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  Currency Risk Management Report 
 

for the week ended September 26, 2014 

 

NEWS 

1. The US$, strengthened across the board against its international trading 

partners during the week. It gained the most (by 1.8%) against Australian 

$, by 1.75% against the Canadian $, by 1.3% each against the Euro, the 

Swiss Franc and the Danish Krona, by 0.58% against the Singapore $ and 

by 0.23% each against the Pound and the Yen. 

2. US GDP rose by an annualized 4.6% in September, up from the August 

estimate of 4.2%. Initial claims for unemployment benefits increased by 

0.4% to a seasonally adjusted 293,000, lower than the four-week average 

of 298,500. Separately, new orders for capital goods showed signs of 

firming up in August and orders for non-defense capital goods, which are 

considered a proxy for business spending, grew by 0.6%. Durable goods 

orders jumped 22.5%, the largest rise since the index began to be 

monitored in 1992.  

3. Home prices in London fell for the first time in almost 2 years in August, 

due to weakening demand. The price drop of 0.1% brought an end to 19 

consecutive months of price increases during which, real-estate prices in 

the city have surged 25%. Even though the BoE has projected an annual 

GDP growth rate of 3.5%, one of the conundrums facing Governor Mark 

Carney is that while the unemployment rate is falling sharply (currently at 

6.4%), earnings growth remains anemic and has fallen by 0.2% in the 

second quarter of 2014, marking the first negative figure since 2009. 

4. Japan’s annual core consumer price inflation rate slowed a bit in August, 

even as it remained unclear if the BoJ could be urged to announce 

additional steps to meet its 2% inflation target. Core consumer prices 

(which include oil products but exclude food) increased 3.1%, albeit with 

the impact of April’s sales tax increase embedded into them. Excluding the 

sales tax hike, annual core inflation was seen slowing to 1.1% in August, 

from 1.3% in July.  
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5. China’s manufacturing purchasing managers’ index compiled by HSBC 

showed an increase to 50.5 in September, up from a final reading of 50.2 

in August. Manufacturers showed an increase in new export orders even as 

they continued to lay off workers at a steady pace. The People’s Bank of 

China retained its earlier forecast of 7.5% GDP growth for 2014, while 

maintaining that consumer price inflation will remain subdued at 2.4%, 

well below the government’s ceiling of 3.5%. 

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

the range of Rs 60.75 – Rs 61.62 per $, ending the week with a loss of 33 

paise for the rupee to close at Rs 61.15 per $. The forward premium levels 

across maturities of 1-month, 3-month, 6-month and 12-month are 8.10%, 

8.20%, 8.41% and 8.21% respectively as against 8.35%, 8.40%, 8.57% 

and 7.92% in the previous week. 
 

VIEWS 

1. The rupee came under bear pressure this week, breaching the 

psychologically important level of Rs 61.50 per $, before recovering by 

close of the trading week. During the past few weeks, the Reserve Bank of 

India has subtly indicated, through market interventions, a level it is 

willing to protect. While there have been indications of the central bank 

selling Dollars to protect the fall of the Rupee beyond 61.75, it would be 

wary of sending out explicit signals to the market, as to what its tolerable 

ceiling for the exchange rate could be. We believe that at the current levels 

the rupee in oversold and this could therefore well be a temporary 

phenomenon, one that is intermittently aggravated by speculations of a 

hike in US interest rates. The S&P’s upgrading of India’s economic 

outlook from “negative” to “stable” did result in a sudden bout of rupee 

appreciation on Friday, and should have a positive impact on investment 

flows especially if a similar move is made by other rating agencies. 

2. RBI’s Governor Raghuram Rajan in a recent lecture, emphasized the need 

of “breaking the back of inflation”, which in his opinion is still 

“worryingly persistent”. We have maintained for quite some time that we 
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do not expect any cut in RBI’s benchmark interest rates before April 2015, 

although a token cut in December is possible if inflation comes down 

sharply in the next couple of months. In any case, a status quo on policy 

rates is expected during the upcoming monetary policy announcement on 

September 30. 

3. There has been a sharp fall in international oil prices in recent weeks. 

Compared to a range of $ 107-109 per barrel for the Brent crude price 

(with which our oil import basket has a strong correlation) a few months 

back, the current price is hovering around $ 97 per barrel. The estimated 

savings on our petroleum bill would be in the region of $ 1 bn each month. 

The current account deficit (CAD) was $ 10 bn during July – March last 

year, and may well fall to a negligible level in the same period of 2014-15 

if the oil price holds at the present level. The CAD had declined from $ 88 

bn in 2012-13 to $ 32 bn in 2013-14. A further substantial fall in the CAD 

can be reasonably expected this year. 

4. With the spot rate above Rs 61 per $, exporters should hedge the bulk of 

their net receivables. If the exposure is being kept open on expectations of 

a further sharp rupee drop, at least a put option contract with a strike rate 

of say Rs 61 per $ should be taken. This will protect the exporter from the 

possibility of the view turning out to be wrong. Importers should use out-

of-the-money option contracts or stop loss levels to hedge net payables. 

5. The US Dollar index, which measures the world’s reserve currency against 

a basket of major currencies, witnessed the highest level in four years of 

85.48 before paring some of its gains. Even as a weak macro-economic 

outlook emerged from Europe, the spread between US treasuries and 

German bunds was flirting with the 15-year high level of 158 basis points. 

The strength in the Dollar weighed on commodity prices also, and not 

surprisingly the Australian $ touched a 3-month low against the greenback.  

6. We are retaining our ranges for the major currency pairs as earlier.  

$ 1.56 – 1.66 per GBP,  

$ 1.24 – 1.34 per EUR, and  

JPY 100 – 110 per $. 
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