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INTEREST RATES (%)

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

USD
2.00375
2.08625
4.38
5.19

GBP
4.03923
4.08625
5.31
5.49

JPY  
0.08000
0.10250
0.25
0.48

EUR
3.36500
3.29613
4.15
4.53

YIELD CURVE
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NEWS and VIEWS

The data this past week in the U.S. has put the economic situation clearly in perspective. The unemployment came in at 5.7%, a six-year high, as almost 800,000 workers lost their jobs in the two months following “911”. This clearly showed that the economy is in the throes of a recession, with this two-month decline being the largest since 1980. While this strengthened the belief that the Fed still has work to do (25 bp on Dec 11th now looks a sure bet), the Michigan consumer confidence index rose more than expected the next day, adding to evidence (such as growth in service companies’ business) that the economy may pick up mid-way through next year. This will possibly encourage the Fed to declare cease-fire on rate cutting after tomorrow.     

As is usual, recovery-touting analysts are coming out of their closets now, at the first signs of hope, predicting that the economy will be out of the woods by the end of Q1 2002. We remain more circumspect as explained in our conversations with many of you over the last few weeks. We maintain that we shall see a fall in swap rates from here, and possibly revisit the October lows next month. We agree that recovery will happen. We just don’t see it coming before Q3 2002. What we continue to advise however, is that clients with floating rate debt start targeting certain hedging levels, and when swap rates go down next, lock in at these rates with structured swaps that reduce the cost of carry. Watch for some ideas in the newsletter in the coming weeks. For this week, we advocate a cost reduction structure for clients still with high cost fixed debt and looking to lower their carrying cost. 

IDEA FOR THE WEEK – 5 Year USD Cancellable Reverse Floater Swap

Notional Amount


USD 25,000,000

Client Receives
7.00% , S.A., A/360

in Year 1

(9% - 6 month Libor)
in Year 2


(10% - 6 month Libor) 
in Year 3


(11% - 6 month Libor)
in Year 4


(12% - 6 month Libor)
in Year 5
Client Pays
6 month USD Libor.

Cancellation Provision
CL has the sole right to cancel this swap after one year and every six months thereafter.

Opportunity for the Client
For clients with fixed rate debt, this is a great structure. With interest rates not expected to move up substantially right now, this structure lets the client enjoy a high fixed rate in Year 1 and the additional possibility that CL will cancel the swap after that. If the swap is cancelled, then the client has no risk at all after that. In the event that CL chooses not to cancel the swap, the client has the risk that if rates move up sharply, then later in the swap, client may pay higher interest on the debt. But if rates remain reasonably low for the next year, then the client will enjoy tremendous carry, and as a bonus, CL may well cancel the swap. 

CURRENCY AND INTEREST RATE FORECASTS

CCY
Dec 31,01
Mar 31,02
Dec 31,01
Mar 31,02

USD


1.75%
1.50%

GBP
1.4800
1.4500
4.00%
3.50%

JPY
126.00
130.00
0.10%
0.10%

EUR
0.9300
1.0000
3.25%
2.75%

Derivatives Desk: Anindya Dutta on (000) 800 852 1109 (Toll Free Line from India) or (852)2826 7850 Fax:2530 3676 and Akash Sen on (22)235 1808/9, Fax: 2351813.

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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