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  Currency Risk Management Report 
 

for the week ended October 10, 2014 

 

NEWS 

1. By close of the trading week, the US$ had pared some of its gains of this 

week and the last, against its major international trading partners. It 

weakened the most (1.9%) against the Yen, by 1.07% against the Swiss 

Franc, 0.9% against both the Euro and the Danish Krona, by 0.64% against 

the Pound and by 0.4% each against the Canadian $ and the Singapore $. 

2. Initial jobless claims in the US dropped by a modest 1000 this week to 

287,000 and the seasonally adjusted 4-week moving average fell to its 

lowest level since February 2006. Minutes of the latest FOMC meeting 

revealed several members’ opinion that “economic expansion might 

actually turn out to be slower than had been expected if foreign growth 

came in weaker than anticipated.” In a separate announcement, the US 

import price index fell by 0.5% in September following a 0.6% drop in 

August.  

3. In Europe, the German economy shrank by an annualized 0.8% in the 2
nd

 

quarter, as its exports and industrial production declined by 5.8% and 4% 

respectively. This is the most that either metric has fallen since the depths 

of the global financial crisis in 2009. After the data was released, growth 

forecasts were lowered from an earlier 1.9% to 1.3% for the year. 

Sanctions between Russia and Europe, along with an estimated annual 

investment gap of over $100 billion, continue to weigh on industrial 

production. 

4. Britain’s economy grew by 0.7% during the third quarter of 2014, 

indicating a slight slowdown from the 0.9% that was witnessed during the 

previous one. Exports fell to the lowest level in almost 4 years, primarily 

led by a decline in oil and chemical shipments. Even though the services 

sector showed resilience, the share of manufacturing firms operating at full 

capacity fell in the third quarter, signaling that there might be more spare 

capacity than had been earlier thought.  
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5. The Cabinet Office in Japan revised its assessment about economic growth 

to “weak” while indicating a likelihood that the economy might have 

fallen into a triple-dip recession. This is despite the Bank of Japan 

currently buying close to $2 billion worth of assets every day in order to 

keep the plan afloat.  

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

a band of Rs 60.91 – Rs 61.52 per $, ending the week with a gain of 25 

paise for the rupee to close at Rs 61.36 per $. The forward premium levels 

across maturities of 1-month, 3-month, 6-month and 12-month are 7.84%, 

7.93%, 7.99% and 7.4% respectively as against 9.61%, 8.57%, 8.47% and 

8% in the previous week. 
 

VIEWS 
 

1. Repeated assurances by the ECB, of taking the requisite steps of 

preventing “Japanification” of Europe, are beginning to appear more like 

wishful thinking rather that a realistic prognosis. While it might be true 

that growth in some of the peripheral economies such as Ireland and 

Greece is showing better-than-expected progress, in the major economies 

the data is getting worse. Economic data from France and Italy has been 

disappointing for quite some time now. Besides, the scenario emerging out 

of Germany is forcing one to question the merit of fiscal austerity and the 

false sense of self-righteousness the German polity has come to surround 

itself with.   

2. In the international market, the strength of the US dollar continued until 

mid-week. The US Federal Reserve Board’s comments both that recovery 

in the US could be possibly more fragile than was being popularly 

deciphered as well as the dollar’s unnatural strength arrested dollar gains.  

On the commodities front, weakness in global crude prices continued in 

the wake of suppressed demand and sustained supply. The Brent oil price 

(with which our oil imports basket has a strong correlation) dipped below 

the level of $ 90 per barrel for the first time in over two years.  
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3. We are retaining our ranges for the major currency pairs as follows: 

$ 1.53 – 1.65 per GBP,  

$ 1.20 – 1.32 per EUR, and  

JPY 103 – 115 per $. 

4. The rupee-dollar exchange rate moved below the psychologically 

important level of Rs 61 per $ but the rupee weakened towards the end of 

the week on the back of a tumble in the stock market jittered by the rising 

tension on the border. We do not expect either the skirmishes to escalate 

into a war or the rupee’s bearishness to take it beyond Rs 62 per $. We 

continue to recommend sale of dollars to take advantage of the spot rate 

being above Rs 61 per $. The overall Balance of Payments is expected to 

witness a sizable surplus during the current fiscal year, since the current 

account deficit is likely to move to a single digit number for the year while 

capital account inflows remain robust both on debt and equity fronts. In 

turn, this would keep the supply of dollars in excess of demand, and it 

would not be surprising if the dollar moves back to the level of around Rs 

60.50 sooner rather than later. Accordingly, corporate treasury managers 

with net payables are advised to either use out-of-the-money call option 

contracts to hedge near-term payables or pre-determined stop loss levels at 

which a forward contract must be automatically taken.  

5. We give below a comparison of the month-end and average spot Rs/$ 

exchange rates for September 2014 with the forward rates available in 

earlier months: 

 Month-end Average 

 

 

  Spot (September 2014) 61.64 60.87 

1 Month Forward (August) 60.97 61.34 

2 Months Forward (July) 61.11 60.95 

3 Months Forward (June) 61.48 61.05 

4 Months Forward (May) 61.92 62.08 

5 Months Forward (April) 62.36 62.51 

6 Months Forward (March) 62.72 63.72 

12 Months Forward (Sept. 2013) 67.72 68.60 
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