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  Currency Risk Management Report 
 

for the week ended January 10, 2014 

 

NEWS 

1. The US$ weakened across the board against its major trading partners 

except the Canadian $ against which it rose by 2.4%. It fell the most by 

0.6% each against the Euro and the Japanese Yen followed by 0.5% each 
against the Danish Kroner and the Australian $. It also weakened by 0.4% 

against the British Pound, by 0.3% against the Swiss Franc and by 0.2% 

against the Singapore $. 

2. American employers added a disappointing 74,000 jobs in December. The 

jobless rate fell to 6.7% from 7% for the month, though the decline mostly 

reflects job seekers giving up their search and leaving the workforce. 
Long-term unemployment, a hallmark of the 4½-year recovery, changed 

little between November and December. The number of people out of 

work for 27 weeks or longer held steady at 3.9 million last month, or 
37.7% of all unemployed individuals.  

3. Euro-zone retail sales rose by 1.4% in November, the fastest pace in 12 

years, and were 1.6% higher than in November 2012. That was the largest 
monthly rise since November 2001, and a big surprise, especially since the 

euro zone's unemployment rate remains stubbornly high at 12.1%, where it 

has been since April. The retail sales pickup was spread across the 
currency area, with sales up 1.5% in low-unemployment Germany (jobless 

rate close to a record low at 6.9%), but up an even stronger 2.1% in 

France, where the jobless rate is much higher and the economy weaker. 
The rise was also broadly based; sales of food and drink were up 1.1% 

from October, while sales of other items were up 1.9%. Hopes for a euro-

zone recovery were also boosted by news that Germany's trade surplus 
swelled to a bigger-than-expected €17.8 billion ($24.2 billion) in 

November from a revised €16.7 billion in October was in November. 

Exports rose and imports declined from October.  
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4. China's export growth weakened to 4.3% in December, down from a much 
stronger 12.7% year-over-year rise in November. By contrast, the latest 

import figures were strong, beating forecasts with an 8.3% year-over-year 

rise in December, up from 5.3% in November. Strong imports meant that 
the country's trade surplus narrowed to $25.6 billion, from $33.8 billion 

the previous month. Exports totaled $2.21 trillion for the year as a whole, 

up 7.9% from 2012, while imports rose 7.3% to $1.95 trillion. Total trade 
grew 7.6% in 2013, narrowly missing the official target of 8% trade 

growth. 

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

a range of ` 61.81 – ` 62.46 per $, ending the week with a gain of 26 paise 

for the rupee at ` 61.90 per $. The forward premium levels are at 7.8%, 

8.3%, 8.3% and 7.6% from the preceding week-end levels of 8.1%, 8.4%, 

8.4% and 7.6% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic front, a further improvement in the trade deficit data 

augurs well for the balance of payments. On the back of sustained growth 
(albeit at a lower rate) in exports, and a sharp fall in imports (no doubt, 

partly a result of a decline in official gold imports), the trade deficit for 

December 2013 narrowed sharply by 43% to $ 10.1 bn from 17.7 bn in the 
preceding fiscal year. Indeed, continuing a strong recovery on the trade 

front, the third quarter (October-December) of 2013-14 has had a 46% 

decline in the trade deficit compared to 2012-13, after a 39% drop in the 
second quarter. For the first nine months, the trade deficit has decreased by 

$ 36.2 bn (25%) to $ 109.9 bn.  

2. Already, the latest government estimate of a current account deficit (CAD) 
of $ 50 bn (scaled down from the RBI Governor’s estimate of $ 57 bn a 

couple of months back) appears to be erring on the side of caution! No 

doubt, the official gold imports are not even a third of the total imports, 
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and therefore, as in the past, a significant part of the remittances from 
Indians working abroad are being diverted to finance gold smuggling. 

(This is a sad reflection of the Prime Minister’s declining clout in the 

government – after all, he was the Finance Minister when the government 
finally recognized that banning of gold imports was counter-productive. It 

is ironical that unreasonably high import duties and irrational quantitative 

restrictions have put the gold smuggler back in business!) However, even 
after making an adjustment for this factor, in our view, a halving of the 

CAD from last year’s record high of $ 88 bn is likely.  

3. Meanwhile, the Rs/$ exchange rate moved below Rs 62 per $, giving an 
opportunity to corporate treasury managers to hedge their dollar payables 

for January below Rs 62 per $. There is no change in our rupee script. We 

expect the exchange rate to remain stable around Rs 62 per $, for some 
more weeks, if not months. We continue to advise hedging of near-term (3 

– 4 months) dollar payables at a forward rate (i.e. spot + forward premium) 

better than Rs 62 per $ for. We also suggest that the bulk of the dollar 
receivables (say 70 – 80%) up to April 2014 as well as a part (say 10 – 

20%) of the medium-term exposures should be covered whenever the spot 

rate moves above Rs 62.25 per $.  

4. On the international markets, the U.S. Federal Reserve Board’s tapering of 

the quantitative easing (QE3) program has so far not resulted in any 

significant impact on the currencies. However, happily for our country, 
international commodity prices have declined. Brent oil price, to which 

our petroleum import basket is closely linked, has dropped by almost 5% 

to $ 107 per barrel. (Every one dollar decline in the price reduces our 
annual net oil import bill by $ 1 bn. Besides, the oil subsidy bill goes 

down!) We are keeping our forecasted ranges for the non-$ currencies 

unchanged, as follows:  

$ 1.59 – 1.69 per GBP,  

$ 1.27 – 1.39 per EUR, and  

JPY 95 – 107 per $. 
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