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INTEREST RATES (%)

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

USD
1.39000
1.40375
2.65
3.46

GBP
4.00750
4.00000
4.37
4.61

JPY  
0.06375
0.07250
0.20
0.34

EUR
2.86163
2.80675
3.28
3.79

U.S. SWAP RATES
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NEWS and VIEWS

2003 - well, it’s here. For most of us reading this at our offices, it is probably a big relief that 2002 with its extreme volatility and uncertainty is behind us. Maybe 2003 will be a less challenging year, and maybe it won’t. But what is for sure, is that the lessons that the financial world learnt in 2002 will not be easily forgotten. Analysts will be loath to repeat the errors of Jack Grubman & Henry Blodget; CEO’s will think a hundred times before signing off on statements they haven’t read; and, Accountants will actually questions CFO’s about revenue expenses being passed off as capital expenditure.

So what do we foresee for rates this year? For a start, we believe U.S. rates will remain low. The 10-year Treasury may move up another 30-40 bp on a corrective mode (currently around 3.80%), but we should see rates dropping from such levels again. We don’t expect any rate hikes until at least the last part of the year. Interestingly, the G-7 will for the first time discuss deflation at the next meeting. That is a clear signal that a rate hike is the farthest thing from the minds of Central Bankers today.  So we would continue to recommend received trades on spikes, while keeping a reasonable percentage of floating rate debt hedged at these historically low rates. 

IDEA FOR THE WEEK –5 Year USD Callable Power Reverse Floater Swap



Notional Amount


USD 25 million

Client Receives
Y1: 5.25%


Y2: Max { 5 * (4% -6ML), 0}


Y3: Max { 5 * (5% -6ML), 0}


Y4: Max { 5 * (6% -6ML), 0}


Y5: Max { 5 * (7% -6ML), 0}

Client Pays
6 month USD Libor, Quarterly, A/360
Cancellation Clause
CL has the sole right to cancel this swap after 6 months and at every fixing thereafter. Once cancelled this swap will cease to exist.

Opportunity for the Client
With U.S. interest rates expected to remain low for the foreseeable future, this structure provides a much higher carry than a vanilla swap with limited residual risk. The first year pays 5.25% (a carry of around 2.50% at current levels), and then the carry depends on the semi-annual setting of Libor. If rates stay low, or indeed move up gradually, this structure has the potential to generate very high returns.

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
1.0500
1.0500
2.25%
2.25%
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