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Quiz 3
1. Please define the meaning of duration, and explain its implication in bond

investment.

(1)  Duration: Average number of years the bond’s PV of cash flows remain
outstanding. It is also a measurement for bond, combined with maturity and
coupons.

(2) ¥ coupon rate & il 4

a. Zero coupon bond: Duration = Maturity (payments comes from maturity)
b. High coupon bond: Duration < Maturity (some payments comes from
coupons, higher coupon payment->shorter the duration)

3) #1 interest rate & i 14

a. % Bond &9 R M
b. Longer duration means to have more interest rate risk.

(4) 43P (duration) & A RATE M AR SR E I A SRR P ER > TR
FREBMMRAZBANEFNTE - TLAFNGFRMBEENMMA > A7 & RA5Y
FHEMEEREIMR  FaAEE5  AFGNMLE -  BRERFRMMAGEF LA
FERBRTBEKX -

2. Please deliberate “ the internal immunization of bond investment.”

() B#:2ReHF (BER) BERER (FF) 228K HRAFH
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(2) Bond & & #1774 (Dreinvestment risk and (2)interest risk % fs] L&
R A H R

a. Long-term bond—>interest risk
b. Short-term bond->reinvestment risk

3) #BEHF X :FEHEE n F4) internal immunization 45k & % —1E n
4 &4 pure discount bond, duration =n 5 o

4) HERRVERTEASCNNAAEE AR TERRAAVERTEGAEL
BIPTAT - m RIRAFTH AR RMRS - CR BB FRR LA EH R AR F
FEEETHE MEKRERBAROBREFA R BmAFEELH - A -7 @
WRBFAGRENRS  AEEREREEENRRGHERRZ T > AR EEALE
Ty e G B AR E FRR BT REA RSB ML) - T BH —HE
EHRENFEATURRZEAARRY  EERAESLEAFERRABLE R R
B BATEFTROF A ERAFIRGEANZR SR 5 A RMEFRERBZE R
B AR TR T —FERURAr @3 hn B — B - AR B M S B AN B P iEhiE
B BRER R AT AR GH —LRERFE



3. Please define the meaning of “the term structure of interest rate” (#]% &y 8¥
[LECE: )
(1 The relationship between bond yields and maturities. ok RF| & F @K

B KRFEF & RIZZ 2T Kk RA]Z % é . Treasurer or investors decide whether to
buy long- or short-term bonds.

oYTM
(2) - yield-curve showing the relationship between bond yields and
oTime
maturities.

a. Lihor>liong> downward-sloping yield curve (Inverted or abnormal YC) - 4.3t
A2 H 8 &K Bond A F 1K -
b. Lhorn<lione>upward-sloping yield curve (Normal YC): usually Short <
Long » &3t A3 285 8 Ak &) Bond #|1 & 5 -
c. Inigwerm=>humped yield curve
d. The riskier the corporation would have a higher YC
(3) B RPp AR A2 AR E B B Sk 5 & 2 R e B 4%
4. Please dlscuss the major conclusion of pure expectation theorem.
(1)  The shape of the YC depends on investors’ expectations about future
intestest rates. (Forward rate is an unbiased estimator of future spot rate)+,

HMAAFHNRRANFZGE X B TUd YCHFEAMHENRRGTE
B o
(1+ 1.2 )2

(2) Eo(Fﬁ,z)zm
0,1

(3)  “AHETREAEES - A 55 AR A% TR H7 2238 (expectations theory) AR ZAREARRIETE
A A & R FEAEAE #5bond pricefv #] Finterest rateff 4 - T Bk F o M ERDE K
1 #long-term bond #4 B & 748 A {& F short-term bond » AR i %] #A B\ M 73 B mature risk
prime(MRP)#4 & & » B R EAHF R A% B AT LA R FAEA 69 K 48 2R A R 0 po i T34 - 15
R BE—FIIRERNZEATY B —F RO —FHRABREZEATS%
REANTUFAR AR B F-FIHR B R RT25% 0 (T%+7.5%)2=125% -



