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  Currency Risk Management Report 
 

for the week ended December 13, 2013 

 

NEWS 

1. The US$ had a mixed response this week against its major international 

trading partners. It strengthened the most by 1.5% against the Australian $ 

followed by 0.5% against the Singapore $ and 0.3% each against the 
British Pound and the Japanese Yen. However, it weakened by 0.5% 

against the Canadian $ and by 0.25% each against the Euro, the Swiss 

Franc and the Danish Kroner respectively.  

2. In the U.S., the number of people filing for new unemployment benefits 

rose sharply by 18% last week, the biggest jump in more than a year. 

Meanwhile, the number of continuing unemployment benefit claims (those 
drawn by workers for more than a week) rose by 1.4% in the preceding 

week. Retail sales rose a seasonally adjusted 0.7% in November from 

October, marking the biggest gain since June. The prior month's gain was 
revised up to 0.6% from 0.4%. 

3. Industrial output in the 17 countries that share the euro fell sharply in 

October. The European Union's industrial production index was 1.1% 
lower than in September, the second straight month of decline and the 

sharpest drop since September 2012. The decline was spread across most 

of the currency area, with only Italy and Estonia recording increases in 
output. The decline in industrial output was led by the energy sector, 

which recorded a 4% drop in production during October. Output of capital 

goods fell by 1.3%, while output of consumer durables fell by 2.4% and of 
non-durables by 0.9%. 

4. Japanese machinery orders ticked up in October, an upbeat sign that 

business investment is holding firm. Core orders rose 0.6% in October 
from the month before. That came after a 2.1% decline in September. The 

total value of core orders was above ¥800 billion for the third straight 

month for the first time since 2008. The rise in October was led by a 12% 
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increase in the non-manufacturing sector, including the financial and 
insurance sector as well as construction. Manufacturing companies, 

however, cut orders by 0.2% month-on-month, the first fall since April. 

Meanwhile, corporate goods prices rose 2.7% on year in November. That 
was the highest increase since 2008, supported by higher food and 

electricity prices. 

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

a range of ` 60.83 – ` 62.27 per $, ending the week with a loss of 72 paise 

for the rupee at ` 62.14 per $. The forward premium levels are at 9.0%, 

8.8%, 8.7% and 7.9% p.a. compared to the preceding week-end levels of 

8.9%, 8.7%, 8.6% and 7.9% p.a. for 1, 3, 6 and 12 month maturities 

respectively 

VIEWS 

1. All eyes will be on central bank governors in the coming week. On the 
international front, both the U.S. Federal Reserve Board and the Bank of 

Japan are scheduled to hold policy meetings. Clearly, Fed Governor 

Bernanke will be the focus of greater attention than BoJ Governor Kuroda. 
The prospect of a gradual reduction of the Fed’s 85 bn per month bond 

purchase program (also called the QE3) has been the subject of intense 

speculation in the financial markets ever since Bernanke first announced 
that a tapering could be considered from December 2013. The sharp 

improvement in the employment data has increased bets in the markets 

that the timetable will be adhered to by the outgoing Governor. Not only 
has the US dollar strengthened, especially vis-à-vis the Japanese yen, but 

commodity prices also have drifted lower, and bond yields have moved up 

– the benchmark 10-year bond is now trading at a yield of 2.86% over 50 
points higher compared to 6 months back prior to the announcement.  

2. The yen has been under bear pressure across the board this year, with the 

BoJ, which buys more than 7 trillion yen ($70 billion) of Japanese 
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government bonds every month in its bid to stoke inflation, expected to 
stick to a loose monetary policy beyond the originally envisaged two-year 

timeframe. In 2013, the yen has weakened by 14.5%, the biggest decline 

among 10 developed-nation currencies.  

3. Our forecasted ranges for the other non-$ currencies remain as follows: 

$ 1.59 – 1.69 per GBP,  

$ 1.27 – 1.39 per EUR, and 

JPY 95 – 107 per $. 

4. On the domestic interbank market, the rupee moved to a high just under Rs 
61 per $, but quickly lost ground against the dollar, reportedly on 

aggressive buying by the oil marketing companies (OMCs). Political 
developments have been moving at a brisk pace after the state election 

results, with a bizarre no-confidence motion against the government being 

proposed by its own members and supported by its allies (but opposed by 
the main opposition party). If, against all odds, the no-confidence motion 

does succeed, it would severely compress the time available to the OMCs 

for unwinding the swaps (as it would be prudent to do so before the 
general election results). This would increase dollar demand and could 

bring bear pressure on the rupee. In any case, we do not expect the band of 

Rs 61 – 63 per $ to be breached for a few more months. Any rupee 
appreciation will surely be used by OMCs as an opportunity to lower their 

liability under the swaps, while excessive rupee depreciation is unlikely to 

be tolerated by RBI.  

5. There is no change in our advice to corporate treasury managers. Hedge 

dollar payables either by using out-of-the-money call option contracts, or 

by keeping a stop loss level. It would also be prudent to cover payables 
whenever a forward rate below a pre-determined level (say Rs 62 per $) is 

available. Cover the bulk of short-term receivables and a small percentage 

of medium-term receivables whenever the spot rate moves above Rs 62.50 
per $.  
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