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  Currency Risk Management Report 
 

for the week ended September 27, 2013 

 

NEWS 

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

trading partners. It strengthened by 0.8% against the Australian $ and by 

0.4% against the Singapore $. However, it fell by 1.1% against the 
Japanese Yen, by 0.8% against the British Pound and by 0.5% against the 

Swiss Franc before ending the week stable against the Euro, the Danish 

Kroner and the Canadian $ respectively. 

2. In the US, initial jobless claims, a proxy for layoffs, decreased by 1.5% to 

a seasonally adjusted 305,000 in the week ended Sept. 21. The jobless-

claims report showed that the number of continuing unemployment-benefit 
claims, a representation of total recipients, increased by 1.2% to 2.8 mn in 

the week ended Sept. 14. The U.S. economy expanded at a 2.5% pace in 

the second quarter of 2013. The revised gauge of the 2nd-quarter gross 
domestic product (GDP), the broadest measure of all goods and services 

produced in the economy in a year, has remained unchanged from the 

previous month. Consumer spending, the largest component of GDP and a 
key driver of the recovery, climbed at an annual pace of 1.8% during the 

second quarter. Exports have delivered a relatively strong performance 

during this period, expanding at an 8% pace after a first-quarter decline of 
1.3%. 

3. An increase in German business sentiment during September via the 

closely watched Ifo index came with a warning from an Ifo Institute 
economist urging the German government to take measures to stimulate 

anemic corporate investment. French consumer confidence also improved 

slightly in September, but confidence fell among consumers regarding the 
ability to build savings and to make significant purchases. Italian retail 

sales dropped 0.3% in July on the month. Retail PMI data eased below 

neutrality to 48.6, indicating a renewed decline in eurozone retail sales in 
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September. The average PMI reading for Q3 (49.5) was nevertheless the 
best since Q2 2011. Eurozone retail sales continued to fall on an annual 

basis in September. The year-on-year contraction was the fastest in three 

months, and steeper than the long-run average. 

4. China’s manufacturing PMI rose to 51.2 (50.1 in August), a six-month 

high, in September, adding further evidence to China’s ongoing growth 

rebound. The manufacturing output Index at 51.1 (50.9 in August) also 
moved to a five-month high. 

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

a range of ` 61.76 – ` 62.89 per $, ending the week with a loss of 28 paise 

for the rupee at ` 62.52 per $. The forward premium levels are at 10.5%, 

9.8%, 8.9% and 7.9% from the preceding week-end levels of 9.9%, 9.4%, 
8.5% and 7.0% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the domestic interbank market, the rupee-dollar exchange rate appears 
to be settling into a trading band around Rs 62.50 per $, with the daily 

trading range (difference between the high and the low of the day) also 
narrowing. Option volatilities (and therefore option premium levels) have 

also come down on the back of this stability, and will continue to decline if 

the trading band remains small in the days, and weeks, to come.  

2. We continue to expect stability, possibly even strength, in the coming 

weeks. Not only are the swaps with the oil companies keeping a significant 

chunk of demand for dollars away from the interbank market, since the 
demand is being met by the Reserve Bank of India, but the supply of 

dollars could also be augmented by the FCNR(B) deposit scheme which 

gives a handsome return to non-resident Indians (NRIs). The RBI has 
allowed an interest rate of up to 4% over LIBOR to be paid under this 

scheme for maturities of 3 – 5 years. It is rumoured that if an NRI has say 

$ 1 mn to be put as an FCNR(B) deposit, he is being offered a loan of $ 9 
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mn, so that a deposit amount of $ 10 mn can be remitted. If the loan is at 
LIBOR + 3%, the NRI earns an effective dollar interest of about 13.5%, an 

astounding return in dollar terms.  

3. The foreign bank is also happy to lend money to the NRI as it is getting a 
higher return than what an AAA-rated Indian entity would be willing to 

pay. The Indian branch of the foreign bank is also happy as it can swap the 

dollars with RBI at a cheap cost of 3.5% p.a. – or an effective rupee 
interest rate of less than 9% p.a. (besides, this is a deposit on which there 

are no CRR or SLR restrictions). No doubt, the cost is borne by the 

country, but RBI is probably looking at the benefit of a lower inflation rate 
coming from the resultant exchange rate stability. 

4. Another impact of this scheme would be on domestic liquidity. The market 

expects the RBI to garner about $ 10 – 12 bn under this scheme. If the 
entire money is swapped, it will add Rs 60,000 – 70,000 crores to the 

money supply, which in turn could have a salutary impact on domestic 

interest rates in the months to come. 

5. Meanwhile, there is no change in our advice to corporate treasury 

managers. Out-of-the-money call option contracts should be purchased for 

hedging near-term payables. For exporters, hedges beyond the current 
fiscal year should be taken with caution. If the general election results (due 

in April-May 2014) lead to political instability, a credit rating downgrade 

followed by capital outflows leading to another bout of rupee weakness 
cannot be ruled out. 

6. On the international front, with nothing else to focus its attention, market 

expectations have again started building on the possibility of a tapering of 
the US Fed’s QE program, under which bonds worth $ 85 bn are bought 

every month, in end-October. We are altering our forecasted ranges for the 

US dollar against both the euro and the British pound to $ 1.27 – 1.39 per 
EUR and $ 1.55 – 1.65 per GBP respectively. The dollar’s range vis-à-vis 

the Japanese yen is unchanged at JPY 95 – 107 per $. 
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