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  Currency Risk Management Report 
 

for the week ended January 17, 2014 

 

NEWS 

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

partners. It rose the highest by 2.4% against the Australian $ followed by 

0.95% each against the Euro, the Danish Kroner and the Singapore $. It 
gained by 0.9% against the Swiss Franc, by 0.7% against the Canadian $ 

and by 0.4% against the British Pound before ending the week up by 0.1% 

against the Japanese Yen.   

2. Initial claims for jobless benefits, a measure of layoffs, decreased by 0.6% 

in the week ended Jan. 11. The 4-week moving average for claims, which 

evens out bumpy week-to-week data, fell by 4%. The number of 
continuing unemployment benefit claims in state programs increased by 

5.7% in the preceding week. The consumer-price index rose 0.3%, the 

most since June, following no change the prior month. 

3. The euro zone's merchandise trade surplus was €17.1 billion ($23.4 

billion) in November, up from €12.5 billion in Nov. 2012. However, that 

boost to growth reflected a decline in imports rather than a pickup in 
exports. However, on a seasonally adjusted basis, exports fell 0.2% from 

October, the first month-to-month drop since July, while imports dropped 

even more sharply, by 1.3%. That left the euro zone with a seasonally 
adjusted surplus of €16 billion, up from €14.3 billion in October, and the 

largest since March. Separately, consumer prices in the euro zone 

increased by 0.3% from November, and were up 0.8% from December 
2012. That marks a decline in the annual rate of inflation from 0.9% in 

November, and brings it further below the rate of close to 2.0% targeted by 

the ECB. Besides, the "core" inflation rate, which strips out volatile items 
such as food and energy, fell to 0.7%, its lowest level since records began 

in 2001. Further Germany's economy grew only slowly in the fourth 

quarter of 2013, according to an initial estimate. Germany's gross domestic 
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product, a measure of goods and services produced across the economy, 
expanded 0.4% in 2013, following growth of 0.7% in 2012. 

4. New-home prices in major Chinese cities in December were up 9.2% from 

a year earlier. Excluding prices of social-housing units, which are for low-
income households, average housing prices in December were up 9.7%. 

But the month-to-month price changes suggest some cooling. The average 

increase from a month earlier in December was 0.38%, compared with 
0.53% in November. However, Chinese authorities remain worried that the 

high cost of housing in a number of markets could lead to social unrest. 

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

a range of ` 61.31 – ` 61.71 per $, ending the week with a gain of 36 paise 

for the rupee at ` 61.54 per $. The forward premium levels are at 8.5%, 

8.7%, 8.4% and 7.5% from the preceding week-end levels of 7.8%, 8.3%, 

8.3% and 7.6% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic front, not surprisingly, the rupee is finding support on the 

back of an improvement in dollar supplies, combined with reduced dollar 
demand as the full impact of the sharp contraction in the current account 

deficit (CAD) is reflected in the daily demand-supply gaps. We are not 

changing our rupee script. We expect the exchange rate to be kept in a 
narrow band of Rs 61.50 – 62.50 per $, with minor intra-day aberrations 

on either side.  

2. It may be recalled that in order to reverse the rupee’s slide, from end-
August last year, the OMCs had been sold dollars by the Reserve Bank of 

India with a simultaneous contract to buy back (or swap) the dollars at a 

later date (ranging from one to six months). This facility was gradually 
withdrawn from mid-October, and stopped from early-December. Clearly, 

RBI’s immediate objective would be to unwind the swaps as soon as 

possible, without disrupting the exchange rate. It would therefore be 
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reasonable to assume that even if there are strong dollar supplies, 
significant rupee appreciation is ruled out until the swaps of the oil 

marketing companies (OMCs) are completely neutralized through forward 

purchase of dollars by the OMCs from the market. We expect this 
unwinding would continue until about end-February. Once the oil swaps 

are out of the way, and especially if India’s forex reserves climb above the 

psychologically important level of $ 300 bn, further rupee appreciation 
should not be ruled out. 

3. Meanwhile, the imminent signing of the nuclear agreement between Iran 

and the Western nations augurs well for our country. A drop in oil prices 
has already come through – at one time the international price for Brent 

oil, which is the benchmark closest to our import basket, fell below $ 106 

per barrel. Each dollar’s reduction in the oil price means a decrease of $ 1 
bn in India’s net oil imports, and consequently the CAD. However, in the 

short term, there could be an additional dollar demand in the domestic 

market in relation to our old outstanding dues to Iran. Once international 
sanctions are lifted and we are able to make payments through regular 

banking channels, it is possible that the government would want to make 

the payment quickly, lest any hiccup brings back the sanctions!  

4. Any rise in the Rs/$ exchange rate above Rs 62 per $ should be viewed by 

corporate treasury managers as an opportunity to hedge the bulk of short-

term dollar receivables (say 70 – 80%) up to April 2014 as well as a part 
(say 10 – 20%) of the medium-term exposures. We also advise hedging of 

near-term (3 – 4 months) dollar payables whenever a forward rate (i.e. spot 

+ forward premium) better than Rs 62 per $ is available.  

5. On the international markets, 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 $. 
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