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  Currency Risk Management Report 
 

for the week ended August 31, 2012 

 

 NEWS 

1. The US$ again weakened against most of its major trading partners. The 

highest decline was against the Canadian $ by 0.6%, followed by a drop of 

almost 0.5% each against the Euro, the Swiss Franc and the Danish 

Kroner. It further weakened by 0.3% each against the British Pound and 

the Japanese Yen and by 0.2% against the Singapore $. However, it ended 

the week with a 0.8% gain against the Australian $. 

2. The euro-zone economy shrank 0.2% in the second quarter from the first. 

The Eurocoin indicator -- intended to estimate quarter-to-quarter changes 

in gross domestic product and published well in advance of official data --

fell to negative 0.33% in August from negative 0.24% in July. That is the 

lowest level since July 2009, just after the euro zone pulled out of its last 

recession. The number of unemployed in the euro zone rose to 18 million 

people in July, an increase of 88,000 from June. It was the highest total 

since records for the 17 countries using the euro were first compiled in 

January 1995. July's unemployment rate was 11.3%, unchanged from June 

but up from 10.1% in July 2011. The jobless figures illustrate the gulf 

between stronger and weaker euro-zone nations; with jobless rate in 

Austria at 4.5%, while in Spain at 25.1%. Separately, in August, the 

annual rate of inflation rose further above the ECB's target rate—to 2.6%, 

from 2.4% in July. Retail sales in Germany, Spain and Greece fell by 

0.9%, 7.3% and 10.7% respectively. 

3. China's official manufacturing Purchasing Managers Index (PMI) declined 

to a nine-month low of 49.2 in August. This is the first time since 

November 2011 that the gauge has dropped below 50, indicating a 

contraction in nationwide manufacturing activity in the months to come. 

China's July manufacturing PMI was at 50.1. This is the fourth successive 

month of decline indicating that the world's second-largest economy hasn't 
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bottomed out, and adding to worries about a sharp and continuous 

slowdown of the Chinese economy.  

4. Japanese industrial output unexpectedly fell 1.2% in July from a month 

earlier. Meanwhile, the nation-wide consumer price index fell 0.3% in July 

from a year earlier, likely stoking expectations for additional easing by the 

Bank of Japan. Core CPI for the Tokyo metropolitan area, an early 

indicator of national price trends, fell 0.5% in August, compared with a 

0.6% fall in the previous month. 

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

a narrow range of Rs. 55.47– 55.88 per $, ending the week with a loss of 3 

paise for the rupee at Rs 55.53 per $. The forward premium level for the 

1st month has decreased to 7.9% from previous week of 8.2% and is stable 

at 7.4%, 6.9% and 6.2% from previous week levels of 7.4%, 6.8% and 

6.0% for 3, 6 and 12 month maturities respectively.   

VIEWS 

1. The domestic interbank market witnessed the 9
th

 successive week of 

stability for the rupee-dollar exchange rate around Rs 55.50 per $. No 

doubt, such stability is a necessary (though not sufficient) pre-condition 

for equity flows to resume. A foreign institutional investor (FII) would not 

like to invest in the Indian stock markets as long as there is a fear that the 

dollar value of any such investment could get eroded through the rupee’s 

depreciation. However, for exchange rate stability to result in more 

consistent capital flows we also need the government to move on the 

economic policy front. A credible plan to tackle the mounting fiscal deficit 

is one of the most important areas of concern for the FIIs – unless strong 

action is taken soon, the budgetary target of the fiscal deficit coming down 

from 5.8% of India’s GDP (gross domestic product) to 5.4% is unlikely to 

be achieved. In turn, this will mean that the hope of a sharp correction on 

the current account deficit would be belied. The current account deficit is 
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equal to domestic savings minus domestic investments, and an important 

part of domestic savings is the dissavings by the central and state 

governments represented by the fiscal deficits. 

2. As mentioned earlier, a continuation of the inaction on the economic 

policy front will result in a credit rating downgrade by the international 

rating agencies. Already we are on negative watch, possibly on the 

expectation that the necessary measures will be announced once the 

monsoon session of Parliament ends. If this does not happen, the 

downgrade would become inevitable. This would be bad news on the 

capital account as both debt and equity flows will be adversely affected. 

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

within the range of Rs 55 – 56 per $ for the next couple of weeks. We 

advise treasury managers to sell the bulk of the near-term net receivables. 

Importers with dollar payables should take forward contracts for a small 

part of the exposure. They should also buy an out-of-the-money call option 

(with a strike rate of say Rs 56.50 per $) for the bulk of the exposure due 

over the next couple of months.  

4. On the international front, the US$  dropped across the board for the 

second successive week after the Federal Reserve Board Chairman Ben 

Bernanke defended his past actions and also stated that  “nontraditional 

policies” should not be ruled out if they are necessitated by economic 

conditions. Clearly, further monetary stimulus is being considered in order 

to lower the unemployment rate of more than 8%. If the impression 

gathers ground that a QE3 (the third quantitative easing program through 

purchase of assets by the central bank) is imminent, one could see further 

dollar weakness as also a jump in commodity prices. We are not yet 

changing our ranges for any of the non-dollar currencies, as follows:  

$ 1.18 – 1.30 per EUR,  

JPY 77 – 85 per $, and  

$ 1.50 – 1.62 per GBP. 

http://topics.bloomberg.com/ben-s.-bernanke/
http://topics.bloomberg.com/ben-s.-bernanke/
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