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  Currency Risk Management Report 
 

for the week ended August 3, 2012 

 

 NEWS 

1. The US$ weakened on the international foreign exchange markets against 

most of its major trading partners. The highest fall was against the 

Australian $ by 1.3% followed by a drop of 0.7% each against the 

Singapore $ and the Euro. It further slipped by 0.6% each against the 

Canadian $, the Danish Kroner, and the Swiss Franc, finally ending the 

week with a gain of 0.5% and 0.4% against the British pound and the 

Japanese yen respectively. 

2. US non-farm payrolls rose by a higher-than-expected 163,000 in July, but 

the unemployment rate was unchanged at 8.3%. Meanwhile, the number of 

U.S. workers filing applications for jobless benefits rose last week, 

continuing an uneven pattern. Initial jobless claims, an indication of 

layoffs, increased by 8,000 to a seasonally adjusted 365,000 in the last 

week of July. Separately, factory orders unexpectedly fell in June, the 

latest sign that the slowing economy is sapping demand, and the Institute 

for Supply Management's July purchasing managers index showed a 

continued contraction. The index improved slightly to 49.8 last month, but 

remained at levels not seen in three years. The US economy has slowed to 

an annualised 1.5% growth rate in the April-to-June period, from 2.0% in 

the first quarter, according to Commerce Department's first estimate of 

gross domestic product 

3. In the 17-nation euro region, the manufacturing gauge fell to a 37-month 

low of 44 last month from 45.1 in June. The gauges for Germany and 

France -- the bloc’s biggest economies -- reached 37- and 38-month lows, 

respectively. In Germany, production dropped for a fourth month in July, 

with output and new orders declining at the sharpest rates since April 

2009. 

4. U.K. manufacturing shrank the most in more than three years in July as 
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export orders slumped. The PMI for the manufacturing sector slumped to 

45.4 in July from June's 48.6, remaining well below the key 50 level that 

separates expansion from contraction. The PMI data added to the gloom of 

the Nationwide house price index which reported declines of 0.7% on the 

month and 2.6% on the year. 

5. China's official manufacturing Purchasing Managers Index fell slightly to 

50.1 in July compared with 50.2 in June. 

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

a range of Rs. 55.30– 56.43 per $, ending the week with a loss of 43 paise 

for the rupee at Rs 55.76 per $. The forward premium levels have also 

remained almost stable at 7.5%, 7.3%, 6.8% and 6.0% from previous week 

levels of at 8.0%, 7.3%, 6.6% and 5.8% for 1, 3, 6 and 12 month maturities 

respectively.  

VIEWS 

1. The perennial dilemma facing economic policy makers is whether to take 

steps to boost economic growth or to contain inflation. Whether in relation 

to interest rate or exchange rate or taxes, one can either promote growth at 

the risk of stoking inflationary pressures or one can contain inflation at the 

cost of compromising growth. The central bank meetings over the week 

have clearly indicated that whether at home or abroad, despite clear 

evidence of economic slowdown, monetary policy is on hold. However, 

financial markets are becoming increasingly convinced that the central 

banks have no choice but to take steps to boost economic growth.  

2. It may be recalled that the US Federal Reserve Board has bought $2.3 

trillion of assets in two rounds of a stimulus strategy called quantitative 

easing, or QE, between December 2008 and June 2011. Stock and 

commodity markets have rallied on the assumption that QE3 is round the 

corner. We remain skeptical both of another major round of quantitative 
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easing and its efficacy in solving the economic sclerosis afflicting the 

developed world.  

3. Meanwhile, we are not changing our ranges for any of the non-dollar 

currencies, as follows:  

$ 1.18 – 1.30 per EUR, 

JPY 77 – 85 per $, and  

$ 1.50 – 1.62 per GBP. 

4. The Ministry of Commerce has reported a sharp 11.6% decrease in non-oil 

imports from $ 83.3 bn to $ 73.7 bn during the first quarter (April – June) 

of the current fiscal year. Although exports too have declined by 1.7% to $ 

75.2 bn during this period, oil imports have increased by 5.5% to $ 41.6 

bn. Consequently, the country’s trade deficit has dropped by a welcome 

13.4% to $ 40 bn. If this pattern continues for the entire 2012-13, it could 

lead to a contraction of $ 25 bn in the country’s trade deficit. One can 

expect a similar, if not greater, reduction in the current account deficit 

(CAD). This would take the CAD to a level of between $ 45 – 55 bn, 

compared to the $ 78 bn CAD registered during 2011-12. At this level, the 

CAD would not only be more sustainable but it would also be relatively 

easier to raise capital either in the form of debt or equity in order to bridge 

the gap. 

5. Will this quarter herald a new period of Rs/$ exchange rate stability? 

Corporate treasury managers would surely welcome a steady rate. There is 

no change in our advice to hedge the bulk of short-term payables (say, 

next two months), preferably by using option contracts. It would also be 

advisable to take forward contracts whenever a predetermined level is 

reached. This could be linked to the costing rate for trade-related 

exposures and the break-even financing cost (or the financing cost at 

which one can keep a “stop greed” level – say 6% p.a.) in respect of any 

short-term forex borrowings (whether buyers’ credits or FCNR(B)-linked 

loans). 
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