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  Currency Risk Management Report 
 

for the week ended September 19, 2014 

 

NEWS 

1. The US$, largely strengthened against most of its international trading 

partners during the week. It gained the most (by 1.6%) against the 

Japanese Yen, by 1.25% against the Australian $, 1.06% against the 

Danish Krona, by 1.03% against the Euro and by 0.81% against the Swiss 

Franc. It weakened only against the Canadian $ (1.17%) and the Pound 

(0.12%). The US Dollar index rose for the 10
th

 consecutive month, the 

longest streak seen since 1967 and the Yen plunged to a 6-year low on the 

BOJ’s assurance of continued monetary stimulus in the wake of 

disappointing growth numbers. 

2. A dovish Federal Open Market Committee (FOMC) pledged to keep 

interest rates low for a “considerable time” even after bond purchases were 

completed. Chairperson Yellen said that “inflation was still below the 

Fed’s target” and that “the labor market was yet to fully recover.” Data 

showed that cost of living in the US had dropped in August for the first 

time in 12 months. The personal consumption expenditures index, which is 

the Federal Reserve’s preferred price gauge, rose 1.6% on the year in July 

and has not exceeded the central bank’s 2% target in over 2 years. 

3. In Europe, a flicker of good news emanated from Ireland, which 

announced that GDP had grown by 1.5% in the second quarter, mainly 

driven by a 13% increase in exports and a 1.8% rise in household 

spending. GDP had grown by 2.8% during the previous quarter. With the 

budget deficit expected to fall to 4% of GDP by the year-end, the 

government remains hopeful of being able to ease up significantly on 

further austerity measures. 

4. The People’s Bank of China announced that it would lend about CNY 500 

billion ($81 billion) into the five biggest banks to reduce the risk of a 

credit crunch and is currently mulling an outright 50 bps cut in banks’ 

reserves requirement. House prices declined for the fourth consecutive 
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month as average house prices dropped 1.1% in August from July, slightly 

accelerating from last month’s fall of 0.9%. 

5. Japan’s exports declined by 1.3% on the year in August. This follows an 

annual gain of 3.9% seen in the preceding month after having fallen in 

June and May. Indications meted out by the trade data remain highly 

patchy. The drop in exports came primarily on the back of a fall in 

shipments to the US, which declined by 4.4% on a year-on-year basis. 

Imports fell by an annual 1.5% and the trade deficit stood at JPY 948.5 

billion. Meanwhile the government cut its overall assessment of the 

economy in September, for the first time in five months.   

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

the range of Rs 60.74 – Rs 61.21 per $, ending the week with a loss of 42 

paise for the rupee to close at Rs 60.82 per $. The forward premium levels 

across maturities of 1-month, 3-month, 6-month and 12-month are 8.35%, 

8.40%, 8.57% and 7.92% respectively as against 8.59%, 8.47%, 8.59% 

and 8.02% in the previous week. 
 

VIEWS 

1. The international FX markets were consumed by the anticipation of 

announcements of the US Federal Reserve Board and the referendum in 

Scotland, both of which ultimately culminated into non-events, even 

though the historical ramifications of the latter might be much wider. The 

British pound remained the most volatile currency, touching 2-year highs 

against the EUR and the CHF and a 6-year high against the JPY before 

retreating a bit from its peak.  

2. Prolonged economic malaise in Europe has stoked nationalist fervor, 

something which was suppressed after the Second World War by 

economic prosperity. While Catalonia’s ambition of secession from Spain 

is subdued, Russia, has been eyeing regions of the erstwhile Soviet Union 

and Kremlin’s political ambitions might not stop with Ukraine. Global 

crude prices, while remaining (surprisingly) low even in the wake of 
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disturbance in eastern Europe and the Middle East, do remain vulnerable 

to a flare up as sudden as the drop has been. 

3. The international forex markets witnessed marked volatility in the major 

convertible currencies. This was mainly on the back of political 

developments in the UK and weak economic data coming out of China, 

which saw a bearish impact on the Aussie Dollar. We are retaining our 

ranges for the major currency pairs as earlier.  

$ 1.56 – 1.66 per GBP,  

$ 1.24 – 1.34 per EUR, and  

JPY 100 – 110 per $. 

4. Interestingly, the turmoil in the global markets has not had either a deep or 

lasting impact on the domestic interbank market. Although once again the 

rupee-dollar exchange rate crossed the psychologically important level of 

Rs 61 per $, by the end of the week it was back under that level. The 

rupee’s movements reinforce our belief that the exchange rate is much less 

influenced by external factors than domestic ones. Insofar as the domestic 

demand-supply conditions are concerned, the current account deficit 

(CAD), financing of which creates the basic gap, is headed for another 

sharp decline in the current year.  

5. It may be recalled that the CAD had contracted from a record high of $ 88 

bn in 2012-13 to $ 32 bn in 2013-14. On the back of the low international 

oil prices, assuming that they remain low for the rest of the year, the CAD 

for 2014-15 may well be a single digit number. Under such circumstances, 

with the capital account witnessing heavy inflows on account of both debt 

and equity, we could be heading for a massive Balance of Payments 

surplus. Inevitably, the exchange rate at which the Reserve Bank of India 

decides to buy the surplus dollars will determine the lower end of the band 

within which the rupee will move. 

6. We continue to expect the Rs/$ rate to trade in a narrow band around Rs 

60.50 per $, and therefore advise exporters to hedge the bulk of their net 

receivables. Importers should use out-of-the-money option contracts or 

predetermined stop loss levels for hedging their net payables. 
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