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  Currency Risk Management Report 
 

for the week ended August 24, 2012 

 

 NEWS 

1. The US $ weakened this week against most of its major trading partners. 

Its highest fall was by 1.5% each against the Euro and the Swiss Franc 

followed by a 1.4% drop against the Danish Kroner. It further weakened 

by 1.1% against the Japanese Yen and by 0.7% against the British Pound. 

However it strengthened marginally against the Canadian $, the Singapore 

$ and the Australian $ respectively. 

2. The number of U.S. workers filing applications for jobless benefits rose 

for the second straight week. Initial jobless claims increased to a 

seasonally adjusted 372,000 in the week ended Aug. 18, the highest level 

in about a month. Consumer confidence dropped last week to the lowest 

level since January. However, sales of newly built homes has risen in July, 

the third increase in the past four months, showing that the housing market 

is continuing its slow recovery.  

3. Euro-area unemployment held at 11.2% in June, a record high. A 

composite index based on a survey of purchasing managers in Euro-area 

services and manufacturing output rose to 46.6 from 46.5 in July. This is 

the seventh straight month with a reading below 50, which indicates 

contraction. France’s manufacturing and services indicators both showed 

an improvement from July. In Germany, Europe’s largest economy, 

business confidence fell to the lowest level in more than two years. 

German economic growth slowed to 0.3% from 0.5% in the first three 

months of the year. Meanwhile, in a sharp contrast to its partners, 

Germany posted a budget surplus of 8.3 billion euros ($10.4 billion), or 

0.6% of gross domestic product, in the first half of 2012.  

4. Job cuts in China appear to be on the rise with the latest signs coming from 

preliminary gauges of August factory activity and hiring showing 

continued weakness. China’s manufacturing purchasing managers' index 
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dipped to 47.8 for August from July's 49.3, continuing a 10-month string 

of results below the crucial 50 level that separates growth from 

contraction. China's exports grew by just 1% in the year to July. 

5. Japan posted a larger-than-expected trade deficit in July, as exports slowed 

sharply amid Europe's debt crisis and faltering global growth. Exports 

dropped 8.1% on year, on weaker Chinese and European demand. 

Japanese exports to China fell 11.9% in July, the sharpest since a 14% 

drop in February and the second-straight monthly drop.  

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

a narrow range of Rs. 55.12– 55.61 per $, ending the week with a gain of 

24 paise for the rupee at Rs 55.50 per $. The forward premium levels have 

decreased to 8.2%, 7.4%, 6.8% and 6.0% from previous week levels of 

8.4%, 7.5%, 7.0% and 6.2%for 1, 3, 6 and 12 month maturities 

respectively.  

VIEWS 

1. On the domestic interbank market, we had another week of stability 

around a rupee-dollar exchange rate of Rs 55.50 per $. There is a 

perceptible change in expectations among corporate treasuries from one of 

despair over the extreme volatility seen in recent months to one of hope 

that rupee stability will continue for some more weeks, if not months. 

Interestingly, this hope is being cherished by treasury managers with both 

long (i.e. the uncovered receivables are greater than the uncovered 

payables) as well as short positions. Clearly, even for an exporter, a 

constantly declining rupee is as unattractive as an indefinitely strong rupee 

rate. This is because once the magnitude of the depreciation is adequate to 

compensate for the rising cost of production any additional fall only results 

in demands for a correction in the dollar price of goods sold – we had 

started coming across clients who had received such requests from their 

customers when the exchange rate nudged past Rs 56.50 per $.  
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2. We continue to expect that the rupee-dollar exchange rate will move 

within the range of Rs 55 – 56 per $ for a few more weeks. This is likely to 

last at least until the monsoon session of Parliament ends. Subsequently, it 

would depend on the ability, even willingness, of the government to take 

action on the economic policy front. It is not that there is lack of 

understanding about what needs to be done. What is needed is the courage 

to take the required measures, and then to contain the inevitable political 

backlash. If action is not forthcoming, a downgrade by the rating agencies 

is bound to take place. This would not only worsen the terms at which 

Indian entities could borrow from the international financial markets but 

would also negatively impact the sentiment of foreign institutional 

investors towards the country. 

3. We advise treasury managers to sell the bulk of the near-term net 

receivables. Importers with dollar payables should hedge a small part of 

the exposure, and buy an out-of-the-money call option (with a strike rate 

of say Rs 56.50 per $) for a part of the exposure due over the next couple 

of months. The stability of the rupee’s exchange rate has already resulted 

in a 10% decrease in option premium levels. This is because the option 

pricing model is essentially based on volatility calculations, and volatility 

is primarily dependant on recent price changes. Most models give much 

greater weightage to recent price changes compared to earlier periods. 

Consequently, when the rupee is moving in a see-saw pattern or is on a 

sharply declining trend, the option premium jumps across the board, and 

any period of stability leads to a fall in the premium. Certainly if the 

stability continues for even another month, the correction would be much 

sharper – by our calculations, the at-the-money option premium for three 

months could drop to 80 ps per $ (from 115 ps currently) if the rupee 

remains within a narrow band until the end of this quarter.  

4. On the international front, we are not changing our ranges for any of the 

non-dollar currencies, as follows: $ 1.18 – 1.30 per EUR, JPY 77 – 85 per 

$, and $ 1.50 – 1.62 per GBP. 
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