for the sixth consecutive month in December, hinting at 

private consumption staging a recovery of sorts. Over the year, sales grew at 0.2%, which 

was much lower than the widely anticipated number of 0.9% (November retail sales figures 

were revised upwards to point towards a gain of 0.5%). Separately, exports rose to reach the 

highest level in almost six years as overseas shipments climbed by 13% over the year. 

Imports increased merely by 1.9% (mainly on the back of falling crude prices), thereby 

leaving a trade deficit of JPY 660 billion ($5.6 billion) for the month of December. 

5. Britain’s economy grew in 2014 at the fastest pace since 2007, as GDP expanded by a 

healthy 2.6% over the year, despite a fourth quarter slowdown. Growth numbers in 2014 

have been markedly healthier than the 1.7% growth seen in 2013. Britain’s economy is now 

3.4% higher than its pre-recession peak at the start of 2008. GDP growth during the Oct-

Dec period, which came in at a mere 0.5%, was mainly owing to a contraction in the 

housing and construction sector. 

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

61.29-62.09 per $ and the rupee ended the week with a loss of 43 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 7.50%, 7.77%, 7.38% and 6.84% p.a. as against 7.16%, 7.71%, 7.36% and 

6.47% respectively in the previous week. RBI’s foreign exchange reserves as on the week 

ended January 23, 2015 stood at $322.04 billion, representing a marginal decline of $97 

million over the previous week. 
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VIEWS 

1. After staying markedly stable for the initial part of the week, the rupee suddenly weakened 

over the last two trading days. The more than 40 paise depreciation over the previous week’s 

levels, should be seen by exporters as an opportunity to hedge their receivables forward 

within their Board-approved limits. Nothing changes for importers as they are advised to 

continue to leave their medium and long-term exposures un-hedged while considering only 

option contracts for their short-term payables. 

2. The better than expected employment data from the US has re-stoked speculation about a 

possible rate hike by the Federal Reserve Board. The central bank’s official statement again 

included the words “patience”, “watchful” and “data dependent” with respect to adopting a 

tighter monetary policy. We do not expect the Fed to even consider raising interest rates 

before July 2015. With the central banks of other developed countries continuing to repose 

faith in their own versions of quantitative easing, and with sovereign bond yields tending 

towards multi-year lows, monetary policy in the US is already tight in relative terms and any 

premature tinkering with the Fed funds rate will only upset the apple cart. While 

unemployment claims have touched a 7-year low, the data is noisy at best. While jobs are 

growing, wage growth has been stagnant, with people’s inflation adjusted median weekly 

income being as good (or as bad) as it was before recession. Moreover, while falling oil 

prices have brought down gasoline prices at the local pump, they have also threatened job 

creation in a sector (energy & petroleum), which has employed over 10% of the additional 

workforce since 2008-09.  

3. The victory of the far-left Syriza party in the Greek parliamentary elections was in line with 

opinion polls. The party claims to be anti-austerity, but not anti-euro. The new Finance 

Minister, an academician who has never been involved in government, has been advocating 

hair-cuts by the lenders. Revoking even a small portion of the pledges (which currently 

amount to EUR 246 billion), could coax other fringe nations to start demanding the same 

terms of treatment and Germany would be wary of this possibility. Markets are also spooked 

(stocks collapsed by 13%) by the fact that Syriza Party has chosen a coalition partner on the 

basis of its propensity for pandering to anti-austerity propaganda. With several more 

countries heading to polls in the coming months, the Euro is almost certain to be vulnerable 

to bouts of extreme volatility in 2015. 

4. The Baltic Dry index (BDI), a freight index covering 23 shipping routes and believed to be a 

leading indicator of the global demand for commodities and raw materials, has declined to a 

29-year low. This challenges the narrative that the broad-based fall in commodity prices is 

more due to a supply glut than anemic demand. The dollar index (DXY) showed renewed 

strength after a largely positive employment data. We are keeping our ranges for the non-US 

dollar currencies, as follows: 

$ 1.45 – 1.57 per GBP,  

$ 1.08 – 1.18 per EUR, and  

JPY 112 – 122 per $ 
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