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INTEREST RATES (%)

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

USD
1.34000
1.34000
2.27
3.04

GBP
2.68344
3.59797
3.69
4.04

JPY  
0.05938
0.07250
0.16
0.29

EUR
2.53038
2.45381
2.69
3.20

U.S. SWAP RATES
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NEWS and VIEWS

The Bush-Blair tag team seems to be running out of steam a little bit. With Iraq destroying the offending missiles, and Russia and Canada joining France in opposing an attack on Iraq at this time, Tony Blair will have to be a really brave politician to side with an unilateral declaration of war from the U.S. He could clearly lose his support within the Labour Party, and hence his Premiership. Such uncertainty regarding the Iraq situation has kept the Treasuries strong and rates pressured despite some good data from the U.S. Q4 GDP was revised upwards (0.7% ( 1.4% qoq annualised) and there was a bounce in durable goods orders (+3.3% mom in January) . 

The swaps are at historical lows. War concerns and a weak economic outlook notwithstanding, we do not see rates continuing to drop at this rate for very long. For clients with received positions that are in-the-money at this time, we would advise some profit taking. For clients looking to hedge floating rate debt and trying to bottom-pick, we believe current rates present a golden opportunity to enter low-carry paid trades. 

IDEA FOR THE WEEK –5 Year USD Discount Swap



Notional Amount


USD 25 million

Client Receives
6 month USD Libor, Semi-Annual, A/360
Client Pays
2.65% 

for all fixings when Libor is less than 6.50%


Libor – 25 bps
for all fixings when Libor is above 6.50%

Opportunity for the Client
Current vanilla swap rate is at 3.07%. This swap fixes your liability at more than 40 bps below the swap rate as long as Libor remains below 6.50%. Current Libor is at 1.34%. The forward curve shows that the market does not expect Libor at any time in the next 5 years to go beyond 4.67%. Thus, the barrier of 6.50% is almost 2% above the maximum expected Libor. In any event, even if Libor goes above 6.50%, you will always pay Libor – 25 bps to CL, i.e. you will always enjoy a 25 bps carry on the original cost of your debt by entering into this structure. 
CURRENCY AND INTEREST RATE FORECASTS

CCY
Mar 31,03
Jun 30,03
Mar 31,03
Jun 30,03

USD


1.25%
1.25%

GBP
1.6000
1.5000
3.50%
3.50%

JPY
125.00
130.00
0.10%
0.10%

EUR
1.1000
1.1200
2.25%
2.00%
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INDIAN MARKET REVIEW

INR INTEREST RATES (%) 

(Due to the huge discontinuity between Fri and today’s mkt, we have shown today’s approx. fixings instead of Fri’s fixings)

3M MIFOR
6M MIFOR
12M MIFOR
3Y IRS
5Y IRS

4.74
4.62
4.65
5.25
5.50

INR SWAP RATES

[image: image5.wmf]1

1.5

2

2.5

3

3.5

4

4.5

5

1Y

2Y

3Y

5Y

7Y

10Y

13 Jan 03

03 Mar 03


NEWS and VIEWS

On February 28, the Indian Budget gave a 50 bp to 100 bp reduction in various categories of small savings rates to signal partial realignment of certain administered interest rates closer to the prevailing market interest rates. The markets rallied by about 10 bp lower on average before stabilising. At the end of the day, the RBI announced a 50 bp cut in its repo-rate which moved all the curves lower by a similar parallel shift as an initial reaction. The monetary policy has been as accommodative as it can to enable the fiscal policy stimulate the economy and encourage aggregate demand.

We anticipate that the INR MIFOR/OIS curve will go lower this week: 

a. if the market participants who had paid MIFOR/OIS fixed swap rates (as hedge against their long positions in corporate bonds / Government of India fixed income securities), come to unwind their positions by receiving as stop-loss or

b. if the market participants who are following the USD IRS, view further weakness of the US economy and see the US swap rates still going lower. 

There could be some profit taking by the select few market players who have received before the budget and hence, a mild upward movement of both the curves after the move down.

Longer Term View

We believe that with significantly lower interest rates prevailing, it may be time that foreign currency debt holders start converting foreign currency liability to INR through the USD/INR cross currency interest rate swap. If this demand takes off, then the market will remain well bid and no market maker would like to stay received on the CIRS. The MIFOR curve would then move above the OIS curve and the OIS curve would move above the Government of India Fixed Income Securities curve. 

Currently, with no more rate cut expectations priced in, the OIS curve may steepen. Steepening of the MIFOR curve may or may not happen depending on the US-Iraq war front and on the inflationary pressure created through higher gasoline and diesel prices. 
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