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INTEREST RATES (%)

CCY
3M LIBOR
6M LIBOR
3Y IRS
5Y IRS

USD
6.80438
6.75000
6.72
6.78

GBP
6.17813
6.26875
6.35
6.34

JPY  
0.54000
0.52625
0.88
1.30

EUR
4.98875
5.04625
5.41
5.58
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NEWS and VIEWS

Its October – little more than a month left before the Gore-Bush showdown. Naturally, all thoughts of a rate change have to wiped out of our minds until the next calendar year. In fact, if we are to go by current expectations, the Fed will not move for the next six months or so! We continue to see upward pressure, but not until Q2 next year. While there are bulls out there who see interest rate cuts in the next quarter, we believe low unemployment and high oil prices will keep inflation pressures on; consumption and consumer confidence are both high and a rate cut will lead to stronger demand thus aggravating the imbalances in the economy; tax cuts being contemplated by both Presidential candidates rule out simultaneous rate cuts; and finally, a continuing strong dollar policy also indicates a status quo rather than a cut in rates.

We are more bearish on Euro rates with a 25 bp hike this quarter still very much a part of our preferred scenario. With the intervention 10 days ago pegging Euro downside at 0.8500, we are still comfortable with a swap out of Euro liabilities. Having said this, we don’t recommend a swap to USD (as a sustained Euro recovery against USD is still some way off in our opinion), but rather to CHF, against which we believe the Euro has no downside room and affords positive carry.

IDEA FOR THE WEEK – 5 Year EUR/CHF Basis Swap



Notional Amount


EUR 25,000,000

Spot Ref                 
1.5200

Client Receives
6 month Euribor (Currently 5.04%)
Client Pays
6 month CHF Libor + 13 bp (Currently 3.6133%) 

Opportunity for the Client
In addition to the fact that the Euro/CHF rates not expected to go down any more, this structure affords a positive carry of 1.30% on the interest. We believe that this moment in time affords an excellent opportunity to arbitrage on the liquidity in the two currencies by taking a view on the FX.

CURRENCY AND INTEREST RATE FORECASTS

CCY
Dec 30,00
Mar 31,01
Dec 30,00
Mar 31,01

USD


6.50%
6.50%

GBP
1.5500
1.5800
6.50%
6.50%

JPY
109.00
107.00
0.50%
0.50%

EUR
0.9200
0.9800
4.75%
4.75%

Derivatives Desk: Anindya Dutta/Akash Sen on (22) 262 2903/4, 261 2313. Fax: 2671830.

While every effort has been made to ensure the reliability of the information provided above, Crédit Lyonnais does not accept any responsibility for the same. 
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