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 Currency Risk Management Report 
for the week ended January 29, 2010 

  Currency Risk Management Report 
 

for the week ended November 15, 2013 

 

NEWS 

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

trading partners strengthening against the Japanese Yen by 1.2%. 

However, it weakened by 1.0% each against the Euro and the Danish 
Kroner, followed by 0.7% against the Swiss Franc and by 0.6 against the 

British Pound. It further slipped by 0.4% against the Canadian $ and by 

0.2% against the Australian $ before ending the week stable against the 
Singapore $. 

2. US manufacturing output increased 0.3% in October, the third straight 

monthly gain. Overall factory production is now 3.3% higher than a year 
earlier, the healthiest pace of growth since the end of last year. The 

manufacturing sector gained 19,000 jobs in October. The Institute for 

Supply Management earlier this month reported its October manufacturing 
index inched ahead to its highest level since April 2011. But the Federal 

Reserve Bank of New York's Empire State Manufacturing Survey declined 

to -2.21 in November, the first negative reading since May. A reading 
above zero indicates expansion. Overall industrial production, which 

measures the output of U.S. manufacturers, utilities and mines, decreased a 

seasonally adjusted 0.1% from September. Capacity utilization, a gauge of 
slack at industrial firms, fell 0.2 percentage point to 78.1%. The report 

showed that utility output fell 1.1% during the month, a drop likely related 

to the weather. Mining output, the third component of industrial 
production, decreased 1.6% in October, its first decline in seven months. 

3. In the three months to September, the euro zone economy grew by a 

slower than expected 0.1%. In the previous quarter it had risen by 0.3% – 
the first expansion in 18 months. The French economy contracted by 

0.1%, snuffing out signs of revival in the previous three months. German 

growth slowed to 0.3%, from a relatively robust 0.7% in the second 
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quarter. Meanwhile, falling fuel and telecoms prices have resulted in euro 
zone’s consumer price inflation dropping to 0.7% last month, down to its 

lowest level in almost four years. Inflation varied widely across the euro 

zone, ranging from outright deflation in Ireland, Cyprus and Greece to 
inflation of 1.2 per cent in Germany, 1.7 per cent in Finland and 2.2 per 

cent in Estonia, the highest annual rate in the region. 

4. Japan’s growth halved to 1.9% in the July-to-September quarter as exports 
weakened and consumer spending slowed. On a quarter-on-quarter basis, 

the economy grew 0.5 percent, well down from the 0.9 percent increase in 

the previous three months. 

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

a range of ` 62.93 – ` 63.90 per $, ending the week with a loss of 64 paise 

for the rupee at ` 63.12 per $. The forward premium levels are at 9.1%, 

8.9%, 8.7% and 7.7% from the preceding week-end levels of 8.7%, 8.7%, 

8.5% and 7.6% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic interbank market, the Rs/$ exchange rate has rallied on 
the back of an unusual, even bold, move by the RBI Governor. In a 

statement aimed at ensuring that “the market worries about the right things 

and does not get into a tizzy about the wrong ones”, Governor Rajan also 
stated that the current account deficit for 2013-14 was expected to be 

contained at $ 57 bn. Not only is it rare for RBI to come out with such a 

specific forecast (which possibly means that the number is at the upper end 
of their expectations), but it is also lower than most other forecasts.  

2. Clearly, both the Ministry of Finance and the Reserve Bank of India are 

enthused by the recent export performance. Exports during October, 2013 
were 13.5% higher at US $ 27.3 billion. Besides, non-oil imports 

nosedived by 22.8% to $ 22.6 billion. Even after considering that a part of 

the fall would be the result of the artificial compression of gold imports 
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(where a huge diversion to smuggling has apparently commenced) there 
has been a significant drop in imports. The trade deficit for October has 

halved on a year-over-year basis to $ 10.5 bn, and for the first seven 

months (April-October 2013), the trade deficit is lower by $ 21.3 bn 
(19%).  

3. If the improvement on the trade front is sustained through the rest of the 

year, that alone would be sufficient to pull down the CAD below $ 55 bn. 
As we have been arguing, the rupee’s decline is bound to have an impact 

on our trade performance, but with a lag of 12 – 15 months. Indeed, if the 

rupee stabilizes in a band of Rs 61 – 63 in the coming months, a further 
improvement in the trade and current account deficits would be on the 

cards in 2014-15. No doubt, insofar as the exchange rate is concerned, the 

biggest factor, if not the only one, influencing market behavior would be 
the outcome of the general election next year. One cannot underestimate 

the negative impact on the economy in general, and the exchange rate in 

particular, if there is a political muddle at the centre. 

4. There is no change in our advice for corporate treasury managers. Net 

dollar payables (i.e. unhedged payables in excess of unhedged receivables) 

should be covered by using out-of-the-money call option contracts. If there 
is a reluctance to bear the up-front premium cost, a pre-determined stop 

loss level must be used. Receivables up to April 2014 should be hedged. A 

small percentage of receivables for 2014-15 should also be covered.  

5. On the international foreign exchange markets, the traders are oblivious to 

signs of trouble in the euro-zone. Its economy all but stagnated in the third 

quarter of the year, with France's recovery fizzling out and growth in 
Germany slowing. We are retaining our forecasted ranges for the US 

dollar against the major currencies, as follows: 

JPY 95 – 107 per $, 

$ 1.27 – 1.39 per EUR, and  

$ 1.55 – 1.65 per GBP.  
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