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  Currency Risk Management Report 
 

for the week ended January 18, 2013 

 

 NEWS 

1. The US$ had a bull run this week strengthening across the board against 

its major trading partners. It rose the highest by 2.3% against the Swiss 

Franc and by 1.6% against the British Pound. It further strengthened by 

1.0% against the Japanese Yen and by 0.7% against the Canadian $. It 

ended the week with a modest increase by 0.2% each against the Euro, the 

Danish Kroner the Australian $ and the Singapore $. 

2. U.S. retail sales rose 0.5% in December from a month earlier, outpacing 

November's 0.4% gain. However, the payroll tax has reverted back to 

6.2% of workers' salaries, from the temporary level of 4.2% set earlier to 

help the economy recover from the recession. The increase means 

households will have $900 to $1,000 less to spend each year on average. 

New-home construction jumped in December to the highest level in more 

than four years. The December gain was up 12% from November and 37% 

from the same month a year ago.  

3. Retail sales over the Christmas period in the U.K. rose by just 0.3% in 

December compared with a year earlier, their slowest annual pace for two 

years, and shrank 0.1% on a monthly basis. Besides, U.K. annual inflation 

remained at 2.7% for the third straight month in December. Core inflation, 

which excludes volatile food and energy prices, slowed to 2.4% on the 

year from November's 2.6% gain, and the forward-looking factory-gate-

price inflation remained subdued in December 

4. German GDP expanded 0.7% in 2012, after two straight years of growth 

above 3% p.a. Exports again drove German growth, gaining 4.1% while 

imports rose 2.3%. However, GDP contracted around 0.5% in the fourth 

quarter from the third, or 2% in annualized terms. Total investment shaved 

0.9 percentage point off annual growth in 2012. Investment in machinery 

and equipment dropped 4.4%, while construction investment fell 1.1%.  
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5. China’s fourth-quarter economic output rose 7.9% compared with the 

year-earlier period, halting seven consecutive quarters of declining growth. 

The acceleration from the third quarter, when GDP increased 7.4% year on 

year, eased qualms that China was in the midst of a downward spiral. 

However, for the full year, Chinese GDP growth came to 7.8%, down 

substantially from 9.3% growth in 2011 and the lowest since 1999.  

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

a range of ₹ 53.71 – ₹ 54.88 per $, ending the week with a gain of 105 

paise for the rupee at ₹ 53.71 per $. The forward premium levels are at 

8.0%, 7.5%, 7.0% and 6.3% from the preceding week-end levels of 7.6%, 

7.1%, 6.6% and 6.0% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the international foreign exchange markets, the Japanese yen remained 

under bear pressure, weakening beyond JPY 90 per $ for the first time in 

31 months. In terms of the 10 developed-countries’ inter se exchange rates 

tracked by Bloomberg Correlation-Weighted Indexes, the yen has been the 

biggest loser, having tumbled by 18% during the past year. The yen has 

been on a downward trend ever since the market perception has decisively 

tipped towards an expectation that the Bank of Japan together with the new 

Japanese Prime Minister are determined to make an aggressive attempt to 

spur economic growth. The Bank of Japan, which has already expanded its 

asset-buying program for the third time in four months, increasing its 

purchase fund to 76 trillion yen ($844 billion), is now expected to have an 

open-ended bond purchase program (on the lines of the US Federal 

Reserve Board). Meanwhile, the Prime Minister, who has been gunning for 

sub-zero interest rates, has expressed the need for a “bold monetary policy” 

to defeat deflation and drive the yen lower. He is pressurizing the central 

bank to double its 1% inflation target. We are once again altering our band 

for the yen-dollar exchange rate to a random walk from the current level, 

i.e. JPY 84 – 96 per $.  
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2. The euro has had a secular gain of 1.9%. The euro has been advancing on 

the back of increased investor confidence in the European debt markets. 

Strong capital inflows into the euro zone have enabled yields on both 

Spanish and Italian sovereign debt to decline. Spain’s 10-year bond yield 

has dropped to 5.08%, from as much as 5.56% in December, and Italy’s 

10-year bond yield has declined to 4.17%, from 4.82%. We are not 

changing our forecasted ranges for the US dollar against the other major 

currencies, as follows: 

$ 1.22 – 1.34 per EUR, and  

$ 1.54 – 1.66 per GBP.  

3. On the domestic front, not surprisingly, the dollar has sunk below the 

psychologically important level of Rs 54 per $. We continue to anticipate 

dollar over-supply in the market, on the back of both a lower current 

account deficit and better capital flows. We therefore expect a strong (or at 

least stable) rupee. The next important date would be the presentation of 

the budget at end-February. Although the RBI Governor has hinted that 

the time is not yet ripe for loosening the monetary policy (i.e. he will not 

be cutting rates at the next review at end-January), we do believe that he 

will surprise the market. Having promised to examine the issue favourably 

in January when he did not do so in October 2012, which had earned him 

the Finance Minister’s ire at that time, and with inflation in a downward 

trend (albeit still above 7%), it would be reasonable to expect a modest 

cut, perhaps 0.25%.  

4. We advise corporate treasury managers to sell the bulk of the short-term 

dollar receivables in the forward market. Dollar payables should be hedged 

by using out-of-the-money dollar call option contracts. For example, in 

mid-December, when the 1-month forward rate was Rs 55.30 per $, a 1-

month option contract with a strike rate of Rs 55.75 per $ would have cost 

50 ps. This would have limited the worst case scenario to Rs 56.25, but 

would have allowed the importer to benefit from the current spot rate 

below Rs 54 per $.  
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