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  Currency Risk Management Report 
 

for the week ended May 23, 2014 

 

 NEWS 

1. The US$ had a mixed response this week against its major trading partners 
on the international foreign exchange markets. It strengthened the most by 

1.4% against the Australian $, followed by 0.5% each against the Euro, the 

Japanese Yen and the Danish kroner respectively. It also gained ground by 
0.4% against the Swiss Franc and by 0.2% against the Singapore $. 

However, it weakened by a meager 0.1% against the British Pound, while 

remaining stable vis-à-vis the Canadian $ by the end of the week.  

2. US new-home sales climbed 6.4% from March to a seasonally adjusted 

annual rate of 433,000. However, compared to a year earlier, sales of new 

homes were down 4.2%. The median price of a home remained elevated at 
$275,800. A gauge of sales of previously owned homes rose 1.3% in April 

to a seasonally adjusted annual rate of 4.65 million. Existing-home sales 

account for roughly 90% of the transactions in the U.S. 

3. Business activity in the euro zone slowed slightly in May. The composite 

Purchasing Managers Index (PMI) for the euro zone (which measures 

activity across both the manufacturing and services sectors) dropped to 
53.9 from 54.0 in April. The euro-zone economy grew at an annualized 

rate of 0.8% during the first quarter, unchanged from the final three 

months of 2013. Germany’s PMI was unchanged at 56.1. However, while 
the manufacturing PMI hit a six-month low at 52.9 from 54.1 in April, the 

services PMI rose to 56.4 from 54.7 in April to reach a three-year high. 

That indicates that domestic demand, rather than exports, is playing a 
bigger role in driving the expansion, a continuation of a development seen 

in the first quarter. Business confidence also declined more than expected. 
The Ifo index fell to 110.4 from April's 111.2. The current conditions 

indicator fell to 114.8 from 115.3, while the expectations reading fell to 

106.2 from 107.3. France still remains a drag on the euro zone's recovery. 
Private sector activity declined in May, a sign that economic growth in the 
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euro zone's second largest member has yet to pick up after a flat start to the 
year. Separately, the annual rate of inflation in the euro zone rose to 0.7% 

in April from 0.5% in May. 

4. Japan's trade deficit narrowed in April, thanks to tax increases that cooled 
demand for imports, even as exports struggled. In April, imports grew 

3.4% on year-over-year basis. From the previous month however, they 

declined 9.9%.These factors left the trade balance with a shortfall of 
¥808.9 billion, extending the streak of deficits to 22 months, the longest 

under comparable data stretching back to 1979. Even so, shipments to 

China were a bright spot in the export picture, rising 9.8% on year.  

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

a narrow range of ` 58.36 – ` 58.86 per $, ending the week with a gain of 

27 paise for the rupee at ` 58.52 per $. The forward premium levels are at 

8.7%, 8.2%, 8.2% and 8.1% from the preceding week-end levels of 8.2%, 

7.9%, 7.6% and 7.2% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the international forex markets, the British pound has climbed across 
the board, with the trade-weighted index for the currency climbing to 83, 

its strongest level since November 2008. Sterling has been underpinned by 

a much-higher-than-expected surge in retail sales data. Against market 
analyst estimates for an increase of 0.4%, retail sales including auto fuel 

jumped 1.3% in April. There was also an upward revision to 0.5% for the 

preceding month. Besides, the inflation rate ticked up in April for the first 
time in ten months, and U.K.’s gross domestic product (GDP) data showed 

an expansion during the first quarter of 2014. The data has fuelled 

speculation that the Bank of England will start tightening monetary policy 
(i.e. increase interest rates) sooner rather than later. Already, the 10-year 

Treasury bond yield has climbed to 2.64% -- over the last 12 months, 

British gilts have underperformed both U.S. Treasuries and German bunts 
on the international bond markets.  
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2. We are retaining our ranges for the non-$ currencies, as follows: 
$ 1.62 – 1.72 per GBP,   

$ 1.32 – 1.42 per EUR, and  

JPY 95 – 105 per $. 

3. On the domestic front, the Reserve Bank of India (RBI) has arrested the 

rupee’s appreciation towards Rs 58 for the time being. One keeps reading 

articles and hearing from others that a strong rupee would be one of the 
priorities of the Modi government. We will know who the Finance 

Minister will be and perhaps his views on the subject in the days to come.  

4. Meanwhile, option volatilities on the Rs/$ exchange rate have come down 
recently. The one-month option volatility had been at 7.6% in end-April 

last year just before the sharp rupee fall, and then climbed to 17.1% by 

early-September when the dollar had peaked vis-à-vis the rupee. As the 
rupee appreciated and then stabilized, the option volatility went back to 

7.2% by early-March 2014, but spiked again over election uncertainties to 

12.2% over the next couple of months. With a strong and stable 
government in the saddle, the volatility has nosedived to 8.3%.  

5. This makes it easier for corporate treasury managers with dollar payables 

to use option contracts for hedging exposures. A payable maturing after 
one month can be hedged by using an option contract with a strike rate of 

Rs 60 per $ at an up-front premium of 18 paise. This will ensure a worst-

case scenario of Rs 60.18 per $, and simultaneously keep open the upside 
potential of benefitting from rupee strength. With some possibility of the 

RBI succumbing to political pressure to allow the rupee to rise (after all, 

this too will keep inflationary pressures under control, as much as the high 
interest rate), it would not be advisable to lock into a forward rate and 

suffer an opportunity loss. On the other hand, exporters are advised to 

cover their net dollar receivables by taking forward contracts. Even if the 
rupee does decline in the coming months on the back of disappointment 

with India’s economic performance, it is unlikely to be permitted to cross 

the psychologically important level of Rs 60 per $. 
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