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INTEREST RATES (%)

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

USD
4.27000
4.22000
5.08
5.49

GBP
5.31313
5.23875
5.42
5.56

JPY  
0.08000
0.09625
0.30
0.63

EUR
4.81375
4.74375
4.82
5.00
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NEWS and VIEWS

Friday unemployment figures for April surprised the markets: non farm payrolls plummeted by 223 K  (the biggest drop since February 1991) and unemployment jumped up by 4.5% as compared to 4.3% registered previously. Hours worked dropped by 0.3%. Although bad weather did affect some “outdoor” activities, these figures suggest that hopes for a rapid recovery can be tossed aside for the immediate future. Yields dropped at the announcement of these figures. Over the week US interest rates set back approximately 15 bps in 2 years and 25 bps in 10 years. So – the roller coaster ride for interest rates continues.  

Acceleration of M3 (+5.0% yoy in March, figure announced Monday) gives a further argument for the ECB to leave rates on hold. So we don’t expect any immediate moves in the Euro Zone. In this context, it’s worth looking at the Idea for the Week.  This idea essentially seeks to use the difference in the slopes of the U.S. and Euro interest rate curves to provide a positive carry to the client. 

IDEA FOR THE WEEK – 3 Year Transatlantic Swap



Notional Amount


EUR 25,000,000
Client Receives 
3 month Euribor 

Client Pays

 3 month $ Libor – 50 bps (paid in Euro)

Maturity


3 Years
Opportunity for the Client
Employment data out last Friday once again highlighted the woes of the American economy. Thus, more rate cuts are clearly on the way. At the same time, the ECB is not likely to be aggressive in cutting rates. Today, 3 month $ Libor is at 4.27% while 3 month Euribor is at 4.81%. Thus, if a client gets into this swap, the positive carry is 104 bp immediately. And if the current trend in the two rates continues, this swap should generate considerable saving. What is great about the structure is also that since all payments are denominated in Euro, the client has no FX risk despite being indexed to the USD Libor. The client only stands to lose if Euribor at some point is higher than 3 month $ Libor by 50bps.

CURRENCY AND INTEREST RATE FORECASTS

CCY
Jun 30,01
Sep 30,01
Jun 30,01
Sep 30,01

USD


4.00%
4.00%

GBP
1.4500
1.5000
5.50%
5.25%

JPY
125.00
130.00
0.30%
0.30%

EUR
0.9300
0.9800
3.25%
3.00%

Derivatives Desk: Anindya Dutta on (000)8008521109 or (852)28267850 Fax:2530 3676 and Akash Sen on (22)2351804/78/9. Fax: 2351805/13.

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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