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INTEREST RATES (%)

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

	USD
	1.18000
	1.38000
	3.28
	4.08

	GBP
	4.33750
	4.60500
	5.12
	5.22

	JPY  
	0.04588
	0.05725
	0.38
	0.77

	EUR
	2.07163
	2.10200
	2.99
	3.52


U.S. SWAP RATES
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NEWS and VIEWS

The U.S. economy is moving ahead on the back of tax breaks and mortgage refinancing. Certainly, there’s nothing wrong with that – indeed, that was the reason for the large tax cuts and rate cuts to begin with. What is relevant however, is whether the double whammy of no further tax cuts and perhaps a rate hike or two, will nip this nascent recovery in the bud. We agree with the fact that the signs of recovery are apparent. What we have a problem with is the need for a rate hike anytime soon. There is NO sign of inflation, or overheating in any form. If the Fed hikes in August (as the market seems to believe), it will be a purely cosmetic move to keep the market happy. And the Fed is not known for “crowd pleasing” tactics!
We continue to maintain that the 5-year swap is in the upper end of a 3.60% - 4.10% range right now. We still have no hesitation is recommending receiving trades to clients. The Fed, we firmly believe will not hike rates anytime soon. The market is impatient to see the word “patience” removed from the Fed speeches. We believe the Fed will indulge the market in this respect. Of course, given the move up in long term yields, this is the bare minimum the hawks expect. Other than that, status quo will prevail. With expectations of a rate cut by the ECB likely to be belied, we expect a Euro rally. 
IDEA FOR THE WEEK – 
5 Year Cancellable Corridor Swap

Notional Amount

USD 25 million

Client Pays
6 month USD Libor 

Client Receives
6 month $ Libor + 1.25%  for every day on which 6ML < Barrier, Zero otherwise
Barrier
7.50%

Cancellation Clause
Calyon has the sole right to cancel this swap after 1 Year and at every semi-annual fixing thereafter. 

Opportunity for the Client
This swap gives a carry of 125 bps for every day in which 6ML remains below 7.50% We do not expect 6ML to breach 7.50% in the next 5 years. Moreover, if rates go up, Calyon will not cancel the swap. This swap provides perhaps the most risk less opportunity to cut borrowing costs by 125 bps. Please call us for alternative quotes. 
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CURRENCY AND INTEREST RATE FORECASTS

	CCY
	Jun 30, 04
	Sep 30, 04
	Jun 30, 04
	Sep 30, 04

	USD
	
	
	1.00%
	1.00%

	GBP
	1.8500
	1.7500
	4.50%
	4.50%

	JPY
	110.00
	120.00
	0.00%
	0.00%

	EUR
	1.2500
	1.2000
	2.00%
	2.00%
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India This Week
The weekended 30April2004 saw the closings of USD 5Y IRS at 4.05%p.a., the INR 5Y MIFOR at 3.885% s.a. and the INR 5Y OIS at 5.03% s.a.

The forthcoming week is the FOMC, on 4May2004) and Greenspan would give solace to the market that the yields may not go higher since the stronger data has to viewed whether or not it is sustainable.

The 12X24 USD FRA looks toppish at 3.55% Does one expect about 2.70% on USD FED fund rate to prevail on 4May2005 (assuming USD 12mL remains at 75 bp over FED rate)? The USD 5Y IRS too looks at its highs.  Should a mild statement of continued patience and lower interest rates come from Greenspan, we see the USD 5Y IRS back at around 3.89%.

The INR 5Y MIFOR got paid a bit during the week but it was a long overdue correction. USD IRS has moved 110 bp and the heroic MIFOR does not move at all! Someone has to lose patience to move it up. However, the forward spiral of discounts remains strong and RBI cares to look the other way. Thus, with very low fixings, the longer tenure MIFORs cannot go much higher. The negative carry would hurt if paid positions are held for a long time. The inter-bank dream of hedgers coming into the market to hit the offer side is still a dream. However, to the contrary, if the US yields do remain high, then the funds flowing into India would slow down and maybe, some funds may exit India. (We did see that through FII buying USD and the INR equity market falling a bit). Thus, INR spot has weakened against the USD. If true, then MIFOR cannot trade lower as gradually the importers may realize that the days of INR strength are gradually reducing and they have to start hedging their forex exposures via the forwards and the currency swaps. 

We expect the INR bonds to remain stable; with the 10 Y bond remaining between 5.10% and 5.25%. We see the OIS curve remaining above the GoISec curve as rate cut expectations currently look bleak.

We expect the INR 5Y MIFOR to trade in the range of 3.60% to 4.10% depending on the FOMC move.

We expect the INR 5Y OIS to trade in the range of 4.85% to 5.10%

The weekly closings for USD/INR CIRS, POS, COS and the USD IRS are shown in the graph below please :
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Derivatives Desk: Anindya Dutta on (852) 2826 7850 or (000) 800 852 1109 (Toll Free from India) or 800 852 3319 (Toll Free from Singapore) Fax (852) 2530 3676 and Akash Sen, Pushkaraj Gumaste & Zarir Gandevia on (22) 5635 1808/9, Fax (22) 5635 1813.
While every effort has been made to ensure the reliability of the information provided above, Calyon does not accept any responsibility for the same.
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Chart3

		1Y		1.82		1.34

		2Y		2.65		1.95

		3Y		3.28		2.54

		5Y		4.09		3.36
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		10Y		5		4.36
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USD CURVE

		CCY		1Y		2Y		3Y		5Y		7Y		10Y

				2.73		3.79		4.43		5.08		5.49		5.83								PG19908

				2.57		3.57		4.11		4.8		5.22		5.6

				0.96		1.23		1.6		2.31		2.85		3.4		Jun-03

				1.82		2.65		3.28		4.09		4.56		5		May-04

				1.34		1.95		2.54		3.36		3.86		4.36		Mar-04





USD CURVE

		



&A

Page &P

Jun-03

May-04

Mar-04



INR CURVE

		CCY		1Y		2Y		3Y		5Y		7Y		10Y

				2.73		3.79		4.43		5.08		5.49		5.83								PG19908

				2.57		3.57		4.11		4.8		5.22		5.6

				2		2.9		3.5		4.05		4.4		4.75		24-Nov

				3.6		3.75		3.9		4.35		4.8		5.2		14-Jul

				1.73		2.43		2.87		3.53		4.02		4.46
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