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  Currency Risk Management Report 
 

for the week ended March 01, 2013 

 

 NEWS 

1. The US $ strengthened across the board this week. Its highest rise was by 

1.4% against the Swiss Franc followed by 1.3% against the Euro. It also 

strengthened by 1.2% against the Danish kroner, by 1.1% against the Aus$ 

and by 0.8% against the British pound. It ended the week with 0.5% gains 

vis-à-vis the Can$ and 0.2% each against the Japanese Yen and the Sing$. 

2. The U.S. gross domestic product (GDP), a measure of all goods and 

services produced in the economy, advanced at a 0.1% annual rate in the 

fourth quarter of 2012, an upward revision from an initially estimated 

0.1% downturn. For all of last year, the GDP advanced 2.2%, an 

improvement from the 1.8% gain during 2011. Among the positive signals 

for the economy, consumer spending advanced at a seasonally adjusted 

2.1% rate, a more robust gain than in the third quarter. 

3. Meanwhile, the euro-zone economy is estimated to have shrunk again in 

February, although at a slower pace than in recent months. The euro-zone 

economy had contracted by 0.6% in the fourth quarter of last year, having 

also shrunk in the second and third quarters. A gauge of manufacturing in 

the 17-nation euro area was at 47.9 in February, below the level of 50 that 

shows contraction. Unemployment in the region climbed to 11.9% in 

January, the highest since the data series started in 1995. Germany is one 

of the rare euro-zone members that has seen a decline in its unemployment 

rate in recent years. The German jobs market remained resilient in 

February, with the number of jobless rising only slightly from the previous 

month and the adjusted unemployment rate remaining at a relatively low 

6.9%. The annual rate of inflation in the euro zone fell to 2.0% in January 

from 2.2% in December, close to the European Central Bank's target rate. 

4. China's official purchasing managers' index fell to 50.1 in February from 

50.4 in January. A separate China PMI from HSBC similarly pointed to 
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slower growth, falling to 50.4 in February from 52.3 in January. On the 

other hand, Japan’s headline seasonally adjusted Purchasing Managers’ 

Index rose during February, from January’s 47.7 to 48.5, its highest 

reading since last June. Although it remained below the 50.0 no-change 

mark for a ninth successive month, the PMI indicated only a modest 

deterioration in operating conditions. 

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

a range of ₹ 53.60 – ₹ 54.93 per $, ending the week with a loss of 71 paise 

for the rupee at ₹ 54.90 per $. The forward premium levels are at 8.7%, 

7.9%, 7.3% and 6.6% from the preceding week-end levels of 7.5%, 7.9%, 

7.3% and 6.7% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic front, although the Finance Minister delivered on 

expected lines – control of the fiscal deficit in the current year and a 

further contraction next year, introduction of a commodities transaction 

tax (albeit on non-agri goods), a surcharge on tax for “super-rich” 

individuals together with a higher surcharge on corporate tax – the market 

reaction was not on expected lines. Both the stock and forex marets gave a 

“thumbs down” to the budget, despite the international rating agencies not 

indicating any imminent re-assessment of the economy. 

2. This should be a lesson for corporate treasury managers. In risk 

management, one should always expect the unexpected. Managing risk 

with 99% confidence still means that one should ensure that unsustainable 

losses are not suffered during that 1% probability when one’s expectations 

are not fulfilled. For this to be achieved, two principles are extremely 

important. Firstly, there should be a limit on the total risk being taken at 

any time. This is done by ensuring that the net open position is limited to 

the extent an adverse exchange rate movement restricts the loss to a 

tolerable level. Secondly, there should also be a limit on the total amount 
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of loss one is prepared to accept. This is done by keeping a pre-determined 

stop loss level at which the net open position will be immediately and 

automatically brought down to a “square” level (i.e. the uncovered 

payables are almost equal to the uncovered receivables). 

3. With the rupee-dollar exchange rate having crossed the Rs 54.75 per $ 

level, we advise treasury managers with dollar payables to keep the near-

term exposures largely covered. Corporates with unhedged dollar payables 

in respect of short-term trade credits or other foreign currency borrowings 

should hedge the exposures if the overall fully hedged interest cost is close 

to the cost of rupee finance.  

4. On the international front, the automatic across-the-board spending cuts 

(known as the “sequester”) have kicked in with the failure of the US 

President’s talks with the Republican party on a legislative remedy. The 

Democratic President wants a “balanced approach” – i.e. closing the fiscal 

gap with spending cuts as well tax hikes. However, the Republicans have 

argued that whatever compromise was made by them at the time of the 

fiscal cliff last year was the maximum extent to which they were prepared 

to agree. The financial markets have ignored the crisis as the government 

is required to make the $ 85 bn cut is spending by October 2013. No 

doubt, the sensible approach would be to smoothen out the cuts over the 

next 7 months, but the government will prefer to use the time to iron out 

their differences over this period. The politicians will always hope of a 

miracle to rescue them from the predicament.  

5. We are not changing our forecasted ranges for the US dollar against the 

major currencies, as follows: JPY 88 – 100 per $, $ 1.28 – 1.40 per EUR, 

and $ 1.46 – 1.58 per GBP.  

6. Tailpiece: The Swiss people are expected to vote in favour of the “Rip-off 

Initiative” which would give shareholders the right to hold a binding vote 

on compensation of executives and directors, and ban golden hellos & 

goodbyes (“one-time bonus received on joining or leaving a company”).  
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