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1 3 Bondsnvm

bondissuer borrower pays interest andfinalpayment to bondholder
leader buyer

usually for longterm debtse.g issuedby governments butalsocompanies

bonds arefullyrepaid at maturitydatepaymentatendofpaymentperiod
f f f fcashflow for level couponbond no I 1

umI n in

presentvalve price P i it nm

where C couponpayments

r interestrate
I par valve
u of periods usuallyyears
m paymentsperperiod
with C c couponrate
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P Clord F n m determinethebondcontract

giventhese
values the r IRR yield tomaturity



Ex 2,0year IEbound semiannual compounding interestrate r 8
couponrate 2V

price P F foot t
mo

1.099 F

thisbondsells at 109.9 of par

e.g parvalue F 1000 P 1099 and C 45

Usingthegeometric series we find let'sdo we 1 here
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Note often one uses o_O C O these are called zero couponbonds

terminology

er then F F and thebondsells at par
c r thenPs F and thebondsells abovepar

car then Pcf and thebond sells at a discount



2 4 SpotRates
2

yield interestrates should bedifferent for differentmaturities

usually longercomitment maturity s higherinterest

this phenomenon is called temstructure

yield cure

afield

maturity

afield
typesof cures

ed

flat
maturity

spotrate Slit yield tomaturity of i periodzero couponbond

theyfollow therelation D l xSci1 i

sci

spot rate cure is the zero couponbond yield cure
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Suppose the Slit are givenby somestandard say intheUStheUS treasury
Zerocouponbonds then a better zero coponbondpriceformulawouldbe

c F
m 1hereF

c scij lascull

note dlit.us i are called discount factors

note riskybonds should becheaper thisisoftentakeninto accountby
adding a staticspread s 1 ItSain i Its x still i

side remark thereis also the conceptof forwardrates

consider 0 couponbond
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Slicjl j il period spotrate i periodsfrom now unknown

there are manymodelsfor Sli jl



Sometimes the simplemodel of implied forwardratesis used

f I i j l model for Sli jl based on
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