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NEWS 

1. On the international foreign exchange markets, the US dollar largely strengthened against 

its major international trading partners this week. It gained the most (by 1.3%) against the 

Yen, by 1.1% against the Swiss Franc, 1.05% each against the Euro and the Danish Krona, 

0.91% against the Australian $, by 0.12% against the Singapore $ and by 0.08% against the 

Pound. It weakened only against the Canadian $ (0.48%). 

2. Even as falling gasoline prices kept the overall consumer inflation index in check, US core 

CPI (excluding food and energy) rose 0.2% in October (increasing 1.8% on the year), the 

largest such increase in 5 months and greater than the 0.1% of September. Besides, existing 

home sales grew by 1.5% to an annual rate of 5.26 million units, the highest rate in 12 

months. Also, the business activity index jumped to 40.8 this month from 20.7 in October, 

marking the highest reading in nearly two decades.  

3. Euro zone business growth continued to exude weakness and new orders fell for the first 

time in more than a year despite manufacturers cutting prices. The composite PMI fell to 

51.4, while the factory sub-index dropped to 50.4. The composite new orders index fell to 

49.9, its first time below 50 since July 2013. The services sub-index did rise to 46.9 from 

October’s 56-month low but has adamantly remained below 50 since late 2011. Separately, 

the consumer confidence index has dropped to -11.6 in November compared to -11.1 in 

October. Retail price inflation was at just 0.4% in the common currency region, well below 

the central bank’s target of 2%.  

4. Japanese exports grew by a sharp 9.6% y-o-y, the quickest pace in eight months in October, 

faster than the 6.9% growth seen in the previous month. Exports jumped on the back of 

higher shipments of cars, ships and electronic goods. Exports to Asia, which account for 

more than half of all shipments, grew at 10.5% in October on the year. The month saw a 

trade deficit of JPY 710 billion ($6 billion). However, encouraging trade numbers, which 

followed earlier data showing the economy falling into a recession, have sent out mixed 

signals to the policymakers.  

5. China’s preliminary HSBC PMI fell to 50 (a six-month low) in November, reinforcing signs 

of a slowdown in the world’s second largest economy. The index of manufacturing output 

fell to 49.5, a seven-month low and below the threshold that separates expansion from 

contraction. In a separate and an unexpected move, the PBoC cut its benchmark one-year 

interest rate (first time in over 30 months) by 0.4% to 5.6% and its one-year deposit rate by 

0.25%. China’s economy is forecast to report a growth rate of 7.2% next week, the lowest 

level since 2009. 

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

61.63 – 62.22 per $, before ending the week with a loss of 6 paise for the rupee to close at 

Rs 61.78 per $. The forward premium levels across maturities of 1-month, 3-month, 6-

month and 12-month are at 7.70%, 7.79%, 7.76% and 6.97% p.a. as against 7.74%, 7.8%, 

7.84% and 7.22% respectively in the previous week.   
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VIEWS 

1. This week saw the Rupee suddenly weaken to a 9-month low of Rs 62.22 per $, before 

recovering by the end of the trading week to close below the psychologically important 

level of Rs 62 per $. The last couple of days underscored the importance of the basic 

principle that risk management is about preparing for whatever might happen and not guess 

what could happen! Several stop loss levels would have been triggered once the dollar 

crossed the Rs 62 level. It appears that the Reserve Bank of India intervened to arrest the 

fall of the rupee – this suggests that the central bank (and even the political establishment) 

would not be too comfortable beyond this threshold.  

2. We have been advising for the past several months that corporate treasury managers with 

net dollar receivables should be hedging the bulk of the exposures in the forward market, 

and that net payables should be kept open or hedged using out-of-the-money option 

contracts. As the accompanying graphs show, both on a 3-month forward and 6-month 

forward basis, this strategy would have paid rich dividends – the number of times that the 

spot rate has been above the forward rate 3/6 months’ earlier has been far more than the 

inverse, much more so for the 6-month horizon than the 3-month one. The important factor 

is to ensure consistent hedging, preferably on a weekly basis, instead of an ad hoc stop-go 

view-based approach. 

3. With the reported RBI intervention pulling the rupee-dollar exchange rate back into the 

trading range of Rs 60-62 per $, the market itself will pay heed to the central bank’s desires. 

We therefore continue to advise that the bulk of net dollar receivables should be hedged. 

Apart from the possibility of rupee stability / strength, exporters face the possible danger of 

a drop in forward premium levels on the back of any interest rate fall. Although we do not 

expect an imminent loosening of monetary policy, with the moderation in inflation rates 

(both WPI and CPI) likely to continue in the coming months (a cut in diesel and petrol 

prices is almost certain next month), an interest rate cut should be announced sooner rather 

than later. 

4. In the international markets, after the central banks in China and Europe announced 

additional stimulus (announcement of quantitative easing is now becoming a habit with the 

European Central Bank!), US stock benchmarks climbed to record highs. The Aussie and 

the Kiwi $ rose immediately after the PBoC announcement (China is the largest trading 

partner for both nations). Meanwhile, the Canadian $ strengthened to a three-week high 

after the country’s annual consumer price inflation rate jumped to 2.4% in October. While 

the Japanese yen has seen secular weakening, almost touching JPY 119 per $, it pared some 

of its losses after the BoJ announced that the currency had weakened “too much, too fast” 

against the US$.  

5. We are keeping our ranges for the non-$ currencies unchanged, as follows: 

$ 1.53 – 1.65 per GBP,  

$ 1.20 – 1.32 per EUR, and  

JPY 108 – 120 per $. 
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