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  Currency Risk Management Report 
 

for the week ended October 11, 2013 

 

NEWS 

1. The US $ had a mixed response this week against its major international 
trading partners weakening only against the Australian $ by 0.4%. It 
strengthened the most by 1.13% against the Japanese Yen, followed by 

0.52% each against the Swiss Franc and the Canadian $ and by 0.3% 

against the British Pound. It further rose by 0.1% against the Danish 
Kroner before ending the week stable against the Euro and the Singapore 

$. 

2. The number of Americans filing new claims for jobless benefits jumped 
last week. Initial claims for unemployment compensation increased by 

66,000 to a seasonally adjusted 374,000 in the week ended Oct. 5, the 

Labor Department said. The weekly gain was the largest since last 
November and the level of claims was the highest since March. The 

number of continuing unemployment-benefit claims, a representation of 

total recipients, decreased by 16,000 to 2,905,000 in the week ended Sept. 
28. Continuing claims are reported with a one-week lag. 

3. Euro-zone house prices rose slightly in the three months to June, the 

European statistical agency Eurostat said. House prices across the 17-
country euro zone were 0.3% higher in the second quarter of this year 

compared with the first three months, although they were still 2.2% lower 

than in the second quarter of 2012. The quarterly gain was the first since 
the second quarter of 2012, when prices rose 0.1%. House prices in the 

euro zone are still 5.5% below the peak reached five years ago. 

4. Japanese core machinery orders logged unexpectedly strong growth in 
August, reaching the highest level in nearly five years. Core machinery 

orders rose 5.4% in August from the previous month. It marked the first 

rise in three months, and came after a 0.03% decline in July. The total 
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value of core orders was ¥819.3 billion ($8.4 billion), the first time orders 
broke through ¥800 billion since October 2008. Orders at manufacturing 

firms such as petroleum and chemical companies rose 0.8% on month, the 

fourth straight month of increase. Excluding volatile orders, non-
manufacturing companies' orders rose 6.2%, boosted by strong orders for 

computers at financial and insurance companies. Companies preparing for 

a hike in the sales tax to 8% from 5% next April supported the rise in 
orders in August. Companies who placed orders for machinery and 

equipment installations or repairs before Sept. 30 will pay the current 5% 

rate, even if the work is completed after next April. 

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

a range of ` 61.01 – ` 62.30 per $, ending the week with a gain of 36 paise 

for the rupee at ` 61.08 per $. The forward premium levels are at 8.8%, 

9.0%, 8.3% and 7.1% from the preceding week-end levels of 9.8%, 9.5%, 

8.6% and 7.5% for 1, 3, 6 and 12 month maturities respectively. 

 

VIEWS 

1. The international foreign exchange markets, like all other global financial 

markets, are focussing attention on the drama in Washington D.C. New 
proposals from each side designed to be rejected by the other are seen as 

signs of hope. One can only hope that like all politicians the Republicans 

and President Obama will push matters to the edge of the cliff without 
falling off. No doubt, the price to be paid for a US default will not be the 

concern of just the Americans. One cannot forget how the US rating 

downgrade in 2011 hurt the emerging economies (including India) more 
than the US! Unfortunately, the uncertainty may not go away easily or 

quickly, as most proposals currently being considered are designed to buy 

time to avert a catastrophe rather than arrive at an amicable consensus. 
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2. Although one does need to keep a wary eye on the possibility of a US debt 
default, howsoever unlikely it may be, for the time being we are assuming 

that such an event is not going to take place. We are therefore keeping our 

ranges for the US dollar against other major currencies unchanged, as 
follows: JPY 95 – 107 per $, $ 1.27 – 1.39 per EUR, and $ 1.55 – 1.65 per 

GBP. 

3. On the domestic front, the rupee remains supported by dollar inflows from 
the long term FCNR(B) deposit scheme. It will be interesting to see 

whether the country's foreign exchange reserves will jump substantially in 

the coming months -- it will be an indicator of the success of the scheme, 
which is due to expire at the end of November. The rupee's strength is also 

aided by the lower demand in the market to the extent the oil marketing 

companies are getting dollars from the central bank. 

4. We expect the rupee's gradual appreciation to continue in the weeks to 

come. The RBI is likely to arrest the rise only if the exchange rate threatens 

to move below Rs 58 per $. Our short term view remains that the rupee-
dollar exchange rate will stabilize in the band of Rs 58 - 60 per $, and the 

stability should continue until the general election is out of the way. Post-

election, clearly, the direction will largely depend on the outcome. A BJP 
or Congress-led government will lead to greater rupee stability, while a 

messy result will create economic problems, including a sharp dose of 

rupee weakness. 

5. We advise importers to use out-of-the-money option contracts to hedge 

dollar payables. If premium payment is an obstacle, one should consider 

using a pre-determined stop loss level, say a spot rate of Rs 63 per $, at 
which the exposure will be automatically and immediately hedged. The 

basic tenet of this strategy is that when the stop loss level is hit, one has to 

stop thinking. Dollar receivables should be hedged by using forward 
contracts. 
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