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Goals and Objectives

(1) Define and discuss the difference between real and nominal interest rates and relate these concepts to the Fisher equation and estimate relationships given estimates of expected inflation to actual quoted yields as in the Wall Street Journal tables 


(2) Define and describe the term structure of default risk-free interest rates or the yield curve using current market yields and relate to developments in interest rates in the last three decades


(3) Define, calculate, and interpret spot and forward interest rates using the Treasury yield curve


(4) Describe the three hypotheses concerning the determination of the term structure of interest rates, namely the unbiased expectations¸ liquidity preference, and preferred habitat theories, and relate and interpret calculated forward interest rates in terms to those theories

Important Vocabulary List from Class 

FISHER EQUATION

EXPECTED VERSUS REALIZED INFLATION

EXPECTED AND UNEXPECTED INFLATION

SPOT AND FORWARD INTEREST RATES

TERM PREMIUM

RATIONAL EXPECTATIONS

ARBITRAGE USING SPOT YIELDS, FORWARD RATES, AND EXPECTATIONS

LIQUIDITY PREMIUM

PREFERRED HABITAT

Suggested Wall Street Journal or other Articles (through Thursday)

Monday, September 26, 2005

“Easing Off the Easy Money” (A17) – Interesting contrast to U.S. monetary policy issues in second largest economy, relevant to our discussion of monetary policy deliberation and implementation later this semester

“Hurricanes Push Insurers to Seek Government Aid” (C1) – Financial industry uses disaster to argue that certain risks are uninsurable by private sector

Tuesday, September 27, 2005

“Greenspan Warns of Reliance on Housing Loans” (A1) – Good analysis of household balance sheet and leverage by chairman of Fed

“ABN Amro Wins Fight For Antonveneta Stake” (C4) – Scandal in Italy results in opening of financial markets to foreign capital, an important development for inefficient Italian banking

“Making Case for ETFs, Index Funds” (C17) – Articles discusses two types of passively managed funds we discussed in class

Wednesday, September 28, 2005

“Greenspan Says Fed’s Success May Inflate Bubbles” (A2) – Claim that good monetary and fiscal policy may have reduced the risk premium, an element of the discount rate we discuss later this semester and a controversial explanation of recent equity-market valuation changes

“An Annuity That’s Worth a Second Look: Retirement Security – But at a Price” (D1) – Example of another complicated annuity product, with tax and various options:  annuity products are going to be important to the retiring baby boomers, you might gain from trying to figure this product out

Thursday, September 29, 2005

“New Fannie Mae Violations Surface” (A3) – Biggest GSE encounters still more problems with accounting issues

“Beijing to Allow Foreign Issuance Of ‘Panda’ Bonds” (A16) – Foreign yuan-demonimated debt allowed in China, subject to regulatory restrictions illustrating importance of government policy on market development as discussed in class

“European Banks to Get Lower Capital Rules” (A16) – Implementation of Basel II, as discussed in class, is discussed with respect to Europe

“Hedge Funds Today: Talent Required” by Sanford Grossman (A18) – Great review of main hedge-fund strategies and good guide to their unique operations in the economy

“Mortgage Lenders Tighten Standards” (D1) – Efforts to manage credit risk in a changing business and competitive environment

Friday, September 30, 2005

“Fazio Digs In as Prosecutors Circle” (A9) – Embattled regulator is under investigation, illustrating the power and temptations of a powerful financial-market regulator 

“Bayou Duo Plead Guilty to Fraud” (C1) – The only proved get-rich scheme to work – fraud – is illustrated in this case, a good example of things to worry about when in investing (never try anybody)

