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  Currency Risk Management Report 
 

for the week ended January 25, 2013 

 

 NEWS 

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

trading partners. It strengthened the most by 1.4% against the Canadian $ 

followed by 0.9% against the Japanese Yen. It further rose by 0.8% against 

the Australian $, by 0.6% against the Singapore $ and by 0.5% against the 

British Pound. However, it weakened by 1.1% each against the Euro and 

the Danish Kroner and by 0.8% against the Swiss Franc.  

2. US initial jobless claims, a measure of layoffs, fell to the lowest point 

since January 2008, near the start of the recession. The four-week moving 

average of claims (considered a more reliable figure because it smoothens 

the often volatile weekly data) fell to the lowest level since March 2008. 

The jobless rate held steady at 7.8%, a historically high level but down 

from the 8%-plus level seen through much of the recovery. Separately, the 

leading economic indicators index rose 0.5% in December after no change 

in November. The November index was originally reported as falling by 

0.2%.  

3. Business confidence in Germany hit a seven-month high in January even 

as the broader euro-zone economy continued to shrink. However, Spain’s 

unemployment rate hit a fresh high of 26% in the fourth quarter. Business 

activity plunged in France and other parts of the euro zone at the start of 

2013, but rebounded in Germany, according to a survey of purchasing 

managers. The U.K. economy shrank more than expected by 0.3% in the 

fourth quarter of 2012, leaving Britain at risk of its third recession in four 

years.  

4. Japan's trade deficit nearly tripled to a record ¥6.927 trillion ($78.3 billion) 

in 2012. Data released showed Japan's trade deficit with China hit a record 

high at ¥3.521 trillion last year, while its trade with the EU slipped into the 

red at ¥139.7 billion for the first time.  
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5. The preliminary HSBC China Manufacturing Purchasing Managers Index, 

a gauge of nationwide manufacturing activity, rose to 51.9 in January, 

compared with a final reading of 51.5 in December. A reading above 50 

indicates expansion, while a reading below 50 indicates contraction. 

However, a subindex reading in the survey for export orders barely ticked 

up into positive territory with a figure of 50.1, compared with 49.2 in 

December. 

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

a relatively narrow range of ₹ 53.38 – ₹ 53.95 per $, ending the week with 

a small gain of 2 paise for the rupee at ₹ 53.69 per $. The forward 

premium levels were marginally lower across the board at 7.6%, 7.4%, 

6.9% and 6.2% from the preceding week-end levels of 8.0%, 7.5%, 7.0% 

and 6.3% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the international foreign exchange markets, the euro’s bull trend 

continues. The common currency has once again breached our forecasted 

ceiling, rising to an 11-month high of $ 1.3474 per EUR. The euro was 

aided by a statement from the European Central Bank (ECB) that 

European banks are expected to return EUR 137.2 billion ($184.4 billion) 

of the three-year loans given to them next week, as compared to market 

expectations of a repayment of EUR 84 billion. It may be recalled that last 

year the ECB had pumped EUR 1 trillion of liquidity into European 

financial markets through two tranches of Longer-Term Refinancing 

Operations, or LTRO, after banks had stopped lending to each other due to 

the sovereign-debt crisis. The higher-than- expected amount indicates that 

European banks, which were part of the euro crisis, are in better shape than 

anticipated and are able to fund themselves.  

2. Some technical analysts are predicting a euro fall -- $ 1.36 per EUR is 

supposed to be a key resistance point from a subjective (heads and 
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shoulders) as well as objective (Fibonacci numbers) analysis! However, 

given our general lack of faith in such theories, we are again altering our 

band for the dollar-euro exchange rate. We prefer to believe in the random 

walk, which states that there is equal probability of the euro going up or 

down from the current level. Our forecasted range, therefore, is $ 1.28 – 

1.40 per EUR.  

3. Meanwhile, the Japanese yen declined for the 11th successive week, 

touching a low of JPY 91.19 per $, the weakest level since June 2010. The 

yen has never previously lost for 11 straight weeks, according to records 

dating back to 1971. The Japanese Deputy Economy Minister further 

undermined the yen by stating that its drop is not yet over and that a JPY 

100 per $ level would not be a concern for the government.  

4. The British pound also weakened against both the euro (to a 13-month 

low) and the US$ (a 5-month low), dented by the threat of an 

unprecedented triple-dip recession. The pound was further undermined by 

Bank of England officials stating that the pound’s current level was an 

obstacle to rebalancing the economy. 

5. We are not yet changing our forecasted ranges for the US dollar against 

the other major currencies, as follows: 

JPY 84 – 96 per $, and  

$ 1.54 – 1.66 per GBP.  

6. On the domestic front, there is no change in our expectations. A stable / 

strong rupee aided by capital flows would mean that the bulk (say 70%) of 

the dollar receivables should be covered, perhaps with a higher hedge 

percentage (say 75-85%) for the near term and a correspondingly lower 

hedge percentage (say 55-65%) for long-term exposures. With a general 

election looming in mid-2014, and a string of politically significant state 

elections in the current year, some bear pressure on the rupee over the long 

term should not be ruled out. 
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