UNIVERSITY OF ROCHESTER

William E. Simon Graduate School of Business Administration

FIN 411 Professor G. William Schwert
Investments Spring 1997

Case #2 -- Analysis of Bond Yields: due April 30, 1997

Using the data on yields to various coupon bonds, strip bonds, and Treasury bills

from the April 5, 1996, Wall Street Journal, which are attached to this sheet, calculate:

(a) the discount term structure (as shown in the handout), and

(b) using the strip discount term structure, calculate one-year forward rates of
interest. You should make these calculations for maturities of 0.5, 1, 1.5, 2, 3,
4,5, 10, 15, 20, 25, and 30 years to maturity. Also, for maturities 0.5, 1.0, 1.5,
and 2 years, use coupon yield (and price) data to estimate the discount term
structure (this exercise will require some thought). Compare your estimates with

the estimates from strip securities.

(c) Comment on the shape of the term structure. What, if anything, do you think it

implies about future investment opportunities and/or inflation? Why?

You should do this assignment in groups and prepare a concise report that explains your
analysis and findings. Neat, coherent presentation of high-quality analysis is the goal of this
assignment. Do not include lots of computer output (although you may copy small portions of

output that include relevant statistics).
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Representative Over the-Counter quotations based on fransactions of $1 million
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Treasury bond, note and bill quotes are as of mid-afternoon. Colons in
esent 32nds; 101:01 means 101 1/32. Net changes In
. quoted on ferms of a

bld-and—asked quotes repr:

reasury note. Treasury bili quotes in hu

32nds. n-

rate of dlscounf Days fo maturity calculated from settiement date. All vields are

o maturity and based on the asked quote. Latest 13-week and %w'g?khebllls'g
ear|

boldfaced. For bonds caltable prior to maturity, yields are com

cali date for Issues quoted above par and to the maturity date for issues below par.

*-wWhen iss

Source: Federal Reserve Bank of New York.

U.S. Treasury strips as of 3 p.m. Eastern time, also based on transactions of Sl

million or more. Colons in bid-and-asked quotes represent

; 99:01 mea

99 1/32. Net changes in 32nds. Yleids calculated on the asked quotaﬂon cl-strlpned
coupon interest. bp-Treasury bond, stripped principal. np-Treasury note, stripped
principai. For bonds callable prior fo maturity. vields are computed to the
earfiest call date for Issues quoted above par and to the mafurlfv date for issues

beiow pal

Souroe Bear, Siearns & Co. via Street Software Technology Inc.

TREASURY BILLS
Day

Maturity Mat. Bid Asked Chg. Yid:-
Apr 109 1 s.g 5.15 —0.04 5.2
- A, #+:9N

Jun 72 493

2796 79 4.93
Jul 05'96 87 498
Jui 1196 93 4.97

Jul 1896 100 4.96

Jul ‘96 107 4.98
Aug 0196 114 499
Aug 06896 121 5.00
Aug 1596 128 5.01
Aug 2296 135 5.02 A
Aug 29 ‘96 142 4.99 4.97 5.15
0596 149 502 5.00 —0.0 518
1296 156 4.94 4.92 510
Sep 1996 163 504 5.02 +0.00 522
Sep 2698 170 4.99 4.97 — 0.0 5.6
Oct G3'96 177 5.05 5.03 123
Oct 1796 191 5.06 5.04 +0.01 5.26
Nov 1496 219 5.08 5.06 +0.01 578
Dec 1296 247 507 505 4+0.01 5728
Jan 09797 275 509 5.07 5.31
Feb 06 ‘97 513 511 +0.02 532
Mar 06 ‘97 331 5.15 5.13 +0.02 &3%
Apr 03°97 359 5.19 517 +0.02 &35
U.S. TREASURY STRIPS
Mat.. Type Bid Asked Chg. YId.
May 96 cI 99:16 99:16 . + 1 5.16
May 9% np 99:16 99:16 .... 5.18
Aug 9% <ci 98:06 98:06 P S 4]
Nov 9% ci 96:28 96:29 ... 533
Nov 9 np 96:28 96:28 ... 5.35
Feb 97 ci 95:19 95:19 — 1 535
May 97 cl 94:04 94:05 .. 5.56
May 97 np 94:03 94:04 .... 5.58
Aug 97 ci $2:22 92:24 — 1 5.66
Aug 97 np 92:21 92:23 — 1 568
Nov 97 ci 91:09 91:10 — 1 5.76
Nov 97 np 91:08 91:09 — 2 578
Feb 98 ci 89:28 89:30 - 2 582
Feb 98 np B89:27 89:29 - 2 584
May 98 ci 88:17 88:19 — 1 585
May 98 np 88:17 88:19 — 2 586
Aug 98 ci 87:05 87:07 — 3 5%
Aug 98 np 87:03 B7:05 — 4 594
Nov 98 «ci- 85:26 85:28 — 4 594
Nov 98 np 85:24 B85:26 — 4 597
Feb 99 ci 84:15 B4:17 — 4 5098
Feb 99 np 814 84:16° — 4 5.99
May 99 cf . 83:086 83:08 — 4 6.01
May 90 np 83:04 83:06 — 4 6.03
Aug 99 ci 81:27 81:30 — S5 6.03
AUg 99 np 81:26 81:29 — 5 6.05
Nov 99 ci 80:20 80:23 — 5 6.04
Nov 99 np 80:17 80:20 - 7 6.07
Feb 00 ci 79:13 79: - 6 6.05
Feb 00 79:09 79. - 6 6.09
May 00 ci. 73:06 28 W -~ & 606
May 00 np 78:04 78:07 — & 6.08
Aug 00 ci  76:30 77:01 — 7 6.09
Aug 00 np 76:26 76:29 —- 7 6.13
Nov 00 ci 75:25 75:28 — 7 6.10
Nov 00 np 75:20 75:24 — 7 6.3
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Thursday. April 4, 1996

