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Agency debt structures, 227-234
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Agency transactions, 485

Agency zero coupon securities, 248
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depositary shares, 447
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Analysts, functions of, 260-261
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Annuities, see Ordinary annuities

Annuity date, 57

Arab oil embargo, 101

Asian Financial Crisis, 349
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190-195

Asset-backed markets, 7

Asset-backed securities (ABSs), 406436

Auction rate preferred stock (ARPS), 204

Auction rate securities (ARS), 6, 203-206

Auction rate straight debt, 204-205

Auctions, 13. See also Dutch auction
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83,277,280, 330, 408, 416, 429,
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Baby bonds, 448
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Banker’s acceptances (BAs), 200-202

Bankruptcy, 2-4, 82, 97, 160, 280, 361, 381,
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495
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Basis swap 45¢

Benchniark Notes, Fannie Mae program,
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Bid-wanted process, 294
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Board of directors, 3
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program, 231, 235-236

Callable bonds, 6, 50, 85-86, 321-324,
497-498
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Callable swap, 458

Call options, 6, 33-34, 85

Call premium, 85

Call protection, 236

Call provisions, 37

Call risk, 40, 82, 84-86, 235
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earnings, and liquidity), 198
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Capital investment, 138-139
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Capital market, 79, 90
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Compounding, 55, 59, 61, 63

Compression risk, 242

Conditional prepayment rate (CPR), 391-392

Conference Board, 125, 147-148
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151-152,211-212, 333
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(CPI-U), 211
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38, 86
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Contrarian indicators, 157-158, 161

Convertible bonds, 283, 307, 326-328

Convexity, 46-51

Core inflation, 17
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57,70, 84-86, 85, 205-330, 333-334

Corporate earnings, 12

Corporate govervance, 21

Corporate ma.feasance, 19
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Country risk, 90
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Ceugron rate, 3, 10, 31-33, 71

Crapons Under Book Entry (CUBEs), 214
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329-330

Credit cards, 7, 417, 420, 424-427

Credit default swap (CDS), 470-479

Credit enhancement, 403-404, 409, 412-419

Credit event, 82

Credit-linked notes (CLNs), 474, 476,
479

Credit market, 7, 126, 152, 154, 157

Credit quality, 7-10, 70, 83, 413-414

Credit rating, significance of, 3, 8-9, 31,
34-36, 82-83, 85, 90-91, 367. See also
specific credit ratings

Credit risk, 82-84, 92, 191-192, 329, 393,
409-410, 419-420, 430, 438, 450, 452,
492-494

Creditworthiness, 10, 83, 189, 191, 197, 248,
262,280, 330, 388. See also Credit
quality; Credit rating

Crossover refunding, 255-256
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Currency devaluation, 90

Currency risk, 89-90

Current accounts deficit, 99-100

Current yield, 73-74
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Identification Procedures) number, 215,
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Dealers, functions of, 30, 213, 232, 293, 485

