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  Currency Risk Management Report 
 

for the week ended July 11, 2014 

 

 NEWS 

1. The US$ largely weakened against its major trading partners, while 

strengthening against only the Canadian $ (0.76%) and the Pound (0.26%). 

It fell the most against the Japanese Yen (0.74%), followed by 0.41% 

against the Singapore $ and 0.29% against the Australian $. The greenback 

also saw weakness of 0.21% against the Swiss Franc and 0.12% against 

the Danish Krona. 

2. In America, jobless claims dropped to 304,000 (a decline of 11,000) 

during the first week of July. The four-week moving average, which is a 

lesser volatile measure of jobless claims, showed a drop of 311,500 from 

315,000 in the previous week. The number of people receiving jobless 

benefits increased by 10,000 to about 2.6 million by the end of June. 

Although the labor market seems to be holding up, a GDP contraction of 

2.9% as witnessed in the first quarter of 2014, has given mixed signals 

about recovery in the US. 

3. In yet another macro-economic data silhouetting the fragility in the 18-

country Euro zone, house prices fell by 0.3% in the first quarter of 2014 

from the previous one. Moreover, the magnitude of decline was greater in 

the larger economies with France, Italy and Spain experiencing a fall of 

1%, 0.6% and 0.3% respectively. By contrast, house prices in the UK and 

Sweden (both EU members who have chosen to stay outside the Euro 

zone) have risen by 2.2% and 2.4% respectively. 

4. The commercial and housing construction sector in the UK experienced a 

retreat by 1.1% in May (the markets were expecting an increase of 2%). 

This is even while housing has soared over the last two quarters and now 

accounts for over 30% (up from 19% last year) of all new building work in 

Britain. In a separate data release, industrial and manufacturing production 

both dropped in May over the month, by 0.7% and 1.3% respectively. This 

is the steepest monthly fall in factory output since the first quarter of 2013.  
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5. In its worst drop since 2005, Japan’s core private sector machinery order 

book collapsed by a record 20% in May, subtly indicating  that the first 

consumption tax hike (in 17 years) announced on the 1
st 

 of April has 

perhaps blurred the country’s economic outlook. Total orders were down 

30% and foreign orders by 46% in May over the month. Surprisingly still, 

the collapse has come despite a 22% jump in orders from the public sector.  

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

the range of Rs 59.58 – Rs 60.30 per $, before ending the week with a gain 

of 15 paise for the rupee at Rs 59.94 per $. The forward premium levels 

across maturities of 1-month, 3-month, 6-month and 12-month are 8.30%, 

8.56%, 8.45% and 7.90% respectively as against 8.51%, 8.81%, 8.67% 

and 8.25% in the previous week. 

VIEWS 

1. Even though Mr Arun Jaitley said that his maiden budget was more a 

“statement of intent than a directional change”, one could be forgiven for 

harboring mild disappointments with the budget. While the opportunity 

seemed ripe for announcing some substantive and bold measures, the 

Finance Minister’s speech fell just shy of delivering the goods.  

2. Notwithstanding its rather conventional delivery, the budget has made 

some right noises with respect to retrospective tax legislation. The proposal 

to increase the FDI limit in the insurance and defense sectors, from the 

existing 26% to 49%, auger well for possible inflows over the year. A 27% 

hike in plan outlays, investment allowance on large projects and the 

decision to allow banks to extend loans to the infrastructure sector without 

restrictions on CRR and SLR, might just be the right steps to provide a 

fillip to growth. The government has also proposed a disinvestment target 

of Rs 58,425 crores, a 12.5% increase from February’s interim budget 

target of Rs 51,925 crores. 

3. The run up to the budget saw an almost compulsive fixation of the media 

commentary, with the fiscal deficit target of 4.1%. The incumbent 

government has reiterated its commitment to this target, however on the 
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back of a seemingly ambitious assumption of a 20% increment in tax 

receipts. Mercifully though, Mr Jaitley, unlike his predecessor, has not yet 

talked about slashing expenditure to achieve this goal. Mr Chidambaram’s 

felling the axe on unplanned expenditure (especially capital expenditure), 

hurt growth in 2013-14.  

4. In line with our expectation, the USD/INR exchange rate experienced some 

volatility during the fag hours on Thursday and then touching Rs 60.30 on 

Friday, before recovering to close under Rs 60 per USD. We believe that 

the Rupee will stay largely in the band of 58.50-60.50 per USD and hence 

advise exporters to use a spot rate above Rs 60 per USD to hedge receipts. 

Importers should only look at OTMF options for booking payables. As the 

week goes by, we expect the exchange rate movement to become more 

placid.  

5. On the international foreign exchange markets, the Pound saw its first 

weekly drop against the greenback since May, on apprehensions of a 

possible slowing of growth momentum. Meanwhile, in Japan, even as 

consumer inflation inches across the halfway mark of BoJ’s target, the 

central bank remains committed to continued easing. We are not changing 

our ranges for any of the major non-$ currencies, as follows: 

$ 1.62 – 1.72 per GBP,  

$ 1.32 – 1.42 per EUR, and  

JPY 95 – 105 per $. 

 

Tailpiece: In December 2001, Argentina defaulted on its external bonds of 

$ 93 bn which were later restructured in 2005 and 2010 in which 92% of 

holders participated. Of  the remaining 8% (around $ 4bn) of bond holders 

(called ‘Holdouts’), ‘Vulture funds’ own around $ 1.3 bn. They had sued 

the Argentinean government to repay at 100% of face value for bonds. On 

June 16,  the US supreme court declined the appeal a filed by Argentina 

and in effect retained  the earlier ruling which would require full payment 

by Argentina to ‘Holdouts’. At current market prices, the return for the 

vulture funds would be more than 1300%. 
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