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  Currency Risk Management Report 
 

for the week ended November 30, 2012 

 

 NEWS 

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

trading partners. It strengthened by 0.3% against the Australian $, and by 

0.2% against the Canadian $. It also rose by 0.1% each against the British 

Pound and the Japanese Yen. However, it weakened by 0.2% against the 

Singapore $ and by 0.1% against the Euro, before ending the week stable 

against the Swiss Franc and the Danish kroner. 

2. U.S. consumer spending (accounting for two-thirds of demand) decreased 

0.2% in October, partly reflecting superstorm Sandy's impact. The price 

index for personal-consumption expenditures, the Fed's preferred gauge 

for inflation, increased 1.7% year-over-year in October, compared to the 

Fed’s targeted level of about 2%. Meanwhile, the U.S. economy expanded 

at an annual pace of 2.7% in the July-September period, up from an initial 

estimate of 2%. 

3. A rise in joblessness in the countries at the heart of the euro zone's fiscal 

crisis pushed unemployment to record levels in the region, while the 

annual inflation rate in November fell to the area's lowest rate in almost 

two years. Unemployment rose to 11.7% of the work-eligible population 

in October -- the highest rate since records began in 1995 -- from 11.6% in 

September. In Spain, the jobless rate rose again to 26.2% in October from 

25.8%, while Italy's unemployment rate climbed to 11.1% from 10.8%. 

Greece's data are less timely but showed 25.4% of the workforce was out 

of work in August, up from 24.8% in July. Eurostat's official gauge of 

economic growth shows the region is in recession, after output fell slightly 

in the second and third quarters of the year. It also reported the annual rate 

of consumer-price growth in the 17 nations that use the euro fell to 2.2% in 

November from 2.5% in October. The decline brings inflation close to the 

ECB's target rate of just below 2%. 
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4. A key gauge of manufacturing activity in China rose in November. China's 

official manufacturing Purchasing Managers Index increased to 50.6 in 

November, a seven-month high, from 50.2 in October. The new orders 

sub-index rose to 51.2 from 50.4, suggesting output will rise further in the 

coming months. Export orders also rose to 50.2 from 49.3, indicating that 

external demand for Chinese-made goods is improving. 

5. Japan’s factory output unexpectedly rose the most since December. 

Industrial production in October increased 1.8% from September, when it 

dropped 4.1%. Japanese consumer prices excluding food were unchanged 

from a year earlier, and the jobless rate stayed at 4.2% for a third month. 

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

a wide range of ₹ 54.25 – ₹ 55.87 per $, ending the week with a gain of 

126 paise for the rupee at ₹ 54.26 per $. The forward premium levels are at 

7.5%, 6.6%, 6.3% and 5.8% from the preceding week-end levels of 7.2%, 

6.4%, 5.9% and 5.4% for 1, 3, 6 and 12 month maturities respectively.   

VIEWS 

1. The rupee had a sharp bout of appreciation vis-à-vis the US$ on the 

domestic interbank market towards the end of the month. The rupee was 

buoyed by the improving stock market sentiment on the back of the 

government’s decision to take parliamentary approval for FDI (foreign 

direct investment) in retail and a stable rating outlook given by the credit 

rating agency, Moody’s. We had seen a sharp rupee jump at the end of 

September also. One wonders what happens to the so-called phenomenon 

of “month-end demand” for dollars at such times!  

2. Indeed, are we moving towards a possible new phenomenon of “month-

end supply” of dollars? It may be recalled that the Reserve Bank of India’s 

exchange control regulations require exporters to liquidate the proceeds 

lying in their EEFC accounts by the end of the subsequent calendar month. 
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Several of our exporter clients, attracted by the steady decline of the rupee 

in the preceding few weeks, had been keeping their dollar balances in the 

EEFC accounts unsold in the hope (greed?) of benefitting from the rupee’s 

fall – as usual, once the exchange rate crossed Rs 55 per $, expectations of 

a further fall by at least one rupee, perhaps even two, were fuelled. 

However, by the end of the month the balances (in excess of the amounts 

credited during the month) had to be liquidated. While we remain as 

skeptical of any such “month-end supply” as we have been about “month-

end demand”, we would not be surprised if this explanation becomes 

popular amongst “forex experts” struggling to make sense of the gyrations 

in the rupee-dollar exchange rate.  

3. We continue to expect that the rupee-dollar exchange rate will stabilize in 

a band of Rs 53 – 54 per $. We therefore suggest that exporters with dollar 

receivables should hedge the bulk of their exposures in the forward 

market, taking advantage of the relatively high forward premium levels. 

Whenever the RBI decides to loosen monetary policy, the cuts in interest 

rates could trigger a lowering of the forward premium levels. As regards 

dollar payables, it would be better to use out-of-the-money option 

contracts to hedge the exposures rather than locking into a forward 

contract. Alternatively, a stop loss level at a spot rate of say Rs 56.25 per $ 

should be kept – when the stop loss level is crossed, a cover must be taken 

immediately. 

4. On the international foreign exchange markets, the euro has been hovering 

around $ 1.30 per EUR for a few weeks, aided by a respite on the Greek 

front. However, we are doubtful that a lasting solution has been made, and 

are convinced that euro weakness rather than strength is to be expected in 

the months to come. We are retaining our ranges for the US dollar against 

its major trading partners, as follows: 

JPY 77 – 85 per $,  

$ 1.22 – 1.34 per EUR, and  

$ 1.54 – 1.66 per GBP. 
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