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for the week ended March 14, 2014 

 

NEWS 

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

week. It strengthened the most by 0.5% each against the British Pound and 

the Australian $, followed by 0.2% against the Canadian $. However, it 
lost ground by 3.9% against the Danish Kroner, 1.9% against the Japanese 

Yen, 0.6% against the Swiss Franc, and by 0.3% each against the Euro and 

the Singapore $. 

2. U.S. retail sales rose a seasonally adjusted 0.3% in February from the prior 

month, a notable gain as weather remained frigid in much of the country, 

although it only partially reversed January's 0.6% drop. The producer-price 
index fell 0.1% from the prior month, but rose 0.9% on a year-over-year 

basis, down from a 1.2% increase posted in the prior month. Fed policy 

targets a year-on-year inflation rate of 2%, as measured by the personal-
consumption-expenditure price index, which rose 1.2% in January. 

3. In the first increase since the second quarter of 2011, on a seasonally 

adjusted basis, 145 million people were in work across the euro zone 
during the three months to December, an increase of 0.1% from the 

previous quarter. Compared with the peak of employment in 2008, 5.8 

million fewer people were at work in the currency area. Besides, there are 
wide disparities within the currency area. In Germany, employment levels 

were up 0.6% on the same period last year, while in Greece they were 

down 2.6%. However, there are signs that jobs were being created in parts 
of the euro zone that suffered most from its interlinked government debt 

and banking crises, with employment in Ireland up 3.2% on the final 

quarter of 2012, and employment in Portugal up 0.5%. Consumer spending 
has been weak, with 4

th
 quarter growth largely driven by a rise in exports. 

Prices rose by just 0.8% in the 12 months to February, well below the 

European Central Bank's inflation target of just under 2%. 
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4. China's economy weakened sharply during the first two months of the 
year. The slowdown was across the board, including retail, manufacturing, 

housing and investment. The data for January and February was combined 

to adjust for distortions from the Chinese Lunar New Year holiday. Some 
of the results were the weakest since the global financial crisis of 2009. 

Industrial output rose 8.6% year-over-year, the weakest showing since 

2009. Growth in fixed-asset investment eased to 17.9% year-over-year, the 
weakest pace since 2002. Retail sales rose 11.8% year-over-year, the 

slowest since Feb 2011. 

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

a range of ` 60.53 – ` 61.60 per $, ending the week with a loss of 10 paise 

for the rupee at ` 61.19 per $. The forward premium levels are at 9.5%, 

9.2%, 8.6% and 7.8% from the preceding week-end levels of 10.3%, 9.6%, 

8.8% and 8.3% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the international markets, the Russian ruble nosedived versus most 

major currencies amidst increasing threats of sanctions over Crimea by the 
U.S. and Europe, if Russia moves to annex the Black Sea peninsula. The 

ruble has weakened against the US dollar by 4.2% over the last one month, 

and 10.7% since the beginning of the year. Russia had unexpectedly raised 
the main interest rate earlier this month by 1.5%, the most since 1998, to 

7%, in order to arrest the ruble’s plunge. Meanwhile, the Japanese yen has 

been the biggest beneficiary of not only the Ukrainian crisis but also 
disappointing economic data from China. China’s woes have also 

contributed to a tumble of the South Korean won, whose biggest export 

market is China, and the Australian dollar, as China is Australia’s biggest 
trading partner.  

2. The focus of the markets could shift next week to the meeting of the 

Federal Reserve Board’s Open Market Committee (FOMC). With the first 
two cuts in the Fed’s quantitative easing program (or QE3) accepted by the 

financial markets relatively smoothly, it is widely expected to reduce its 
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monthly bond purchases by a further $10 billion. We are keeping our 
forecasted ranges for the non-$ currencies unchanged, as follows:  

$ 1.59 – 1.69 per GBP,  

$ 1.27 – 1.39 per EUR, and  

JPY 95 – 107 per $. 

3. On the domestic front, the rupee-dollar exchange rate has been hovering 
around the level of Rs 61 per $. The two sources of unusual demand – 

unwinding of the oil marketing companies’ swaps with the Reserve Bank 

of India (against dollars given to them in September-November 2013) and 
payment of old dues to Iran – are likely to become negligible. It would 

therefore not be surprising if the rupee appreciates further in the coming 
weeks. We advise that dollar payables should be hedged only with out-of-

the-money call option contracts. On the other hand, the bulk of short-term 

dollar receivables (say 70 – 80%) for the next 2 months, as well as a part 
(say 10 – 20%) of the medium-term exposures, should be hedged.  

4. For dollar receivables beyond mid-May, rather than locking into a forward 

contract, we suggest the use of option contracts up to end-June 2014. A 3-
month option contract with a strike rate of Rs 62.50 per $ is available for 

an up-front premium of Rs 1.21 per $. This ensures that if a Modi-led 

victory results in sharp rupee appreciation then the exporter will get a 
minimum realization of Rs 61.29, somewhat better than the current spot 

rate. For exposures beyond June 2014, there will be the additional forward 

premium ruling at that time. On the other hand, if there is a run on the 
rupee in the event of a Third Front victory (or, indeed, any political 

muddle at the centre), the option contract will allow the exporter to benefit 

from the rupee’s fall. The same advice holds for dollar payables. A strike 
rate of Rs 62.50 is available for an up-front premium of Rs 1.31, entailing 

a maximum cost of Rs 63.81. However, it would be prudent to wait until 

the first week of May and take an option contract for one month, so that 
both the strike rate and the premium cost can be much lower. 
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