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  Currency Risk Management Report 
 

for the week ended September 13, 2013 

 

NEWS 

1. The US$ weakened during the week against most of its major international 

trading partners strengthening only against the Japanese yen by 0.3%. It 

weakened the most by 1.6% against the British Pound followed by 0.9% 
each against the Euro, the Swiss Franc and the Danish Kroner. It further 

fell by 0.7% against the Australian $, followed by 0.5% against the 

Canadian $ and by 0.4% against the Singapore $. 

2. U.S. retail sales rose a seasonally adjusted 0.2% in August from a month 

earlier. Meanwhile, the consumer confidence index fell to a five-month 

low of 76.8 this month from 82.1 in August. The index had hit 85.1 in 
July, its highest level since before the recession. 

3. Euro zone’s industrial output fell 1.5% in July from June, the biggest fall 

since September last year. Production was down 2.1% from a year earlier. 
The last time the level of output was lower was in April 2010. Sizable 

declines in output by German, Italian and to lesser extent French factories 

were responsible for much of July's weakness. These economies make up 
about two-thirds of the euro zone's total output. German industrial 

production fell 2.3%, reversing an increase of a similar size the previous 

month. In Ireland, annual inflation hit a three-year low of 0.2%, while in 
France it fell to 0.9%, and in Spain it fell to 1.5% from 1.8% in July. The 

number of people with jobs in the euro zone fell 0.1% on a quarter-over-

quarter basis during the second quarter to stand at 145 million. This is 1% 
lower than in the second quarter of 2012. 

4. The U.K. unemployment rate fell unexpectedly in the three months to July 

to 7.7% from 7.8% in the previous three-month period. Besides, wages 
continue to lag significantly behind the rate of inflation. This erosion in 

spending power has serious implications for the economy's prospects as 

consumer spending makes up around 60% of the country's economic 
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output. Regular earnings, which excludes bonus payments rose 1.0% in the 
three months to July, a slower pace than the 2.8% annual rate of inflation. 

5. The mood at big Japanese companies has improved at the fastest pace in 

nine years during the July-September quarter. The index, calculated by 
subtracting the percentage of companies saying the economy is getting 

worse from that saying it is getting better, rose to 12.0 from 5.9 in the 

previous quarter. Meanwhile, corporate-goods prices have increased by 
2.4% from a year earlier in August, the biggest increase in nearly five 

years. That follows a 0.7% rise in consumer prices in July. 

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

a range of `62.91 – `64.47 per $, ending the week with a gain of 175 paise 

for the rupee at `63.50 per $. The forward premium levels are at 10.7%, 

10.1%, 8.9% and 7.3% from the preceding week-end levels of 10.2%, 

9.3%, 8.2% and 6.9% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic interbank market, the removal of a significant chunk of 

the dollar demand continues to give support to the rupee. The gap created 
by the current account deficit has been effectively eliminated by the 

Reserve Bank of India’s sell-buy swaps with the three major public sector 

oil companies. This means that any net capital inflow, either through debt 
or equity will create an over-supply of dollars in the market, putting 

further bear pressure on the dollar.  

2. We expect this policy of engineering a temporary situation of oversupply 
to be continued until the sub-60 rupee-dollar exchange rate level is 

reached. It will be interesting to see at what level the RBI decides to start 

purchase of dollars in order to arrest the rupee’s appreciation. This will be 
done initially by gradually tapering off the sell-buy swaps with the oil 

companies and subsequently, if supplies remain strong, even purchase of 

dollars by the RBI in order to shore up its forex reserves. Meanwhile, the 
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challenge will be to ensure that the tapering starts reasonably quickly, else 
the build-up of future dollar demand could create a potential problem of 

gargantuan proportions.  

3. We advise corporate treasury managers to use out-of-the-money option 
contracts for hedging dollar payables. Dollar receivables should be hedged 

with a mix of option and forward contracts, with a greater percentage of 

forward contracts for near-term exposures. For the time being, rupee 
appreciation appears much more likely than movement in the opposite 

direction. 

4. On the international front, all eyes (including that of the Reserve Bank of 
India) would be focused on the Federal Reserve Board’s monetary policy 

statement due in the middle of the week. Although there is a huge upsurge 

in market expectations of an announcement on the issue of tapering of the 
Fed’s bond purchase program (also known as quantitative easing, or QE3), 

we remain skeptical of any major declaration being made. The economic 

data emanating from the U.S., although increasingly positive, has not yet 
reached a stage where growth concerns in general, and the unemployment 

rate in particular, have eased. Besides, a new Governor is expected to be 

announced next month, and it is highly probable that Governor Bernanke, 
whose term ends in a few months, will like to keep the new person’s views 

in mind before taking such an important decision. (Indeed, if the Fed’s 

statement remains silent, or even ambiguous, on the issue of tapering, it 
can surely be expected to add to the rupee-positive sentiment in the 

domestic market.) 

5. We are changing the band for the British pound’s exchange rate vis-à-vis 
the US dollar to $ 1.49 – 1.61 per GBP. However, we are not changing our 

forecasted ranges for the US dollar against the other major currencies, as 

follows: 

JPY 95 – 107 per $, 

$ 1.22 – 1.34 per EUR. 
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