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  Currency Risk Management Report 
 

for the week ended October 18, 2013 

 

NEWS 

1. The US$ weakened across the board against its major international trading 

partners falling the most by 2.2% against the Australian $ followed by 

1.3% against the British Pound. It further weakened by 1.1% against the 
Swiss Franc, by 1.0% each against the Danish Kroner and the Euro and by 

0.9% against the Japanese Yen. It ended the week down by 0.6% against 

the Canadian $ and by 0.5% against the Singapore $.  

2. In the final three months of 2011, the quarter that followed the last major 

debt-ceiling fight, the rate of U.S. economic growth was 4.9% -- the best 

period of growth in the recovery so far. Estimates are that the recent 
shutdown would trim fourth-quarter growth by 0.2 percentage points, but 

boost growth in early 2014 by nearly as much. Morgan Stanley said the 

shutdown would shave 0.4 percentage points off fourth-quarter growth. 
IHS said 0.6 percentage points. Nomura put the toll at a whopping 0.8 

percentage points. But history suggests the impact will likely fall on the 

lower end of the spectrum. Meanwhile, a large amount of economic data 
for September is expected to be released shortly as government workers 

return to their jobs. 

3. Rising consumer spending in September boosted U.K. retail sales in the 
third quarter. Retail sales in the period ending in September grew 1.5% 

from the second quarter. That is the biggest quarterly increase since the 

first quarter of 2008 -- when economic output hit its peak -- and up from a 
1.1% gain in the second quarter. Consumer spending accounts for around 

60% of economic growth. Monthly retail-sales data came in above 

expectations in September, rising 0.6% from August and were 2.2% higher 
from a year earlier. Separately, industrial production fell 1.2% on the 

month in August, earnings growth sank to 0.8% in the quarter, and 

consumer price inflation remains high at 2.7%. 
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4. China's growth accelerated in the third quarter. China's gross domestic 
product grew 7.8% from a year earlier. That compares with 7.7% in the 

first quarter and 7.5% in the second. On a quarter-to-quarter basis, growth 

rose by 2.2%, suggesting an annualized rate of growth of 9.1%. Figures 
released for September also suggested other parts of the economy remain 

stable. Monthly industrial output rose 10.2% compared with a year ago, 

while retail sales grew 13.3%. 

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

a range of ` 60.90 – ` 61.94 per $, ending the week with a loss of 20 paise 

for the rupee at ` 61.28 per $. The forward premium levels are at 8.8%, 

9.1%, 8.5% and 7.3% from the preceding week-end levels of 8.8%, 9.0%, 

8.3% and 7.1% for 1, 3, 6 and 12 month maturities respectively.  

VIEWS 

1. On the domestic interbank market, the rupee-dollar exchange rate remains 
range-bound. There was a brief flutter on Friday, based on a rumour that 

the Reserve Bank of India (RBI) would stop its sell-buy swaps with the oil 

marketing companies (OMCs). Under these swaps, the RBI has been 
providing dollars to the oil companies for a short term, effectively 

postponing the demand from the market. Market expectations of a 

significant dollar demand returning to the market pushed the rupee lower, 
before a clarification was issued by the central bank that no such move 

was being contemplated. While this has assuaged the market for the time 

being, it must be recognized that the sell-buy swaps need to come to an 
end sooner rather than later. Indeed, once the trade and therefore current 

account deficits come under control (and the sharp fall in the trade deficit 

to a single-digit number certainly augurs well for this to happen), the 
dollar demand-supply gap in the market will inevitably shrink, allowing 

the oil companies to once again buy dollars directly from the market. 

Thus, we expect that possibly by November, and in any case by December, 
the swap window will be closed. 
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2. Meanwhile, the FCNR (B) deposit window, which allows long-term 
deposits of 3-5 years to be placed by non-resident Indians at an extremely 

attractive interest rate, is expected to give a boost to RBI’s forex reserves. 

This will also make intervention more feasible should the need arise. We 
therefore remain optimistic about the rupee’s fortunes vis-à-vis the dollar, 

and expect continued stability, if not strength, of the rupee in the coming 

weeks.  

3. There is therefore no change in our advice to corporate treasury managers. 

Exposures should be managed on a net basis i.e. the excess of payables 

over receivables, or vice versa. Management of gross exposures results in 
enhanced risk being taken by the Treasury. Out-of-the-money call option 

contracts should be purchased by importers for hedging near-term net 

payables. For exporters, forward contracts should be preferred for hedging 
short-term receivables. A degree of caution is necessary for hedging 

exposures beyond say June 2014. If the general election results (due in 

April-May 2014) lead to political instability, a credit rating downgrade 
followed by capital outflows leading to another bout of rupee weakness 

cannot be ruled out. 

4. On the international front, the US dollar’s fortunes have worsened 
following the postponement of the debt default crisis. No doubt, the 

improving economy in the eurozone has contributed to the dollar’s 

weakness. However, ironically, a debt default by the US would also have 
resulted in bear pressure on the greenback. One impact of the recent 

shutdown is widely expected to be a delay of the tapering of the Fed’s 

quantitative easing (QE3) program – US treasury bond yields have already 
dropped in anticipation of the postponement. We are not changing 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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