Debentures, 7, 316

Debt, equity vs., 2-4

Debt instruments, 10-11, 26-51. See also
specific types of debt instruments

Debt-to-equity ratio, 263

Debt-to-income levels, 405, 431

Deep discount callables, 242-243

Default/default rate, 2, 83, 90, 316, 364-366,
381, 417-418, 470-471

Default risk, 82-84

Defeasance, 256

Deferred interest bonds, 331

Deflation, 115, 211, 212

Demand pull inflation, 101

De minimis tax, 298

Derivatives, 453-479

Diffusion indexes, 129-131

Disclosure rules/requirements, 83, 90

Discount/discounting, 12, 60

Discount brokers, 488

Discounted future cash flow, 31

Discounted value, 60

Discount notes, 186-187, 227-228

Discount rate, 60-61, 63, 97

Discount window programs, 97
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Distressed debt securities, 361-373
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203-204, 440-443, 449
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Duration, 40-41, 320, 420, 495. See also
Macaulay duration; Modified duration
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Early redemption, 82, 84-86
Earnings before interest, tax, depreciation,
and amortization (EBITDA), 343, 367
EasyGrowth Treasury Receipts (ETRs),
214
Easy monetary policy, 114-115
Economic conditions:
impact of, generally, 248-249
weak economy, 125-126
Economic cycle, 117
Economic Cycle Research Institute (ECRI),
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Economic data, 132-136
Economic expansion, 157
Economic growth, impact of, 93
Economic indicators, 121-152, 159-162
Economic reports, market impact of, 124
Economic statistics, 120-124
Effective interest, 55, 79
Embedded options:
callable bonds, 37-38, 321-324
characteristics of, generally, 31, 85
convertible bonds, 326-328
defined, 37
putable bonds, 38, 324-325
sinking fund bonds, 37-38, 325-326
Emergency Home Finance Act (1970),
218
Emerging Market Bond Index Global
(EMBIG), 339, 342 545-346,
353-355
Emerging markets:
Brady bonds, 356-338, 340-341
carry trade.. 355-359
charactesist.cs of, 335-336, 338-339
indusizy growth, 338
returns, 353-3535, 360
statistics, 342-349
nzcertainty, 350-353
Earon, 91, 329, 361
Equipment trust bonds, 314-315
Equity market/equities, 2—4, 19-21
Escrowed to maturity (ETM) bonds, 8, 158,
253
Eurobonds, 338
Eurodollar deposits, 6, 182-183
European-style call, 235-237, 240-241
Event risk, 90-91
Excess servicing, 415
Exchangeable capital securities (X caps),
447
Exchange rate risk, 89-90
Exchange-traded debt securities, 448
Expansionary fiscal policy, 93-94
Expectation hypothesis, 171, 174-175
Exports, 100
Extendable bonds, 29
Extension risk, 82, 88, 235, 411, 431
External debt, 99

Face amount, 27

Fallen angels, 83

Fannie Mae (Federal National Mortgage
Association, FNMA), 220, 223-224, 226,
228,231-233, 235-236, 239, 379-380,
384-385, 387

Farm Credit Banks (FCBs), 220

Farm Credit Financing Assistance
Corporation (FACO), 225
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Farmer Mac, 221
FAS 133,227
Federal Agricultural Mortgage Corporation
(FMAC), 221
Federal Deposit Insurance Corporation
(FDIC), 196-199
Federal Family Education Loan Program
(FFELP), 221
Federal Farm Credit Bank (FFCB), 220-221,
223-225,227-228
Federal Finance Education Loan Program
(FFELP), 268-269
Federal funds market, 180-181
Federal funds rate, 108-109, 111-116, 180
Federal Home Loan Bank (FHLB), 220,
222-225,228
Federal Housing Administration (FHA), 222,
265-266, 381-382, 384
Federal Housing Enterprises Financial Safety
and Soundness Act (1992), 226
Federal Open Market Committee (FOMC),
95-96, 150
Federal Reserve:
Beige Book, 150
functions of, 12, 31, 94-97, 100, 102,
107-117, 140, 160, 180182
monetary policy, 107-117, 177
Federal Savings and Loan Insurance
Corporation (FSLIC), 225
FICO score, 387-388
Financial Accounting Standards Board
(FASB), 90
Financial Guarantee Insurance Company
(FGIC), 279
Financial publications, as inforination
resource, 127
Financial pyramid, 1-2
Financial Security Assuranceliicorporated
(FSA), 279
Financing Corporation (FICO), 222, 224-225
Fiscal policy, 93-94, 106-107
Fitch Ratings Bank Group, 198
Fitch Ratings Ltd., 8-9, 34, 276, 329-330
Fixed/adjustable hybrid loans, 386
Fixed income securities, see specific types of
securities
characteristics of, 4-10
components of, 10-11
key properties of, 34-36
Fixed rate jumbo CDs, 199
Fixed rate loans, 385
Floating for floating swap, 458
Floating rate bonds, 394, 398-399
Floating rate CDs, 199
Floating rate notes (FRNs), 306, 318-320
Floating rate securities, 32, 411
Forecasting, 23-24, 78, 120-125

Foreign bonds, 497

Foreign debt market, 7

Foreign exchange market, 100

401(k) account, 5, 161, 310

Freddie Mac (Federal Home Loan Mortgage
Corporation, FHLMC), 214, 216,
223-224, 226, 228, 231-233, 236, 239,
379-380, 382, 384385, 387

FreddieNotes, 232

Free cash flow, 83

Future cash flow, 33

Future value, 52-59

Galloping inflation, 102

General Airport Revenue Bond (GARB),
274

General Motors Acceptance Corporation
(GMAC), 188-189

General obligation (GCjhands, 7-8,
247-250, 256

Gilts, 89

Ginnie Mae (Goyerr.ment National Mortgage
Associaticn, GNMA), 11, 218, 222-223,
265, 279-384, 389, 393

