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INTEREST RATES (%)

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

USD
1.77500
1.72000
2.95
3.68

GBP
3.98125
3.96359
4.53
4.72

JPY  
0.06500
0.07313
0.17
0.35

EUR
3.30575
3.24963
3.77
4.15
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NEWS and VIEWS

This week marks the first anniversary of the September 11th tragedy. No one who saw live pictures of the planes flying into the Twin Towers will ever forget the moment. And no one who works in a skyscraper (as I do) or flies all the time (as I do), will ever feel safe at work or in the air. The world changed that day. And the last year has seen the full ramification of that attack felt in every distant economy across the world. Every time the eternal optimists have sighted economic recovery on the horizon, a new spoke has been thrown into the wheel to drive the economic vehicle back into slippery mud. Sep 11th was followed by Enron and then by World Com. It would take a brave man to bet that there will be no more!

Data coming out of the U.S. continues to be mixed. The market mood determines which data it will react to! Last Friday, the market ignored a weak ISM and clutched on to better unemployment figures. Treasuries fell, the stock market rose. Another day, and the opposite might have happened. In short, don’t look to the market for clues about the future. Be realistic. And realism tells us that the U.S. economy will indeed recover, but that recovery is some way off. There will probably not be more rate cuts, but treasuries will stay bid, and swap rates will remain low for a few months more. On knee jerk Treasury sell-offs, we continue to recommend building received positions for trading gains in the 3.50 to 4.00 range for the 5-year swap.

IDEA FOR THE WEEK –2.5 Year Euro Quanto Corridor Swap



Notional Amount


EUR 25,000,000

Client Pays                 
3 month Euribor 
Client Receives
3.90% when 6  month $ Libor is below Upper Barrier


Zero  when 6  month $ Libor is above Upper Barrier

Upper Barrier
H1: 3.25%, H2: 3.75%, H3: 4.25%, H4: 4.75%, H5: 5%
Call Provision
CL has the right to cancel this transaction every six months at no cost to the client.

Opportunity for the Client
Since the US Dollar curve is much steeper than the USD curve, this swap uses the steepness to reduce the cost of Euro debt. The Upper Barriers are very far off and with rates expected to stay pressured for the immediate future, this swap provides very good return for the client. All payments on this swap are settled in Euro so that there is no mismatch in cash flows for the client.

CURRENCY AND INTEREST RATE FORECASTS

CCY
Sep 30,02
Dec 31,02
Sep 30,02
Dec 31,02

USD


1.75%
1.75%

GBP
1.5600
1.5000
3.50%
3.50%

JPY
120.00
130.00
0.10%
0.10%

EUR
0.9900
1.0500
2.75%
2.75%
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