Representative Over-th&Counfer quotations based on transactions of $1 miilion
or more.

Treasury bond, note and bill quotes are as of mid-afternoon. Colons in
bid-and-asked quotes represent 32nds; 101:01 means 101 1/32. Net chanoes In
32nds. n-Treasury note. Treasury bili quotes In hu . quoted on terms of
rate of discount. Days fo maturlfv calculated from seﬂlemen‘l’ date. All vields are
o maturity and based on the asked quote. Latest 13-week and 26-week bills are
boldfaced. For bonds callable Drlorto maturity, vields are computed to the earliest
cavl‘:rt.leanfel fo:.eldssues quoted above par and to the maturity date for issues below par.

*.! 5S
Source: Federal Reserve Bank of New York.

U.S. Treasury strips as of 3 p.m. Eastern time, also based on fransacﬂons of $1
million or more. Colons in bid-and-asked quotes represent 32nds; 99:01 means
99 1/32. Net changes in 32nds. Yieids calculafedon the asked quotation. ci-stripped
coupon Interest. bp-Treasury bond, stripped principal. np-Treasurv note, stripped
principal. For bonds callable prior to maturity, vieids a the
g:.rllesf call date for Issues quoted above par and 10 the mafurlfv date for issues

oW par

Source: Bear, Stearns & Co. via Street Software Technology Inc.

