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  Currency Risk Management Report 
 

for the week ended December 20, 2013 

 

NEWS 

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

partners, falling only against the British Pound by 0.2%. It rose the highest 

by 0.9% each against the Japanese Yen and the Singapore $ followed by 
0.8% against the Swiss Franc. It further strengthened by 0.5% each against 

the Euro and the Danish Kroner before ending the week up by 0.5% each 

against the Canadian  $ and the Australian $.   

2. The U.S. gross domestic product (GDP) grew at a 4.1% annual rate in the 

third quarter, marking only the second time since the recovery began in 

2009 that the output of goods and services expanded above 4%. Consumer 
spending (a key driver of the economy) grew at a 2% annual rate in the 

summer. Separately, in the week ended Dec. 14, initial claims for jobless 

benefits for the second consecutive week to its highest level since March. 
The four-week moving average of claims, which smoothens out choppy 

weekly data, also rose by 3% to 343,500. Meanwhile, continuing 

unemployment benefit claims (those drawn by workers for more than a 
week) rose by 3% 2.9 mn in the preceding week. 

3. U.K.’s consumer confidence index weakened for the third straight month 

in December, a sign that the pickup in household spending that has been 
the driving force behind the recent economic recovery may be running out 

of steam. The overall measure of confidence fell to minus 13 from minus 

12, having declined in both October and November. Figures released 
showed retail sales rose by just 0.3% in November, and sales were flat in 

the three months to November compared with the three months to August. 

4. Nearly a year after major policy steps by Prime Minister Shinzo Abe to 
lower the yen, Japanese exports finally showed signs of perking up in 

November. The volume of merchandise exports in November, seen as a 

more reliable gauge of underlying strength than value terms, rose 6.1% 
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from a year earlier. The increase was the sharpest in a year and a half, and 
compares with a 4.4% rise in October. Exports to Asia rose 5.9% in 

volume terms, the most in more than 2½ years, offsetting a slowdown to 

the U.S. and Europe. Exports account for only 15% of Japan's total 
economic output. Meanwhile, according to Bank of Japan’s quarterly 

tankan poll, rising confidence among Japanese businesses has taken the 

business sentiment index for big manufacturers to a six-year high. 

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

a range of ` 61.73 – ` 62.47 per $, ending the week with a gain of 9 paise 

for the rupee at ` 62.05 per $. The forward premium levels are at 8.9%, 

8.7%, 8.5% and 7.5% from the preceding week-end levels of 9.0%, 8.8%, 

8.7% and 7.9% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. Central bankers at home and abroad decided to surprise the financial 
markets. On the domestic front, the Reserve Bank of India decided to 

leave interest rates unchanged despite the sharp increase in the inflation 

rate last month, indicating not only a desire to catch the markets off-guard 
and but also a willingness to look at other factors (such as the slowing 

industrial growth rate, and the contribution of food and fuel prices to the 

inflation rate, both of which are not influenced by monetary policy) when 
setting interest rates. The domestic stock and bond markets reacted with 

enthusiasm, while the rupee-dollar exchange rate stabilized. 

2. Neither the buoyancy on the domestic stock market nor the stability of the 
rupee-dollar exchange rate was affected by the U.S. Federal Reserve 

Board’s announcement of the commencement of the tapering of its 85 bn 

per month bond purchase program (also called the QE3) by $ 10 bn from 
next month. Indeed, we were surprised not just by the announcement but 

even more so by the muted market response across commodities and 

currencies. It may be recalled that Fed Governor Bernanke’s June 
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statement that such a move was being contemplated for December 2013 
had triggered the rupee’s sharp downturn, taking it to a low of Rs 68.85 

per $ before RBI intervention helped sanity to be restored. 

3. There is no change in our rupee script. We continue to believe that the 
exchange rate will trade in a relatively narrow band of Rs 61 – 63 per $. 

With the oil marketing companies (OMCs) looking to unwind their swaps 

with the RBI, rupee appreciation beyond Rs 61 per $ can be ruled out for 
the next few months, possibly until the end of the current fiscal year. 

Besides, RBI too would be keen to shore up its foreign exchange reserves 

(presently at $ 295.5 bn) before the election results in mid-May 2014, 
possibly targeting the record high of $ 316 bn reached in June 2011. 

Interestingly, India’s net forex assets (including reserves) and liabilities 

(including debt and equity) were at $ 296 bn in June 2013. This would 
indicate that our reserves need to double for the net liabilities to become 

zero! 

4. We advise hedging near-term payables whenever a forward rate below Rs 
62 per $ is available. The bulk of the receivables up to April 2014 as well 

as a small (say 10 – 20% of the medium-term exposures) should be hedged 

whenever the spot rate moves above Rs 62.25 per $. For exporters, apart 
from the possibility of rupee stability resulting in a reduction of the 

forward premium on an absolute basis, there is also the threat of lower 

forward premium levels, especially if domestic interest rates are cut in the 
next few months. 

5. On the international front, although the Fed has stated that further 

reductions in the QE3 would be “data dependent”, the financial markets 
have started factoring in a $ 10 bn reduction at each meeting in 2014. Our 

forecasted ranges for the non-$ currencies remain as follows: 

$ 1.59 – 1.69 per GBP,  

$ 1.27 – 1.39 per EUR, and 

JPY 95 – 107 per $. 
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