FBE 524 Take-Home Midterm Examination – October 13, 2004

Due October 20, 2004, 6:30pm

Write your name in a bluebook or on lined 8.5x11” paper stapled together and answer the following questions.  You may type your answers but limit their length to approximately two-thirds to one page of double-spaced type (with normal margins and font size).  Answer all four of the questions: they are equally weighted (25 points each) and cover the material discussed in class through October 13, 2004. While there is no way to enforce a time limit, the examination is intended to be a ninety-minute examination.  I will not reward longer answers and value good organization and clear writing much more than many pages of words.  Think about the question before answering and address each of the points raised using the analytical structure and concepts covered in class.  The exam is due before class (6:30 pm Wednesday, October 20, 2004 ).  Please append a cover sheet with your statement that you did not collaborate with anyone and provide the approximate amount of time you spent on the examination (in minutes).

1. What is the duration (of a fixed-income security) and how is it interpreted?  How is it calculated?  Provide an example of the duration of an actual U.S. Treasury coupon bond and show how investors use the concept of duration in managing their bond portfolios. (Be sure to provide all the specifics of the bond you use in the example and show all calculations.)


2. What are the Flow of Funds accounts and how do they differ from other macroeconomic statistics?  Who provides these data and what is their conceptual basis and difference from other economic data on the economy?  How are these accounts structured and reported?  How can they be useful?  (Use the handouts provided in class to illustrate an important trend in financial markets that could not be shown using other macroeconomic data.)


3. On Friday, October 8, 2004, the 5-year U.S. Treasury strip was yielding 3.44% and the ten-year strip was yielding 4.47%.  What is the forward rate for a five-year Treasury in five years?  What interpretations of the forward rate are associated with three theories of the term structure of interest rates discussed in class?  What is the evidence concerning the predictive power of the term structure?  Be explicit and show all calculations.


4. Bank deposits have lost market share to other forms household savings.  Discuss the major regulatory and tax issues that have influenced these developments, especially the role of pension-fund savings.  Try to integrate some measures of the importance of these changes from sources of data readily available to you.  What do you feel the role of banks in the household savings marketplace will be in the future?  Be sure to explain and justify your answer. 