GOVT. BONDS & NOTES
- Maturity Ask AnatUrity Ask
Rate Mo/Yr Bid Asked Chg. Yid. Rate Mo/Yr Bid Asked Cha. Yid.
9::/.; -Apr 96n  100:03 100:05 — 1 0.00 5T/ Jun98n  98:15 98:17 — 1 5.84
5l/2 Apr9en 100:01100:03 + 1 3.78  glzs Jul 98n 104:31 105101 — 3 585
AT BEEY LR M uE Wawm o diE
: by o (] ug {1} : M - =
Damivan wgen o iR B0 AN Gaimh iis
M : PR = & ug n M I _ -
73/ May 9%6n  100:11 100:13 .... 4.62 £/s Sep 9Bn 97:12 97:14 — 3 588
b G el i U0 SE RS - 1in
M H P o n M M —_ -
gzs :‘lu=m }88%2 :g%g g-gg 3'5; Nov 98 99:30 100:30 — 3 3.12
. U H : -5 51/2 Nov 98n 98:29 98:31 — 5 593
s Avooen 993579938 i 507 &/e Novzen 106:30107:00 — 5 5.93
64 Aug 96n  100:09 100: 11 1 532 srf: Doy oan  97.31 onar — 4 392
7'/s Aug %6n 10023 100:25 - 537 65 Jan99n  101:02 101:04 — 4 5.93
e SR weliex gy P imin UM Sl
G O uirm 3R B2 RSP WHIGD - i
478 Nov96n 99:13 99:15 1 1 529 377 mar9om 99.23 99:26 _— 5 3.96
774 Nov 96n  101:03 101:05 . 527 77 ‘Aproem 102:23102:25 — 5 5.98
&1/2 Nov 96n  100:21 100:23 . 53§ 81/2 Aproon 101:12101:14 — 6 598
\ :
i pam memlans s HEARE MUl iR
772 Dec9%6n 101:16101:18 — 1 5.28 63/: szqgn 102°03 102°05 — & 6.01
S/ Janorn 100:31100:23 .. 33 & JulZn 101:01101:03 — 5 600
712 Jan97n 1013119 101:21 2 539 ;" ;’:,‘:,”"9,,, ‘,‘3.";‘2‘; '1%:: — 55 :'?:,
4374 Feb97n 99112 99314 . 5.43 &7/s Avgoon 103:17 10330 _ 2 &%
674 Feb97n 101:G3 101:05 — 1 5.4 777e ‘Seaoon 103:11103:13 — & coa
67/s Feb97n 101:06 101:08 — 1 542 & Oct 99n  99:31 100:01 — 5 552
65/a Mar.97n 101:02101:04 ... 543 71, Octoon 10417 10499 — 7 toe
67/8 Mar 97n  101:09 101: 11 1 5.44 77/8 Nov 99n 105:26 “5:23‘— Fs 6.03
872 Apr97n 102:29 102:31 — 1 5.46 e New 9o 103: : -
872 Apr97n 100:31101:01 .... 548  73: Docoen 1l T 748
67/a Apr 97n  101:11101:13 — 1 549 g3 Jan 00N 101:02 101:04 — 7 6.04
6l/2 May 971 100:31 101:01 .... 552 73/, jan0On 105:19 105:21 — 6 6.07
8'/z May 97n 1 103:05 — 1 550  gyz FebOOn 108:07 108:09 — B 6.
6178 Mav 97n  100:18 100:20 — 1 5.55 ) oon : : 6.06
6374 May 97n 101:08 101:10 .... 555 a7, :ﬁ?mﬂ 1503 }83:;; A4
55/ Jun97n  100:00 100:062 — 1 5.57 S/2 AproOn 98:04 98:06 — 7 6.01
&/s Jungrn 100:30 101300 .... 552 g%, Aproon 102.09 10203 — & S0
8/2 Jul9/n 103:14 103:16 — 2 5. 87/8 May 00n  110:02 110:04 — & 6.05
5Y2  Jul 9/n 99:26 99:28 — 1 5.60 ] . . -
57/s Jui97n 100:06 100:10 — 2 5. &/: Mav @on  100:15100:17 — 7 6.10
6z Aug97n 101:02 101:04 — 2 562  a1re Ioloon  ooiDs o905 — 8 6.0
858 AUO97n 103:75 103:28 — 2 5.61 s 31 100:01 — 7 6.2
8/ Auoin 1032519328 — 2 361 8. AupOOn 109:30110:00 — 9 .10
Avasin  99:29 79:31 365  6/a AugOOn 100:14 100:16 — 7 612
-y ugw" 99:23 99.25 ') 565 6%/ Sep 00N 99:30 100:00 — B 4.13
Sz gemgn (93 il 346 54 OctOOn 9814 98:16 — 8 6.13
3: BN 100:02100:04 --5 365 B2 NovOOn 109714 10916 — 8 6.10
S5/a OCt97n  100:01 100:03 5556 21,0 DovoOn  97:30 98:00 — 7 6.13
574 OCt97n 99:26 99:28 _ 1 584 272 97:14 97:14 — A 417
7/s Nov97n 102:12 102114 — 2 576 3t Fappin  %eil3 9637 —10 6.09
87/ Nov 97n 104:21 304:23 — 2 5.75 374 n 106:22 106:24 — 8 6.12
S NV oIn 104121704123 — 2 375 134 Feb Ol  123:117123:2) — 10 6.05
Nov 9Fn  100:11 100:12 — 1 5.74 5/s Feb 0In 97:31 98:01 — B 6:10
54 Dec97n 99:04 99:06 — 1 5.75 D, MavOin 108:00 108:02 — 9 6.14
Deco7n 100:11100:13 _ 2 a7a  Jy/e Mavol 130107 130:11 —11 611
77/6 Jan9Bn 103:14 103:16 — 2 5.76 e Tori20107:22 —10 6.17
Jan9Bn 98:21 98:23 — 1 5.75 - : 28 oy 2
s, Jan%n  98:21 20123 — 1 37 /e Aug Ol 132i25132:29 i1 608
7‘/: Feb o8n 10215 109:17 — 2 279 /2 Nov 0In 106:02 105:04 — 10 6.19
8l/s Feb 98n 104:00 104:02 — 2 5.78 15%/4 Nov 01 145:22 145:26 — 21 6.00
578 Feb 98n 98:25 98:27 — 3 s5.78 144 Feb 02 139:14 139:18 — 13 6.1
3178 Mar 98Bn  98.24 98:26 _ 1 577 72 May 02n  106:12106:14 — 11 622
¥7/s ADr98n 103:27 103:29 — 1 579 S%/8 AugO2n 100:16 100:18 —11 6.27
577s Apr98n 98:20 98:22 _ 2 581 115/8 Nov02  128:16 128:20 —15 6.26
6'/8 May 98n  100:17100:19 — 2 5.82 6/« Feb03n 99:21 99:23 —10 6.30
9" Moy 98n 10605 106-07 — 2 5.81 103/4 Feb03 124310 124:14 — 14 630
53/s Mo 78 99-01 99:03 _ 2 583 1094 Mav 03  124:30 125:02 — 16 6.32

Maturity
te

53/4
11/8
1V /8

57/8

MO/YTr
Aug 03n
Aug 03

Ask
Bid Asked Cha. Yld.
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127 23 127:27

96:31 97:01
105:11 105:13
137314 137118

105:13 105:15 .

147:07 147:05
109:17 109: 19
134:03 134:07
107:05 107:07
100: 16 100: 18
106:30 107:02
137:31 138 03

91:15 91:17

—13
—15
—18
—-13
—16
— 14
— 14
—22
— 16
—17
—16
— 14
— 8
— 18
—15
- 17
— 14
—13
—18
-1
— 8
—18
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—15
—17
—25
- 17
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