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  Currency Risk Management Report 
 

for the week ended August 17, 2012 

 

 NEWS 

1. The US$ had a mixed fortune on the international foreign exchange 

markets against its major trading partners. It strengthened against the 

Japanese Yen by 1.6% followed by a rise of 1.5% against the Australian $, 

and also gained 0.7% against the Singapore $. However, it weakened by 

0.3% each against the Euro, the Danish Kroner, and the Swiss Franc and 

by 0.2% against the Canadian $, finally ending the week almost stable 

against the British Pound. 

2. US economic data continue to show a confusing picture. The number of 

U.S. workers filing applications for jobless benefits rose last week. Initial 

jobless claims, an indication of layoffs, increased by 2,000 to a seasonally 

adjusted 366,000. Besides, claims for the preceding week were revised up 

by 3,000.On the other hand, a separate Labor Department report showed 

that the economy added 163,000 jobs in July, the biggest monthly gain 

since February and a welcome relief after a weak June. However, the 

politically important unemployment rate ticked up to 8.3%. Separately, 

U.S. home building slipped in July, while new permits rose to their highest 

level in four years. Housing starts decreased 1.1% last month from June to 

a seasonally adjusted annual rate of 746,000. Compared with a year ago, 

new construction was up 21.5%. 

3. Euro-zone inflation held steady for a third straight month in July, just 

above the European Central Bank's target rate. The annual pace of 

inflation remained at 2.4% in July, as consumer prices in the 17 euro-area 

countries fell 0.5% during the month, compared with a decline of 0.1% in 

June. The jobless rate was 11.2% in June. Germany reported a 7,000 rise 

in the unemployed for June, and the unemployment rate in the Netherlands 

rose to 6.5% in July, the highest rate since May 2005. 

4. U.K. retail sales volume in July was up 0.3% from June, and up 2.8% from 
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a year earlier. In a further boost for the UK economy, 22% more cars were 

manufactured in July than June—the 13th consecutive monthly increase. 

5. China’s July housing data showed prices of new homes rose in the largest 

number of cities in 14 months. Prices climbed from a month earlier in 49 

of the 70 cities tracked by the government, the National Bureau of 

Statistics said. China’s economy expanded 7.6% in the second quarter 

from a year earlier, the slowest pace in three years, as Europe’s debt crisis 

crimped exports and the government’s property crackdown cooled 

domestic demand. 

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

a range of Rs. 55.18– 55.78 per $, ending the week with a loss of 45 paise 

for the rupee at Rs 55.74 per $. The forward premium levels have 

increased once again to 8.4%, 7.5%, 7.0% and 6.2% from previous week 

levels of 8.1%, 7.4%, 6.8% and 6.1%for 1, 3, 6 and 12 month maturities 

respectively.  

VIEWS 

1. On the international front, the Japanese yen emerged as the weakest 

currency, drifting close to the psychologically important level of JPY 80 

per $. The yen has suffered on account of two factors. Firstly, the US dollar 

has gained from receding expectations of QE3 (the third round of 

quantitative easing, or asset purchases, by the US Federal Reserve Board). 

Secondly, the yen has suffered as the differential in the 2-year treasury 

bond yields between US & Japan has increased to 0.29% on Aug. 16, the 

highest in 6 weeks.  

2. The lowered expectations over an imminent QE3 have also affected 

commodity currencies like the Australian dollar. Besides, the Aus$ has 

been hurt by the slowing Chinese economy, which is now expected to grow 

by 8.2% in 2012, a full percentage point less than in 2011. Expectations of 
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a cut in interest rates by the central bank in order to prevent appreciation of 

the currency too have contributed to the Aus$’s decline.  

3. We are not changing our ranges for any of the non-dollar currencies, as 

follows:  

$ 1.18 – 1.30 per EUR, 

JPY 77 – 85 per $, and  

$ 1.50 – 1.62 per GBP. 

4. On the domestic interbank market, there is no change in our expectations 

either for the short or the medium term. We continue to believe that the 

range-bound trading in the rupee-dollar exchange rate is vulnerable to the 

government’s policy paralysis, which is not likely to be lifted until the end 

of the current monsoon session of Parliament. Although capital flows 

remain robust, especially on the debt front, the scenario could quickly 

change if the threat of a downgrade by the rating agencies becomes a 

reality in the coming months. In such an eventuality, which would neither 

be surprising nor unjustified if we cannot come out of the policy morass, 

capital flows would be adversely affected on both the debt as well as the 

equity fronts. Although the trade and current account deficits are expected 

to reduce in the current fiscal year compared to 2011-12, lack of capital 

flows would surely mean further rupee weakness. 

5. We therefore advise exporters to sell the bulk of the near-term receivables, 

but also hedge a part of the exposures by using out-of-the-money put 

option contracts (say with a strike rate equal to the spot exchange rate) in 

order to benefit from a sudden bout of dollar strength. Importers with 

dollar payables should hedge a small part of the exposure, and keep a stop 

loss level (say a spot rate of Rs 56.50 per $) for the balance amount. It 

would also be useful to keep a targeted forward rate, say Rs 55.50 per $, 

for hedging any payable whenever such a rate can be locked into. In both 

these cases, when the predetermined levels are reached, a hedge must be 

taken automatically. 
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