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  Currency Risk Management Report 
 

for the week ended March 15, 2013 

 

 NEWS 

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

international trading partners. Its highest fall was by 1.7% against the 

Australian $, followed by 1.3% against the Swiss Franc and the British 

Pound. It also weakened against the Canadian $ by 0.9%, the Japanese 

Yen by 0.75% and by 0.54% each against the Euro and the Danish Kroner.  

However, it ended the week stable against the Singapore $. 

2. The four-week moving average of jobless claims, which smoothens out 

weekly volatility in new unemployment claims, sank to the lowest level 

since March 2008. Meanwhile, the producer-price index, which measures 

what manufacturers and wholesalers pay for finished goods, increased 

0.7% from January. The "core" producer price index, which excludes 

energy and food costs, rose 0.2%. Food costs, meanwhile, dropped 0.5% 

after rising the previous month. 

3. In the euro zone, employment fell to its lowest level in nearly 7 years in 

the last quarter of 2012. Employment in the 17 countries that use the euro 

fell 0.3% in the fourth quarter from the third, to 145.7 million in 

seasonally adjusted terms. That is the lowest number since the first quarter 

of 2006. In the preceding quarter, employment had dropped by 0.1%. The 

number of people with jobs fell 2% from the previous quarter in Portugal, 

1.4% in Spain, and 0.4% in Italy. Economies generally regarded as among 

the bloc's strongest also recorded declines -- 0.1% in France, Belgium and 

the Netherlands. By contrast, employment rose 0.1% in Germany. 

4. UK’s average house prices remained unchanged in March. This 

stabilization in sentiment contrasted with reports of lower house prices in 

each month since July 2010.  The proportion of households reporting that 

the value of their home had risen was 11.3%, which rose from 8.5% in 

February and matched the proportion saying that the value of their home 
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had declined in March.  This resulted in a HPSI reading of 50.0, up from 

48.4 in February.  Any figure under 50 indicates that prices are falling, and 

the lower the figure, the steeper the decline.  

5. Consumer sentiment in Japan in February improved to 44.3, its highest 

level since June 2007. A joint survey by the finance ministry and the 

Cabinet Office showed that large corporations' economic outlook index for 

the coming April-June quarter was at 3.8, up from minus-5.5 in the 

October to December quarter. 

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

a range of ` 53.97 – ` 54.53 per $, ending the week with a gain of 28 paise 

for the rupee at ` 54.01 per $. The forward premium levels are at 9.1%, 

8.0%, 7.3% and 6.6% from the preceding week-end levels of 8.8%, 7.9%, 

7.2% and 6.5% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic front, the rupee-dollar exchange rate is once again close 

to Rs 54 per $. Considering that foreign exchange inflows tend to be 

strong in the last fortnight of the year, it would not be surprising if we 

witness a drift towards Rs 53 over the next couple of weeks. We continue 

to hold the view that the current fiscal year would end with an exchange 

rate in the range of Rs 53 – 53.50 per $. (Given that the year will end on a 

week-end and that there are two bank holidays in the last week of March, 

the last spot date of the year would be 25
th

 March.)  

2. Even if the forex inflows are extraordinarily large, a level below Rs 53 per 

$ is unlikely. We would expect the Reserve Bank of India to start mopping 

up dollars whenever the rate threatens to dip below this level. It should not 

be forgotten that at around $ 290 bn RBI’s forex reserves may not be 

precarious, but they are also not at a comfortable level. Whether one 

compares the months of import cover (down from 12 months a couple of 

years back to just above 7 months now) or the size of external debt (down 
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from 100% cover to about 80% now), it is clear that the country’s forex 

reserves are inadequate in the event of a sudden unexpected adverse 

development on the Balance of Payments front. We need the RBI’s forex 

reserves to be at least $ 50 bn, preferably $ 100 bn, higher to stave off a 

run on the rupee. Therefore, for RBI a rate below Rs 53 per $ would be an 

opportunity to increase our forex reserves rather than allowing the rupee to 

appreciate in order to rein in the inflation rate. 

3. Treasury managers with dollar payables are advised to hedge short-term 

exposures – it may be useful to keep a target for the forward exchange rate 

(say Rs 54.50 per $). Whenever such a rate is available, the payable should 

be automatically covered. In case of short-term foreign currency 

borrowings (whether buyers’ / suppliers’ credits or FCNR(B)-linked 

loans), the exposure should be hedged whenever the fully hedged cost of 

the loan has dropped to say 3% p.a. The bulk of the dollar receivables 

should be hedged, with a greater cover percentage (say 60-80%) for the 

first six months and a relatively smaller cover percentage (say 40-60%) for 

the subsequent 6 months.  

4. On the international foreign exchange markets, the US dollar has come 

under bear pressure on the back of benign inflation data – this is contrary 

to economic theory which states that a low inflation currency should 

harden! The Federal Reserve Board officials have indicated that an 

“exceptionally low” target interest rate is appropriate as long as inflation 

remains contained at a level below 2.5% and the unemployment rate stays 

above 6.5%. The latest inflation data ensures that there is no imminent 

threat that the Fed’s bond buying program will be suspended or reduced. 

5. We are not changing our forecasted ranges for the US dollar against the 

major currencies, as follows: 

JPY 88 – 100 per $,  

$ 1.28 – 1.40 per EUR, and  

$ 1.54 – 1.66 per GBP.  
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