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for the week ended May 24, 2013 

 

NEWS 
1. The US$ had a mixed response this week against its major international 

trading partners. It rose at the highest rate by 0.8% vis-à-vis the Australian 
$, followed by 0.4% gains against both the Singapore $ and the Canadian 

$. It also strengthened by 0.3% against the British Pound. However, it 

weakened by 1.8% against the Japanese Yen, by 1.2% against the Swiss 
Franc and by 0.7% each against the Euro and the Danish Kroner.  

2. U.S. initial jobless claims, a proxy for layoffs, decreased by 7% to a 

seasonally adjusted 340,000 in the week ended May 18. Besides, the four-
week moving average of claims, which smoothens week-to-week 

volatility, also shrank marginally. The unemployment rate had declined to 

7.5% in April, its lowest level since 2008. The number of continuing 
unemployment benefit claims (drawn by workers for more than a week) 

fell by 4%. The number of workers requesting unemployment insurance 
was equivalent to 2.3% of employed workers paying into the system. 

3. Markit’s composite purchasing managers' index for the euro zone -- a 

measure of activity in the services and manufacturing sectors -- rose to 
47.7 from 46.9 in April. One positive development for the euro zone's 

economic outlook is that consumer confidence has been slowly 

strengthening in recent months. The European Commission said that its 
preliminary measure of household sentiment across the 17 countries that 

use the euro rose to minus 21.9 in May from minus 22.3 in April, its sixth 

straight monthly increase. 

4. The British pound has declined vis-à-vis the euro for four successive 

weeks. A slowing economy and expectations of a stimulus program by the 

Bank of England have kept the pound under bear pressure. Last week, 
retail sales unexpectedly fell in April and inflation slowed more than 

market expectations. 
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5. The Japanese Topix Index plummeted 6.9% on May 23, with shares of 
financial companies at the centre of the rout. The largest one-day plunge 

since March 2011 erased $ 314 billion from the world’s best-performing 

stock market this year. It was also the first time since April 2005 that every 
company on the Nikkei 225 Stock Average retreated.  

6. China's manufacturing sector showed further signs of losing steam in May, 

undermined by a gauge of factory activity which slipped to its lowest level 
in seven months. The preliminary HSBC China Manufacturing Purchasing 

Managers' Index fell to 49.6 in May, compared with a final reading of 50.4 

in April. Anything above 50 indicates growth. 

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

a range of ` 54.95 – ` 56.01 per $, ending the week with a loss of 76 paise 

for the rupee at ` 55.65 per $. The forward premium levels are at 7.1%, 

6.6%, 6.2% and 6.0% from the preceding week-end levels of 7.4%, 6.8%, 

6.5% and 6.2% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic front, the rupee-dollar exchange rate not only pushed 
decisively above Rs 55 per $ but also crossed Rs 56 per $, before sanity 

returned (reportedly on token RBI intervention). We continue to believe 

that Rs 56 per $ is an important barrier. If this level is breached 
significantly and in a sustained manner, it should be treated as a signal for 

further bearishness of the rupee. In the past, the Reserve Bank of India has 

reportedly intervened when this level had been crossed. We would expect 
RBI to worry about the inflationary impact of a weak rupee – after all, the 

rupee-dollar exchange rate not only impacts on the cost of imports but also 

influences the domestic prices of goods which are governed by import 
parity.  

2. However, it should also be borne in mind that RBI has a limited armoury 

at its disposal in the form of foreign exchange reserves. At about $ 295 bn, 
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the stock is large enough to meet aberrations in the demand-supply 
equation in the domestic interbank market on a day-to-day basis, but is not 

sufficient to cope with large scale capital outflows. Indeed, if the demand-

supply imbalance is being created by an exodus of foreign institutional 
investors (FIIs) leaving the equity market, RBI may prefer a rupee decline 

so that it does not end up subsidizing the FIIs’ exit. 

3. We believe that the range of Rs 54 – 56 per $ for the rupee-dollar 
exchange rate will remain intact. We therefore see the current level of 

above Rs 55.50 as an opportunity to increase the hedge on dollar 

receivables. Treasury managers of corporates with net dollar receivables, 
who prefer to keep the exposure uncovered in the expectation of a better 

exchange rate, should buy an out-of-the-money put option with a strike 

rate close to the spot rate. This will ensure that at a nominal premium the 
downside risk is protected, without sacrificing the upside potential of 

dollar appreciation against the rupee.  

4. Dollar payables should be hedged by using short-term (say with maturity 
in end-July) out-of-the-money call option contracts (i.e. where the strike 

rate or exercise price is say Rs 57 per $). While the worst-case scenario 

would be about Rs 57.50 per $ (plus the forward premium between 31
st
 

July and the actual maturity date), if the rupee recovers, as has often 

happened in recent months, the exposure could be hedged at a lower rate. 

5. On the international front, despite Fed Chairman Bernanke’s testimony 
that premature withdrawal of the monthly bond purchase mechanism could 

endanger the economic recovery, the financial markets are already looking 

at a gradual tapering off by the Fed. We are not yet making changes in our 
forecasted ranges for the US dollar against any of the major currencies, as 

follows:  

JPY 92 – 104 per $,  

$ 1.24 – 1.36 per EUR, and  

$ 1.46 – 1.58 per GBP. 
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