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 Currency Risk Management Report 
for the week ended January 29, 2010 

  Currency Risk Management Report 
 

for the week ended December 28, 2012 

 

 NEWS 

1. The US$ had mixed fortunes on the international forex markets. It 

strengthened the most by 2.0% against the Japanese yen, followed by 0.4% 

versus the Canadian $ and 0.2% each against the Australian and Singapore 

$. It however weakened by about 0.2% each against the Euro, the Swiss 

franc and the Danish kroner. It was stable vis-à-vis the British pound. 

2. The US Conference Board’s consumer confidence index fell six 

percentage points in December from a month earlier to 65.1, its lowest 

level since August. However, the number of first-time claims for jobless 

benefits fell by 12,000 last week to a seasonally adjusted 350,000 and 

sales of new homes rose from October to November by 4.4%, to the 

highest level since April 2010.  

3. French GDP (Gross Domestic Product) rose in the third quarter by a mere 

0.1%. This is less than initially reported, signaling a recovery that may be 

too weak to help President Francois Hollande’s government reduce the 

unemployment rate which is at a 15-year high. Household consumption 

rose 0.2% and foreign trade added 0.3% to growth after subtracting 0.4% 

in the previous quarter. Meanwhile, jobless claims rose for a 19th straight 

month in November to 3.13 million, the highest since January 1998. 

Elsewhere in the euro, Spanish retail sales fell 7.8% in November from a 

year earlier after an 8.4% annual drop in October. 

4. China has revised its 3
rd

 quarter capital account data to show a narrower 

deficit of $51.7 bn in the quarter, down from a preliminary report of about 

$71 bn, reducing concerns over potential capital outflows. Still, the capital 

account deficit was larger than the $41.2 bn in the 2
nd

 quarter. China's 

economy grew at a slower pace of 7.4% year-on-year in the 3
rd

 quarter, the 

slowest expansion since the 1
st
 quarter of 2009. Meanwhile, the surplus on 

the current account, the broadest measure of the country's trade balance 
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with the rest of the world, was revised to $70.8 billion in the third quarter, 

slightly up from the previously reported $70.6 billion. That was also above 

the $53.7 billion recorded in the second quarter of this year. 

5. Japanese industrial production fell by a seasonally adjusted 1.7% in 

November. However, a survey of companies showed that output is 

expected to rise 6.7% in December, and 2.4% in the following month. 

Meanwhile, the core Consumer Price Index fell 0.1% year on year in 

November. Japanese retail sales rose 1.3% in November from a year 

earlier. Government data also showed Japan's jobless rate at 4.1%. 

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

a narrow range of ₹ 54.73 – ₹ 55.21 per $, ending the week with a gain of 

29 paise for the rupee at ₹ 54.78 per $. The forward premium levels are at 

7.5%, 6.6%, 6.4% and 5.7% from the preceding week-end levels of 8.1%, 

6.7%, 6.6% and 5.9% for 1, 3, 6 and 12 month maturities respectively. 

VIEWS 

1. On the international front, the Japanese yen’s slide continues – the yen has 

been undermined by Prime Minister Shinzo Abe’s persistent pressure on 

the Bank of Japan to increase monetary stimulus. Over the year, the yen 

has declined by 10.5% in US$ terms to JPY 85.96 per $, and has weakened 

by 12.3% to JPY 113.61 per euro. Is the long period of stability in the yen-

dollar exchange rate coming to an end? It may be recalled that the yen had 

a multi-year bull run between mid-2007 and mid-2011 when it climbed 

from over JPY 120 per $ to about JPY 75 – a 38% drop for the dollar! It 

has subsequently stayed in a narrow band but has suddenly weakened in 

recent weeks. No doubt, if a further fall ensues, we can expect forex 

experts to start predicting more yen weakness in the coming months – “the 

trend is your friend” is a common market adage, but it must be 

remembered that the trend is your friend only until it comes to an end! We 

prefer to use the random walk model for the convertible currencies, which 
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states that there is equal probability of the exchange rate going up or 

down. Consequently, we are amending the forecasted range for the 

JPY/USD exchange rate to a random walk from the current level, albeit 

with an increase in the band-width, to JPY 80 – 92 per $.  

2. In its 13th year, the 17-nation single currency has bounced back vis-à-vis 

the greenback – the euro was up 2% during the year, after dropping 3.2% 

in 2011 and 6.5% in 2010. However, it remains well below its life-time 

peak of $1.6038 reached in July, 2008. Among the minor currencies, the 

Brazilian real has lost 8.8% in dollar terms during 2012, the second 

biggest loser after the Japanese yen. The South Korean won was the 

strongest currency of 2012, among all 16 of the dollar’s biggest trading 

partners with a gain of 7.7% against the US$. 

3. There is no change in our forecasted ranges for the US dollar against the 

other major currencies, as follows: 

$ 1.22 – 1.34 per EUR, and  

$ 1.54 – 1.66 per GBP. 

4. We continue to expect a stable / strong rupee, especially in the first two 

months of 2013. The month of March, and therefore the fiscal year-end, 

could get adversely affected by the Union budget. This is likely to be the 

last budget for this government, and the temptation to dole out sops to the 

voters will obviously be very strong. A fiscal deficit reduction target for 

2013-14 that looks unachievable could bring back the specter of a 

downgrade by the rating agencies, which would surely put bear pressure on 

the rupee.  

5. There is no change in our advice to treasury managers. Dollar payables 

should be covered, preferably by using out-of-the-money call option 

contracts. If the upfront premium payment is an obstacle, it would be 

prudent to use a pre-determined stop loss level. The bulk of the net dollar 

receivables over the next 6 – 12 months should be hedged.  
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