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  Currency Risk Management Report 
 

for the week ended December 23, 2011 

 

 NEWS 

1. The US$ traded in a narrow band against the major currencies and was 
virtually unchanged as compared to last week’s level. Among the minor 
currencies, however, it declined by 1.6% against the Australian $ and by 
1.1% against the Canadian $.  

2. US GDP growth number for the third quarter of 2011 has been revised 
down to 1.8% from the previous estimate of 2%. As compared to a year-
ago the economy has expanded by 1.5%. There are many indications of 
positive momentum in the housing sector. Firstly, the home builder’s 
index rose two points in December to 21, its best reading since May last 
year. In November, new housing construction rebounded by 9.3% and 
housing permits advanced by 5.7%, while new home sales rose by 1.6% 
and existing home sales increased by 4%. Meanwhile, on the back of 
new orders for civilian aircraft, sales of durable goods surged by 3.8%.  

3. Euro area trade surplus was € 1.1 billion in October as compared to € 3.1 
billion in October 2010 and € 2.7 billion in September 2011. Over the 
preceding month, exports fell by 1.9% and imports by 0.7%. The Ifo 
Institute’s German business-climate index for December climbed to 
107.2 from 106.6 in the prior month. 

4. Britain´s GDP growth rate was revised up from 0.5% to 0.6% in the third 
quarter compared to the previous three months. Growth for the year to 
September was unchanged at 0.5%. UK´s current account deficit for the 
third quarter widened to £15.2 bn, the highest on record. That equates to 
4.0% of GDP, the largest since the second quarter of 1990. The public 
sector net borrowing in November was £18.1 billion, down from £20.4 
billion in November 2010. This takes the net debt of the government to 
63% of GDP. 

5. The Bank of Japan (BOJ) left its key short-term interest rate unchanged 
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at virtually zero and maintained the size of its asset purchasing program. 
Japan's trade deficit, the sixth this year, rose to ¥684.7 billion in 
November from ¥280.2 billion in October, reversing a surplus of ¥157.62 
billion a year earlier. Compared to a year ago, exports fell by 4.5% while 
imports rose by 11.4%. 

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

in a range of ` 52.44 - ` 53.24, before ending the week with a loss of 21 

paise for a rupee at ` 52.96 per $. The forward premium levels were 

sharply up at 8.6%, 7.5%, 6.5% and 5.0% p.a. as compared to 6.8%, 
6.7%, 6.0% and 4.7% p.a. ruling last week for 1, 3, 6 and 12-month 
maturities respectively. Food inflation fell sharply to a near four-year 
low of 1.81% for the week ended December 10.  

VIEWS 

1. A modicum of stability in the rupee-dollar exchange rate seems to have 
returned after RBI’s sudden change in the regulatory framework for the 
use of forward contracts. It is clear that the RBI is uncomfortable with an 
exchange rate above even Rs 53 per $. However, the demand-supply 
gaps would remain at least for a few more weeks, and it will be 
interesting to see what the central bank will do if the pressure on the 
rupee persists for long. We advise importers to cover near-term dollar 
payables, but prefer option contracts for exposures beyond mid-Jan. 

2. One can only hope that RBI removes the unduly harsh provision 
disallowing the corporates from keeping gains on cancellation of 
contracts. Firstly, why should any contract be taken if all gains have to 
be foregone and losses have to be compensated? This goes against RBI’s 
philosophy of encouraging corporates to reduce their risks. Secondly, in 
case of an option contract, the contract is utilized only when there are 
gains for the corporate – so the protection becomes ineffective precisely 
when it is needed the most! In its bid to reduce the bear pressure on the 
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rupee, the RBI has introduced measures that will increase the volatility, 
and therefore risk, of the exchange rate. 

3. Meanwhile, the FEDAI (Foreign Exchange Dealers Association of India) 
has issued a letter dated 16

th
 December, 2011, to its members (mainly 

Authorised Dealers) giving clarifications received from the RBI. There 
are some welcome clarifications: 

� In case of contracted exposures, rollover is allowed for all the 
contracts. (Roll-over should be understood as simultaneous 
cancellation and rebooking).  

� In case of past performance facility, short-term rollovers are 
permitted to align the maturity of the contract to that of the 
underlying exposure based on which delivery is going to be made.  

� Restriction on cancellation of contracts is applicable to contracts 
booked “hence forth” i.e. from December 16, 2011 onwards and 
not applicable to contracts booked earlier 

4. On the international foreign exchange markets, we are not changing our 
ranges for any of the non-$ currencies, as follows: 

$ 1.48 – 1.60 per GBP, 

$ 1.26 – 1.38 per EUR, and 

JPY 75 – 83 per $. 

5. Tailpiece: One is no longer surprised by the lack of any cause and effect 
relationship between economic fundamentals and exchange rate 
movements. However, what is reported in the newspapers / websites 
remains a source of amazement and entertainment. Sample this 
commentary: “The dollar fell ……. on reduced demand for haven assets 
as U.S. economic data added to signs that the economy’s expansion may 
withstand slowing growth in Europe.” So, US economic recovery 
coupled with European economic woes is supposed to reduce the US 
dollar’s safe haven status? 
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