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INTEREST RATES (%)

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

	USD
	1.13000
	1.22000
	2.64
	3.46

	GBP
	4.15953
	4.31156
	4.85
	4.96

	JPY  
	0.05150
	0.06538
	0.25
	0.57

	EUR
	2.08000
	2.11094
	2.91
	3.46


U.S. SWAP RATES
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NEWS and VIEWS

We have been off the the optical fibre network for 3 weeks, but are happy to see that the world has not changed much in the interim!

The G-7 meeting this weekend was a damp squib, as expected. The warning against “excess volatility” can be construed as a face saving statement from a group that can be held directly responsible for this very volatility, stemming from the pronouncements of their last meeting! Our concern remains that the Fed will resort to monetarist hara-kiri, (aka raising interest rates), to prop up the Dollar. What gives us hope that this will not happen, is John Snow’s assertion that “nobody can devalue their way to prosperity”.  Consequently, the Greenspan Testimony this week, while very important, is unlikely to signal any change in the “patience” quotient of the Fed. For sure, it will be peppered with optimistic statements that deflect the falling popularity of the incumbent to the Presidency than signal any real change in the economic scenario.

We remain convinced about the ability of Greenspan’s Boys to remain patient until after the elections. So any optimism that stems from the Testimony this week will be another opportunity to receive for those of you who have profited from our advice in the past. We look forward to a long working day on Friday to accommodate your pricing requests! The structure given below does not work at the prices shown, but if you have your approvals ready, Friday should see the swap rates high enough for this structure to become tradeable.

IDEA FOR THE WEEK – 
5 Year Callable Range Accrual on Fixed Rate Debt

Notional Amount

USD 25 million

Client Pays
6 month USD Libor 

Client Receives
5.75% fixed 

for every day in which 6ML fixes below the Barrier 


Zero


on all other days
Barrier
3.00%

Year 1

4.00%

Year 2

5.00%

Year 3


6.00%

Year 4

7.00%

Year 5

Cancellation Clause
CL has the sole right to cancel this swap at the end of 6 months and semi-annually thereafter. Once cancelled, there will be no residual flows beyond the accrual due.
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Opportunity for the Client
The current 5-year swap rate is 3.46%, and the 6ML is 1.21%. This swap gives you a carry of  455 bps at current levels and 230 bps above a vanilla swap. The barriers are significantly above the forward Libors for the respective fixing dates. With the Fed expected to remain on hold for the next year or so, it is very unlikely that Libor will move up so rapidly as to breach the barriers. If rates remain low for the rest of the year as we expect, and swap rates remain low, there is a chance that the swap will be cancelled in six months. In that event, you will have enjoyed this great carry for six months and walk away with no residual risk. In case we choose not to cancel, the barriers seem high enough to allow this carry trade to remain a good one for a long time to come. 

CURRENCY AND INTEREST RATE FORECASTS

	CCY
	Mar 31, 04
	Jun 30, 04
	Mar 31, 04
	Jun 30, 04

	USD
	
	
	
	1.00%

	GBP
	1.7500
	1.7500
	1.00%
	4.00%

	JPY
	110.00
	110.00
	0.00%
	0.00%

	EUR
	1.2500
	1.3000
	2.00%
	2.00%
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India This Week
The USD 5Y IRS, INR 5Y MIFOR and INR 5Y OIS closed for the week ended 6Feb2004 at 3.4825% p.a., 3.875% s.a. and 5.00% s.a. respectively.

The US data still not coming as strong as expected and hence, the yields remain soft despite constant attempts to move higher. This week is Greenspan's semi-annual testimony before Congress. His talk may just move the yields higher. The USD IRS market is sitting quite light with bias towards going short should Greenspan hint at a gradual shift of monetary policy away from lower rates for some time. We expect the USD 5Y IRS to be ranged within 3.30% and 3.80%; although 3.62% p.a. has become a good resistance level.

The INR 5Y Mifor is expected to be in the range of 3.70% to 4.00% s.a. with bias towards softer rates. Although the cash shortage is supposed to have disappeared, it keeps appearing. Although the logic of paying lower effective yield for spot over 1 year forward and fund it by receiving 0.45paise per day seems lucrative, it does not seem to hold. Fundamentals at times do not work, in the short-term. Election fever is rising and the fiscal balance will keep on deteriorating. The INR 5Y OIS is expected to be in the range of 4.85%to 4.15% s.a. as the bond market sentiment is biased for some more sell-off.

The closing levels for USD/INR CIRS, POS and COS and the USD IRS, for the week ended 6Feb2004 are shown below : 
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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

				1.41		2.06		2.67		3.47		3.98		4.48		Feb-04
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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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