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b. Generate a graph or table showing how the bond's present value changes for semiannu ally
compounded interest rates between 1% and 15%

17. A six-year government bond makes annual coupon payments of 5% and offers a yield of
3% annually compounded. Suppose that one year later the bond still yields 1% What
return has the bondholder earned over the 12 month pcnmi‘ Now suppose that the bond
yields 29% at the end of the year. What return would the bondholder eamn in this case’

18. A 6% six-year bond yields 12% and a 10% six-year bond vields 8%. Calculate the six-year
spot rate. Assume annual coupon payments. (Himt: What would be your cash flows if you

bought 1.2 10% bonds?)

19, Is the yield on high-coupon bonds more likely to be higher than that on low-coupon bonds
when the term structure is upward-sloping or when it is downward-sloping’ Explan

20. You have estimated spot rates as follows:
/T p = 5.000, ry = 5.40%, ry = 5.70%, r, = 5.90%, ry = 6.00%

a. What are the discount factors for each date (that is, the present v alue of $1 pns! i year ! )

b. Calculate the PV of the following bonds assuming annual coupons: () 5%, two-year
bond; (i) 5%, five-year bond; and (iti) 10%, five-year bond

c. Explain intuitively why the yield to matunty on the 10% bond is less than that on the
5% bond.
d. What should be the yield to matutity on a five-year rero-coupon bond’

e. Show that the correct yield to maturity on a five-year annuity i $.7%%

f Explain intuitively why the yield on the five-year bonds described in part () must lie
between the yield on a five-year zero-coupan bond and a five-year annuity
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11. True o false? Explain.
 a. Longermaturity bonds necessarily have longer durations.

b. The longer a bond's duration, the lower its volatility.

¢. Other things equal, the lower the bond coupon, the higher its volasiliy.
~d. Ifinterest rates rise, bond durations rise also.
12, Calculate the durations and volatilities of securities A, B, and C. Their cash flows 20
£ shown below. The interest rate is 8%.

13. mone'yedrspolhlm&nte'srx=S%andd)ctwo-ywraztis&:é%.lfe_h::n_xc':::s
theory i correct, what is the expected one-year interest rate in one year’s time?

14, The two-year interest rate is 10% and the expected annual inflation rate is 3%.

2. What is the expected real interest rate?

- b. If the expected rate of inflation suddenly rises to 7%, what does Fisher's theory sz7
about how the real interest rate will change? What zbout the nominal rate?

INTERMEDIATE

15. Aw’ywcﬂmﬁngmmtbond(bmd)hasaﬁcevﬂueofﬂMmdzcou;xm rate of
5% paid annually. Assume that the interest rate (in euros) is equal to 6% per year. What s

~ the bond’s PV?

16. A 10-year U.S. Treasury bond with a face value of $10,000 pays 2 coupon of 5.5% (2.75%
of face value every six months). The semiannually compounded interest rate is 3.2% (2 six-
month discount rate of 5.2/2 = 2.6%).

a. What is the present value of the bond?
b. M‘muhﬂtﬁwh;b'&ew:mtnlmw for semiannually

s ti . compounded interest rates between 1% and 15%.

- 17. A six-year govenment bond makes annual coupon payments of 3% and offers 3 yield o

ﬁwiwwwmmhmmwmn yiclds 3% What
return has the bondholder eamed over the 12-month period? Now suppose that the bond

A2, muﬁ&‘ﬂﬂﬁmmnmmmﬂthcwddammdmm’

“year bond yields 12% and 2 10% six-year bond yields 8%. Calculate the six-yea
annual coupon payments. (Hint: What would be your cash flows if you

bonds assuming annual coupons: (i) 3%, rwoTeH
d (i) 10%, five-year bond.
' Mudnxmwkksmwond*
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