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  Currency Risk Management Report 
 

for the week ended September 14, 2012 

 

 NEWS 

1. The US$ weakened this week across the board against its major trading 

partners. The highest fall was by 2.4% each against the Euro and the 

Danish Kroner, followed by 1.8% against the Swiss Franc. It further 

dropped by 1.6% against the Australian $ and by 1.3% each against the 

British Pound and the Singapore $. Finally, it slipped by 0.7% against the 

Canadian $, but ended the week stable vis-à-vis the Japanese Yen. 

2. US industrial production unexpectedly shrunk in August by the most since 

March 2009. The 1.2% decrease at factories, mines and utilities followed a 

revised 0.5% gain in the prior month. The consumer confidence index 

unexpectedly improved in September. Retail sales minus autos and 

gasoline increased 0.1% in August, after a 0.8% gain in July. Besides, 

household purchases, which account for about 70% of the economy, rose 

at a 1.7% annual rate from April through June, the weakest since the third 

quarter of 2011. Manufacturing, which accounts for about 12% of the 

economy, fell 0.7% in August, the biggest decrease in five months. 

Unemployment, which fell to 8.1% as more Americans left the labor force, 

has stayed above 8% since February 2009, the longest stretch in monthly 

records going back to 1948. 

3. Employment numbers in the euro zone held steady in the second quarter, 

the first time in a year that the number of working people has not declined. 

The number of people employed in the 17 nations that use the euro was 

broadly unchanged between April and June compared with the previous 

three months, and was down 0.6% from a year earlier. The data showed 

employment in Italy rising 0.6% on a quarterly basis, its first increase in a 

year, and Spanish employment falling 0.4%, its smallest reduction in a 

year. In Germany, employment grew 0.2%, the slowest rise since the first 

quarter of 2010. The inflation rate in the euro zone rose to 2.6% in August. 
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4. Japan posted a current-account surplus of ¥625.4 billion ($7.99 billion) in 

July, narrowing 41% from a year earlier. The current-account figures 

showed a 7.4% decline in exports which contributed to an overall trade 

deficit of ¥373.6 billion. Separate revised data also showed that gross 

domestic product grew at a price-adjusted 0.7% in annualized terms during 

the April-June quarter, compared with an initial reading of a 1.4% 

expansion released last month. Separately, Japanese core machinery orders 

rose by more than expected in July from the previous month.  

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

a range of Rs. 54.29 – 55.54 per $, ending the week with a gain of 109 

paise for the rupee at Rs 54.31 per $. The forward premium level remained 

stable for 1st month at 7.0% and has declined to 6.8%, 6.5% and 5.9% 

from previous week levels of 6.9%, 7.0%, 6.7% and 6.1% for 1, 3, 6 and 

12 month maturities respectively. 

VIEWS 

1. On the international front, the US Federal Reserve Board finally announced 

the much awaited third round of quantitative easing cheering the markets 

across the world. Although the Fed has provided greater flexibility as 

regards the total amount, as they would make bond purchases for $ 40bn 

per month, it has committed to continue until the situation in the labor 

market improves. Thus, the amount looks small on a standalone basis, but 

the commitment of the supply lasting forever is what had an electric impact 

on the market. However, we are skeptical of the efficacy of this easing as 

unlimited supply of money into the financial markets could lead to 

systemic problems. With cheap money flooding the markets, the twin 

problems of higher exchange rate volatility and a rise in commodity prices 

are expected to resurface, as seen in the past. Somehow a strange cycle has 

started in the markets across the world -- if an economy is weak and is 

showing bad numbers, it expects a bigger stimulus and hence higher the 

rally. Fundamentals seem to have taken a backseat! 
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2. On the domestic front, the UPA has finally gathered the courage to push 

through the necessary reforms in quick succession. From increasing diesel 

prices to opening up FDI in retail and aviation has earned them accolades 

from industry. However, as experienced in the past we hope that they don’t 

change their mind before the ink has dried. One good tactic used probably 

has been to push through many decisions in one go, thereby confusing the 

opposition parties to focus on which one to oppose. Given the history, even 

if one out of three is rolled back, we would still have two reforms passed, 

and the opposition pacified.  

3. Last week’s sudden bout of rupee appreciation should be a lesson on the 

efficacy of option contracts as a risk management tool. Corporate treasury 

managers who had patiently waited for a forward rate of Rs 55.50 per $ for 

hedging payables were left wondering about the wisdom of their hedging 

decision when suddenly the forward rate moved to Rs 54.50 per $! It is 

often forgotten that forward contracts may have no upfront cost, but there 

could be a large opportunity cost. We strongly recommend using call 

option contracts for near-term dollar payables by ensuring that the 

combination of the strike rate taken and the upfront option premium paid 

does not exceed Rs 55.50 per $. It would not be surprising if the market 

opens on Monday below Rs 54 per $, which would allow this strategy to be 

adopted for several months. US$ receivables should also be hedged by 

using put options, preferably keeping the spot exchange rate as the exercise 

/ strike price.  

4. Recently, RBI has reviewed its guidelines with respect to ECBs enhancing 

the maximum permissible limit that can be availed by an individual entity 

to 75%, from the current 50%, of the average of last 3 years’ forex earnings 

or 50% of the highest forex earnings in any of the preceding 3 years, 

whichever is higher. Separately, for SPVs with 1 year of existence, the 

limit is still 50% of last year’s earnings with both the limits having a cap of 

$3 bn. Separately, the all-in cost ceiling for the trade credits has been 

capped at 350 bps over 6-month Libor for all maturities. 
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