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  Currency Risk Management Report 
 

for the week ended November 9, 2012 

 

 NEWS 

1. The US$ had a mixed response this week against its major trading 

partners. It rose by 1.0% each against the Euro and the Danish Kroner and 

by 0.9% against the Swiss Franc. It further strengthened by 0.8% against 

the British Pound and by 0.6% against the Canadian $. However, it fell by 

1.2% against the Japanese Yen and by 0.5% against the Australian $ 

before ending the week stable vis-à-vis the Singapore $. 

2. The U.S. consumer confidence index rose to 84.9, the fourth straight 

increase and the highest since July 2007, from 82.6 in October. There has 

also been a pickup in household spending. Purchases advanced 0.8% in 

September, the biggest gain in seven months, after rising 0.5% in August. 

3. Industrial production fell sharply in a number of European nations during 

September. In France, industrial production dropped 2.7% from a month 

earlier, while in Italy it fell by 1.5% in seasonally-adjusted terms. Besides, 

industrial production declined in Germany by 1.8%, and Ireland’s output 

declined by a staggering 13.9%. 

4. Greece’s unemployment rate rose to a new record of 25.4% in August as 

the country prepared for a further round of austerity and another year of 

economic contraction in 2013. (It was 24.8% in July and 18.4% in August 

2011.) That was just below the 25.5% unemployment rate recorded by 

Spain in the same month, the highest in the European Union. Further, 

among those 24 years of age or younger, the unemployment rate rose to 

58.0% from 45% in the same month last year, and is now the highest 

among the bloc's 27 members.  

5. China's trade surplus rose to $32.0 billion in October from $27.7 billion in 

September. Exports increased by 11.6% from a year earlier, faster than 

September's 9.9% rise. Imports rose a lackluster 2.4% from a year earlier, 
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unchanged from September's rise. Separately, industrial production rose 

9.6% in October from a year earlier, up from the 9.2% increase in 

September. Inflation moderated in October, with the consumer price index 

rising just 1.7% from a year earlier, the slowest pace since January 2010. 

6. In a sign that the country's economy could be weakening faster than 

expected, Japan's current account deteriorated in September, swinging into 

a deficit of ¥142 billion ($1.8 billion), the first time since March 1981, 

when Japan was hit by a sharp rise in oil prices. Besides, core machinery 

orders fell an unexpected 4.3% in September from the previous month. 

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

a range of ₹ 53.96 – ₹ 54.78 per $, ending the week with a loss of 95 paise 

for the rupee at ₹ 54.76 per $. The forward premium levels have slightly 

declined to 6.8%, 6.5%, 6.1% and 5.6% from the preceding week-end 

levels of 7.6%, 6.9%, 6.4% and 5.8% for 1, 3, 6 and 12 month maturities 

respectively.   

VIEWS 

1. On the international foreign exchange markets, President Barack Obama’s 

re-election victory was initially greeted with a rally in commodities 

accompanied by dollar weakness. An Obama win ensures that the U.S. 

Federal Reserve Board Chairman, Ben Bernanke, will continue to enjoy 

the confidence of the President (Romney had consistently attacked 

Bernanke’s policies). In turn, this means a continuation of the present 

policy of purchasing bonds worth $ 40 bn every month – also regarded as 

QE3 (or the third round of quantitative easing) – which is an attempt to 

increase global liquidity in order to revive economic growth.  

2. No doubt, the weeks, and months, to come will see greater exchange rate 

volatility on a day-to-day basis – QE3 will undermine the US$, while 

economic sluggishness in Europe and Japan will support the greenback. 
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Ironically, the trading range over a multi-month period has been, and will 

remain, within a narrow band. We are not making any changes in our 

ranges for the US dollar against its major trading partners, as follows: 

JPY 77 – 85 per $,  

$ 1.22 – 1.34 per EUR, and  

$ 1.54 – 1.66 per GBP. 

3. On the domestic front, reflecting the movements in the euro-dollar 

exchange rate, the rupee has once again weakened beyond Rs 54 per $. 

While we remain skeptical about the sustainability of this level, two 

principles of risk management need to be reiterated. Firstly, a hedging 

policy cannot be based on one’s views – there is no way to predict the 

future. As Keynes, the legendary economist of the 20
th

 century (and one of 

the few economists who successfully traded on the financial markets), has 

famously said, “The market can remain irrational longer than you can be 

solvent.” Secondly, whenever any exposure is being kept open in the hope 

of profiting from a price movement, there must be a stop loss level at 

which a hedge would be automatically taken. When the stop loss level is 

breached, one has to stop thinking, and the exposure should be covered 

immediately. 

4. We continue to believe that an exchange rate around Rs 53 per $ is likely 

to be stable. We therefore suggest that corporates with a short position (i.e. 

uncovered dollar payables are greater than uncovered dollar receivables) 

not to hedge the positions beyond say mid-December. However, covers 

should be taken under two circumstances – either the stop loss level has 

been hit or, in case of a short-term foreign currency loan, the fully hedged 

effective interest rate has dipped below say 5% p.a. Exporters are advised 

to hedge the bulk of their dollar receivables, and to purchase out-of-the-

money put option contracts (with a strike equal to say the spot exchange 

rate or Rs 54 per $) so that the downside risk of rupee appreciation is 

limited. 
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