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May 10, 2004




INTEREST RATES (%)

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

	USD
	1.19000
	1.42000
	3.64
	4.46

	GBP
	4.44875
	4.62500
	5.27
	5.35

	JPY  
	0.04750
	0.05850
	0.36
	0.75

	EUR
	2.08000
	2.10667
	2.92
	3.70


U.S. SWAP RATES
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NEWS and VIEWS

The Data

· U.S.  economy adds 288,000 jobs; Unemployment Rate declines to 5.6%

· Consumer borrowing rose $5.7 billion in March, 12th straight climb

· Wholesale inventories rose 0.6%; Sales increased 2.7%

The Reaction

· U.S. Treasury Notes yields rose to their highest since July 2002.

· The Dollar had the biggest single gain against the Yen in 5-years.

· 8 of 23 primary dealers that trade government securities with the Fed expect a June hike of 25-bps.
Our Take 

The U.S. economy is on a recovery path. I think we would be blind to deny that. However, does the data support the extreme reactions that market is exibiting? We think not. And apparently, some people in the know – John Snow and Alan Greenspan, to name two– seem to agree. John Snow made a statement on Friday – “This economy has plenty of room to run without creating inflation”, and Greenspan’s words in the FOMC statement were benign “At this juncture, with inflation low and resource use slack, the Committee believes that policy accommodation can be removed at a pace that is likely to be measured.” We do not read this to mean a 25-bp hike in June, and another in August, as the market is pricing in. We believe that the Fed will wait until it sees at least a semblance of overheating, before it moves. The market is forgetting that monetary policy is meant to moderate cyclical fluctuations, not stifle them. We would not be surprised if the Fed waits until the November meeting before firing the first bullet. So make use of the extra swing of the yield pendulum to put on some receiving trades that will make you money in the coming months. Given below is a suggestion that is not new, but worth trading anyway at this juncture.
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IDEA FOR THE WEEK – 
5 Year Cancellable Corridor Swap

Notional Amount

USD 25 million

Client Pays
6 month USD Libor 

Client Receives
6 month $ Libor + 1.55%  for every day on which 6ML < Barrier, Zero otherwise
Barrier
7.50%

Cancellation Clause
Calyon has the sole right to cancel this swap after 1 Year and at every semi-annual fixing thereafter. 

Opportunity for the Client
This swap gives a carry of 155 bps for every day in which 6ML remains below 7.50%. We do not expect 6ML to breach 7.50% in the next 5 years. Moreover, if rates go up, Calyon will not cancel the swap. This swap provides perhaps the most risk less opportunity to cut borrowing costs by 155 bps. Please call us for alternative quotes. 

CURRENCY AND INTEREST RATE FORECASTS

	CCY
	Jun 30, 04
	Sep 30, 04
	Jun 30, 04
	Sep 30, 04

	USD
	
	
	1.00%
	1.00%

	GBP
	1.8500
	1.7500
	4.50%
	4.75%

	JPY
	110.00
	120.00
	0.00%
	0.00%

	EUR
	1.2500
	1.2000
	2.00%
	2.00%
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India This Week
The week ended May 7, 2004 saw the USD 5Y IRS close (New York time) at 4.4325% p.a., the INR 5Y MIFOR close (India time) at 3.82% s.a. and the INR 5Y OIS close (India time) at 5.07% s.a.

With INR discounts for 1 year maturity vacillating between -36 paisa to -17 paisa, we don't see the MIFOR still reacting and going higher by one percent; unless the hedgers come in. Intra-week we saw the INR 5Y MIFOR touch 3.92%, but came off to 3.80% with the discounts increasing.

With elections undergoing the last phase in the coming week and the RBI's Monetary Policy coming up on May 18, 2004, the INR OIS curve has moved up, with widening positive OIS swap spread over the GoISecs. OIS looks a good receive over 5.10% levels as we don't expect the RBI to hike rates immediately.

Rising international oil prices are a concern and we may see a hike in domestic prices of petrol, diesel, et al. However, shrewd government moves may ensure that there would be no generic petrol/diesel price hikes to keep the inflation numbers benign under the guise of more growth. However, there may be a subsidy in some form or a fuel surcharge to be borne by the miniscule number of income tax payers. Truly speaking, which government really cares about the fiscal deficit or its democratic citizens? Thus, elections outcome may be a non-event. Only the momentum may change if there is a change in the government.

We expect for the forthcoming week, from May 10 to May 14, the INR 5Y MIFOR to trade in the range of 3.75% to 4.15% s.a. and the INR 5Y OIS to trade in the range of 4.95% to 5.20% s.a.

The past weeks levels of USD/INR CIRS, POS, COS and USD IRS are shown below. 
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P.S. The POS levels are incorrect to the extent that the CIRS levels are before the USD market closing hours and hence, may go up in response to increase in USD yields moving up. The USD yields rose by about 20 to 25 bps after their data, which is after India market closing hours. 
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Derivatives Desk: Anindya Dutta on (852) 2826 7850 or (000) 800 852 1109 (Toll Free from India) or 800 852 3319 (Toll Free from Singapore) Fax (852) 2530 3676 and Akash Sen, Pushkaraj Gumaste & Zarir Gandevia on (22) 5635 1808/9, Fax (22) 5635 1813.
While every effort has been made to ensure the reliability of the information provided above, Calyon does not accept any responsibility for the same.
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		1Y		1.82		1.34
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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

				1.82		2.65		3.28		4.09		4.56		5		May-04

				1.34		1.95		2.54		3.36		3.86		4.36		Mar-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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