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  Currency Risk Management Report 
 

for the week ended April 20, 2012 

 

 NEWS 

1. The US$ had a mixed response this week against its major trading 
partners. It strengthened against the Japanese Yen by 0.9%, against the 
Australian $ by 0.7% and against the Singapore $ by 0.3%. However it 
weakened by 0.9% against the British Pound and by 0.2% against the 
Canadian $, further falling by 0.1% each against the Euro, the Danish 
Kroner and the Swiss Franc. 

2. US jobless claims fell by 2,000 to 386,000 in the week ended April 14 
from a revised 388,000 the prior period that was higher than initially 
estimated, Labor Department figures showed. Besides, sales of previously 
owned U.S. homes in March unexpectedly fell for the third time in the last 
four months, showing an uneven recovery in the housing market. 
However,the Conference Board’s index of coincident indicators, a gauge 
of current economic activity, climbed 0.2% for a second month. The 
coincident index tracks payrolls, incomes, sales and production -- the 
measures used by the National Bureau of Economic Research to determine 
the beginning and end of US recessions.  

3. The British pound was supported by an unexpected rise in UK's inflation 
rate in March. This fuelled concerns that the Bank of England will be less 
willing to pump more money into the economy, and interest rates will be 
unchanged. The annual inflation rate rose to 3.5% in March from 3.4% in 
February, the first increase since it hit a high of 5.2% in September last 
year. Core inflation, which excludes volatile items like energy and food, 
also accelerated to 2.5% in March from 2.4% in February.  

4. The Munich-based Ifo institute said Germany’sbusiness climate index, 
rose in April for a sixth straight month to a nine-month high of 109.9 from 
109.8 in March. Unemployment dropped to 6.7% in March – ominously, 
unions are winning some of the biggest pay increases for workers in two 
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decades. Factory orders rose 0.3% in February and exports unexpectedly 
increased for a second month, led by demand from outside Europe. 
Meanwhile, in Spain, unemployment is approaching 24% as the economy 
contracts.  

5. Japan swung back into a ¥82.6 billion ($1.02 billion) trade deficit in 
March as a rise in energy imports outweighed a rebound in automobile 
exports. Overall exports rose a better-than-expected 5.9% from a year 
earlier to ¥6.20 trillion, while imports grew 10.5% to ¥6.29 trillion. 

6. On the domestic interbank market, the rupee-dollar exchange rate traded in 
a range of Rs 51.36 – 52.20 per $, ending the week with a loss of 78 paise 
for the rupee at Rs 52.08 per $. The forward premium levels have 
remained stable at 8.75%, 7.83%, 6.98%, and 6.07% p.a. as compared to 
8.42%, 7.79%, 7.0%, and 6.1% p.a. in the preceding week for 1, 3, 6 and 
12 month maturities respectively. 

VIEWS 

1. On the domestic front, the rupee-dollar exchange rate has crossed the 
psychologically important barrier of Rs 52 per $ through the week. No 
doubt, each further rise in the US dollar vis-à-vis the rupee will be viewed 
with increasing concern by the Reserve Bank of India. As the latest trade 
data shows, we have had a staggering trade deficit of $ 185bn in 2011-12, 
with imports at a record high of $ 488 bn. A frighteningly large current 
account deficit close to $ 70 bn is highly likely, a prospect that can only 
bode ill for the economy.  

2. While the fall of the rupee to a level close to what is necessary in terms of 
the REER (real, i.e. inflation-adjusted, effective, i.e. trade-weighted, 
exchange rate) Index will surely help in correcting the BoP problems, it is 
typically a slow process spread over 6 – 12 months. Industry does take 
time to adjust to such dramatic exchange rate changes. 
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3. As mentioned several times, if the corporate treasury manager believes that 
the rupee will bounce back sooner or later, instead of a forward contract, 
one should consider taking an out-of-the-money option contract (i.e. with a 
strike rate worse than the ruling forward rate). A dollar put option maturing 
after 3 months with a strike rate of say Rs 52 per $ would be available for a 
market (i.e. excluding bank’s spread) premium of 58paise. Thus, one is 
assured of a minimum realization of Rs 51.42 per $ ifthe rupee appreciates 
and the possibility of benefitting from a further rupee fall is kept open.  

4. Alternatively, a zero-cost range forward of say Rs 52 – 54.25 could be 
structured, which is actually a combination of a purchase of a put option 
and simultaneous sale of a call option (with a strike rate of Rs 54.25). The 
protection below Rs 52 will be maintained but any benefit above Rs 54.25 
will also be given up. Zero-cost structures attract more stringent regulatory 
restrictions. Besides, while these are supposed to be “zero-cost”, it should 
be remembered that they are only zero-cost at inception. Any cancellation 
before maturity (as also MTM valuations at the end of each accounting 
period) would result in a gain / loss depending on exchange rate 
movements and changes in option volatilities. 

5. On the international foreign exchange markets, we are keeping our ranges 
for the non-$ currencies unchanged, as follows: 

JPY 77 – 85 per $,  
$ 1.25 – 1.37 per EUR, and  

$ 1.50 – 1.62 per GBP. 

6. Tailpiece: China has widened the yuan's trading band against the US dollar 
to 1.0% above and below a daily reference exchange rate from the current 
0.5%.Markets welcomed this step as a move towards market determined 
exchange rate but historically the current band of 0.5% was rarely used, so 
China is giving up something that it really isn’t using. Moreover, China 
often makes announcements or implements reforms prior to G20/IMF 
meetings usually to exert influence on the agenda.  
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