

[image: image1.wmf]CL

                               [image: image3.wmf]
October 01- 05, 2001




INTEREST RATES (%)

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

USD
2.59250
2.53000
3.80
4.48

GBP
4.54000
4.50000
5.12
5.32

JPY  
0.08500
0.09188
0.23
0.49

EUR
3.64925
3.54000
3.92
4.36

YIELD CURVE
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NEWS and VIEWS

Yesterday was another big day – yes you guessed it – it was FOMC time again! Another 50 bp cut is what we got. There are those that thought 25 bp would be enough at this time, but our view is that Mr. Greenspan prefers to err on the side of excess liquidity rather than have O’Neill back up his moves with further fiscal stimulus at a later date.  The bias also continues to be towards further cuts. Oil prices continued to dip in the last two weeks. We don’t agree with a lot of the pundits who would have us believe that oil prices will continue to move down in the foreseeable future. We have no doubt that global political tensions will escalate in the next week or so and like in all crisis situations, oil will be an early victim of uncertainty.

All in all, is this the time to pay vanilla fixed rate on swaps? Much as we hate to advocate bottom picking – we have to say - probably not. This is equivalent to asking whether it’s the right time to bargain hunt on equity. Again, except for certain defensive (and thus by definition necessary) positions, probably not. In short, hedge some parts of your floating rate payables at this time (the levels are really good in an absolute sense – the 5 year Treasury is at a 38-year low, and swap rates up to 7 years at their historical lows!) but through structured products that give substantial sub-swap levels. Do call us for ideas and quotes. As always, we have some brilliant ideas up our sleeves!

IDEA FOR THE WEEK –5 Year USD Quanto Performance Swap



Notional Amount


USD 25,000,000

Client Receives                 
3 month USD Libor 
Client Pays
4.75% when 3 month Euribor is between 4.75% and 6.00%


3 month Euribor  when 3 month Euribor  is above 6.00% or between 3% and 4.75%


5.50% when 3 month Euribor is below 3.00%

Opportunity for the Client
This swap moves the index for the client’s liability from Libor to Euribor. The logic is simple – rates in Euro-zone are unlikely to move down as much as in the U.S. With current 3 month Euribor at 3.65%, the 3% floor trigger is unlikely to be breached. On the upside, the client has no negative carry at all, and has a cap at 4.75%. The upper barrier at 6% is very far off and should be tough to breach on emerging from these difficult times. A point to note is that although the payment for the client is indexed to Euribor, the actual payment by the client is in US Dollars. So for eg, if Euribor fixes at 5%, the client will pay 4.75% in US Dollars and receive the actual 3 month $ Libor fixing.

CURRENCY AND INTEREST RATE FORECASTS

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

USD


2.50%
2.50%

GBP
1.4800
1.4500
4.50%
4.50%

JPY
126.00
130.00
0.10%
0.10%

EUR
0.9600
1.0000
3.25%
3.25%

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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