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INTEREST RATES (%)

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

USD
1.42000
1.45000
2.77
3.53

GBP
4.01570
4.04461
4.59
4.76

JPY  
0.06563
0.07813
0.21
0.36

EUR
2.91063
2.90813
3.49
3.95

U.S. SWAP RATES
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NEWS and VIEWS

While me hate to repeat our “I told you so!” dialogue time and again, it is a fact that the bear market rally hasn’t lasted too long.  Swaps are down 30-bps from the levels reached a couple of weeks ago, former Treasury Secretary O’Neill is enjoying a well deserved retirement, and the US Dollar is being sold off like there is no tomorrow! Do we believe that this is a sustainable trend – i.e. are U.S. rates going to go down and stay low. Yes, yes, and yes! But we also believe that there are going to be rallies like we saw 2 weeks ago, and those rallies should be used to put back received positions.

The ECB lowered its repo rate by 50bps, from 3.25% to 2.75%. Economic growth is deteriorating, whereas the inflation rate is gradually declining and should drop below 2% in 2003, so it was expected, and clearly the correct move. We might see further cuts in the next few months. The Euro has strengthened significantly against the USD and JPY, and both moves should continue.

IDEA FOR THE WEEK –5 Year USD Daily Range Accrual Swap



Notional Amount


USD 10 million

Client Receives
6.25%, Semi-Annual, A/360
Client Pays
6 month USD Libor, Semi-Annual, A/360
Upper Barrier
Y1:3.00%, Y2:4.00%, Y3:5.00%, Y4:6.00%, Y5:7.00%
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 risk is that on days on which Libor fixes above the relevant Upper Barrier, the client will not receive the fixed rate but still pay Libor. If rates don’t go up, then the Upper Barriers will not be breached, and the client will receive the high fixed rate. Since this is a cancellable swap, once its cancelled, client will have no residual risk, having received the higher carry until such time.

CURRENCY AND INTEREST RATE FORECASTS

CCY
Dec 31,02
Mar 31,03
Dec 31,02
Mar 31,03

USD


1.25%
1.25%

GBP
1.6000
1.5000
3.50%
3.50%

JPY
125.00
130.00
0.10%
0.10%

EUR
1.0300
1.0500
2.75%
2.25%
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