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  Currency Risk Management Report 
 

for the week ended June 14, 2013 

 

NEWS 

1. The US$ weakened against its major international trading partners this 

week, strengthening only against the Singapore $ by 0.2%. It declined the 

most against the Japanese Yen by 3.3%, followed by 1.6% against the 
Swiss Franc and by 1.0% each against the British Pound and the Euro. It 

further weakened by 0.9% against the Danish Kroner, by 0.8% against the 

Australian $ and by 0.3% against the Canadian $. 

2. The U.S. first quarter current account deficit (CAD) widened, aided by a 

jump in imports. The gap, the broadest measure of international trade 

because it includes income payments and government transfers, grew by 
3.7% to $106.1 billion, from a revised $102.3 billion shortfall in the 

preceding quarter. The CAD was 2.7% of gross domestic product (GDP) 

last quarter, compared with 2.6% in the prior three months. The CAD had 
reached a record high of 6.4% of GDP in the fourth quarter of 2005. 

Meanwhile, the consumer confidence index eased to 82.7 in June from 
84.5 the previous month (the highest level since July 2007). Besides, retail 

sales rose 0.6% in May, higher than forecast and the biggest increase in 3 

months. Initial jobless claims, a measure of layoffs across the U.S. 
economy, fell by 12,000 to a seasonally adjusted 334,000 in the week 

ended June 8. 

3. Industrial production in the euro zone rose for the third straight month in 
April by 0.4% from March, but was down 0.6% from April 2012. 

However, the increase in output was concentrated in Germany and 

France—the currency area's largest members—while output fell in a 
number of countries that have been hit hardest by the euro zone's fiscal and 

banking crisis, including Italy, Spain, Greece and Portugal. The increase in 

output across the euro zone was led by a 2.7% growth in capital goods. 
However, a 2.7% decline in the production of durable consumer goods 
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reflected the continued weak state of household demand, although 
production of nondurable consumer goods rose by 0.7%. Separately, the 

inflation rate in Germany picked up in May, but was still only 1.5%, while 

in France the annual rate of inflation was just 0.8%, 1.1% in Italy and 
1.7% in Spain. 

4. UK’s House Price Sentiment Index (HPSI) rose in June to 53.2, up from 

52.2 in May. This marks the third month that the current price index has 
been in positive territory after 33 months of readings of 50 or under. The 

index signals that after three years of falling prices, households are 

increasingly confident that the value of their property has started to rise. 

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

a range of ` 57.17 – ` 58.98 per $, ending the week with a loss of 45 paise 

for the rupee at ` 57.52 per $. The forward premium levels are at 6.7%, 

6.3%, 5.8% and 5.5% from the preceding week-end levels of 6.5%, 6.4%, 

5.9% and 5.7% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. Finally, corporate treasury managers heaved a sigh of relief on 
intervention by the Reserve Bank of India. With the week starting with a 

one rupee fall on each of two successive days, RBI sold dollars when the 

Rs 59 per $ levels seemed set to be breached. Indeed, one joke doing the 
SMS and social media rounds was that the rupee would soon become a 

senior citizen! The market quickly reacted gradually pushing the exchange 

rate towards Rs 57.50 per $ -- although this is still weaker than the 
preceding week-end level, some more rupee appreciation appears to be on 

the cards.  

2. We believe that the recent sharp rupee fall was an aberration, linked to the 
sudden sharp rise in gold imports. There are increasing signs of normality 

coming back in gold imports – daily gold imports in the second half of 

May were one-third of the level in the first half, and remained low in the 
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first half of June. We therefore expect the rupee’s strength to gather pace 
in the coming weeks, if not days.  

3. We continue to recommend use of near-term out-of-the-money option 

contracts for hedging exposures. For instance, a call option contract to 
purchase US$ at a strike rate of Rs 58.50 per $ after 1 month would cost 

only 41 paise per $ (ignoring bank margin). This will ensure a maximum 

outflow of Rs 58.91 per $, and simultaneously allow the company to 
benefit if the rupee gains further ground.  

4. Interestingly, one of the large exporters we met recently suggested that 

RBI should consider moving back to an administered exchange rate 
mechanism, using the following arguments: 

 If RBI is responsible for setting the interest rate in the economy why 

is it not also setting the exchange rate? 
 A sharp rupee fall invariably gets accompanied by demands from 

customers to cut prices, which is forgotten when the rupee 

subsequently recovers. 
 Business was easier to manage when exchange rate volatility was 

confined to a narrow band – in the current scenario, the quarterly 

results are affected more by MTM valuations at quarter-end than by 
operating profits. (Indeed, the CFO mentioned that every day an 

inordinately large chunk of his time was being spent on watching the 

Rs/$ rate and recalculating the impact on the 1
st
 quarter results!) 

5. On the international front, the US$ was weak against the major currencies, 

but has simultaneously improved vis-à-vis all Asian currencies, spooked 

by talks of a Fed tapering of its quantitative easing (QE) program. Our 
forecasted ranges for the US dollar against all the major currencies are 

changed, as follows:  

JPY 90 – 102 per $,  

$ 1.26 – 1.38 per EUR, and  

$ 1.50 – 1.62 per GBP. 
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