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INTEREST RATES (%)

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

USD
1.29000
1.25000
2.35
3.22

GBP
3.59375
3.53266
3.95
4.26

JPY  
0.06125
0.07375
0.15
0.24

EUR
2.50425
2.40375
2.91
3.47
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NEWS and VIEWS

If ever there was a see-saw week for yields, this was it. There was a sharp rally in the Treasuries on data that was less than inspiring – falling business confidence (reflected in ISM) and a rise in unemployment to the 6% level. Alan Greenspan was not very upbeat in his recovery assessment either. The Euro is trading at 4-year highs against the dollar, primarily on the back of this data. On Friday, there was a big sell-off in Treasuries as the economy lost less jobs in April than forecast, factory orders spurted and energy shares surged on higher oil & gas prices. The market is convinced that we shall not see a cut at the Fed tomorrow. ECB on Thursday should also stay put.

Meanwhile, the impact of the Iraq situation continues to be unclear in terms of how fast it will aid recovery. To paraphrase Descartes’ “Cogito Ergo Sum”, George Bush clearly believes “I think (I am God), therefore I am”. Anyone who says Saddam is alive or Iraq has no WMD is labelled a liar; Reconstruction contracts have gone to companies run by his cronies; American troops fire into Iraqi crowds with Israel like impunity (at least Israel is retaliating for attacks on their citizens). It is thus by no means certain as to when the reconstruction in Iraq (and actual pickup in economic activity in the U.S. as a result of such reconstruction) will begin. 6 to 7 months seems a reasonable guess at this point.

IDEA FOR THE WEEK –5 Year INR/USD Structured Coupon Swap In Arrears



Notional Amount


INR 1 billion

Client Receives
8.25, Annual, A/365
Client Pays
6.80% 



for all fixings when LIA is less than 6.00%


12 month LIA + 4.80%

for all fixings when LIA is above 6.00% 

Opportunity for the Client
With INR rates having come down substantially in the recent past, this swap provides an opportunity to reduce cost of existing debt by taking a view on Libor. With current 12 month Libor at 1.28%, this swap gives a nearly 1.50% saving to the client. The forward Libors for up to 5 years are currently well below the 6% mark. Thus, it looks like the carry earned on this trade will continue for some years without the 6% knock-out rate kicking in. The currency risk is only on the coupon and not on the principal, and the impact of such depreciation of the INR on the coupon is marginal at best. 


We welcome your queries on structured coupon swaps – as usual we are never short on ideas!
CURRENCY AND INTEREST RATE FORECASTS

CCY
Jun 30,03
Sep 30,03
Jun 30,03
Sep 30,03

USD


1.25%
1.25%

GBP
1.6000
1.6000
3.50%
3.50%

JPY
125.00
130.00
0.10%
0.10%

EUR
1.1000
1.1200
2.00%
2.00%
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INDIAN MARKET REVIEW
INR INTEREST RATES (%) 

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

2.93
3.14
3.51
4.17
4.60

INR SWAP RATES
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NEWS and VIEWS

The credit policy by RBI reduced the bank rate from 6.25% to 6.00% and the CRR from 4.75% to 4.5% as expected. However, our expectations of 25 bp cut in the repo rate were wrong. The market has started anticipating it in another month or two as soon as the average inflation number reduces below 5%. This has led to the flattening of the OIS curve. Also, with no solution to the nostro shortage of USD, (RBI mentioning that there is no shortage of USD in its credit policy document), the USD/INR premiums continue to decrease and in sympathy, the MIFOR curve too has moved lower by about 20 bp (see above).

This week with some auctions and state loans, there may be mild temporarily tightness in the liquidity. This may prevent the OIS yields from moving lower. Further, the OIS curve may flatten further (near term yields increasing a wee bit and far term yields maintaining status quo) with imminent repo rate cut expectations waning. MIFOR has become a spot view curve and no more a yield curve per se. Hence, as long as the importers don't see the necessity to cover their foreign currency liabilities, the forward premia and the MFOR will go lower, if not maintain status quo. We see no reason for either of the curves moving up substantially.

The mid market graph across various time-to-maturity, for the last week's closing, for USD/INR currency swap, USD/INR Principal only swap and  USD/INR Coupon only swap is  given below:
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