Global ¢conomy, 117

Globai i lotes, Federal Home Loan Bank
FHLB) program, 228-230

Gowernment agency securities, 216-246

Covernment National Mortgage Association
(Ginnie Mae), 185, 380

Government-sponsored enterprises (GSEs),
185-187, 214, 216-221

Graduated payment mortgages (GPMs),
386

Grantor trust, 423-424

Great Depression, 16-17, 218, 221

Greenspan, Alan, 19-20, 100, 109,
114

Gross domestic product (GDP), 17, 93,
111-112, 136-137, 339, 346-347,
350

G-7 countries, 336-337, 366

Guaranteed investment contracts (GICs),
309

Guarantees, 416

Hard call options, 82

Health care (hospital) bonds, 251, 261-264

High-coupon bonds, 45-46, 50

Higher education bonds, 251, 257-258

Higher-quality bonds, 486

High grade, credit quality, 8, 10

High-grade bonds, 22, 159, 330

High-yield bonds, 8, 29, 48-49, 287, 330-331

Holding period, 74

Home equity loans (HELs), 413, 417, 421,
427-432
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Horizon period, 77 Journal of Commerce commodity price index,
Hospital bond credit analysis, 262-263 153
Housing bonds, 251, 264-267 Jumbo loans, 379
Housing data, 142-145 Jumbo mortgages, 385, 404
Hyperinflation, 102 Junk bonds, 8, 28, 287, 330-331
Illiquidity, 90 Keogh plan, 5, 162
Immunization, 42-43, 309
Income statement, 83 Laddering, 5, 24-25, 494, 496
Indenture, 3, 38, 85 Leading economic indicators (LEIs),
Index of coincidence indicators, 125-129
126-127 Lehman Aggregate Index, 501-502
Index of lagging indicators, 127 Letters of credit, 207, 416
Individual investors, 293, 310-311 Leveraged buyout (LBO), 90-91, 330-331
Individual retirement account (IRA), 5, 118, Lien, defined, 7
162 Lines of credit, 160, 307
Industrial production, as economic indicator, Liquidation, 2-3, 100
130-132, 140 Liquidity, 6-7, 235-22¢. 253, 412
Inflation, implications of, 16-17, 29, 90, Liquidity preferencetheory, 171, 173
100-103, 112-114 Liquidity risk, 88-32,242, 450-451
Inflation indexed securities, see TIPS Loan to value (LT, 385, 387-388,
Inflation protected CDs (IPCDs), 200 404-405
Inflation-Protected Notes (IPNs), London Inierbank Offered Rate (LIBOR),
333-334 185,250, 319, 332, 429, 442
Inflation psychology, 102-103, 155 Leng-maturity bonds, 45-46, 50, 75,
Inflation reports, 150-152 24
Insolvency, 381 Long-term Treasury rate, 14-16
Institute for Supply Management (ISM) index, Loss severity, 418-419
129-132, 140 Low-coupon bonds, 45-46, 50
Institutional investors, 308-310 Low-yield bonds, 48-49
Interest-on-interest component, 59, 75
Interest only (I0) bonds, 394, 399-4(0 Macaulay, Frederick, 40
Interest rate(s), impact of, 4, 6, 14, Macaulay duration, 39-43
22-25,29, 33, 36, 43, 8. Macroeconomics:
148-149, 158-159, 241242, bond yields and, 103-104
430 budget deficit, 97-99
Interest rate risk, 39, 45, 81-83, 92-93, credit risk, 92
451, 494-496 current accounts deficit, 99-100
Internal rate of returny /1 economic growth, 93
Internal Revenue Service (IRS), 162, 296, fiscal policy, 93-94, 106-107
298, 499 inflation, 100-103, 482
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350-352 Management quality, 3, 250, 262
International Swaps and Derivatives Mandatory put, 285
Association (ISDA), 453 Marketability, 485-486
Inventory level, 131-132, 139-140 Market expectations, 122-123
Inverse floating-rate bonds, 394, 399 Market interest rate, 40
Investment Company Act of 1940, 187 Market makers, 488
Investment grade, 330, 339, 366 Market price, 71
Investment Notes, Fannie Mae program, Market recovery, 134
232-233 Market risk, 5-6, 39-40
Investment strategies, comparison of, 22-24, Market timers/market timing, 12, 22-23, 118,
118-119 490-491
Irrational exuberance, 20 Market value, 10, 43

Issuing trust, 408 Market volatility, see Volatility
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Maturity amount, 28

Maturity/maturity date, 10, 28-31, 40. See
also Yield-to-maturity (YTM)

Maturity value, 27

Medium-term notes (MTNs), 231-232,
317-318

Merger and acquisition (M&A), 90

MIG1/MIG2/MIG3/MIG#4 rating, 278

Mission statement, 490

Moderate inflation, 102

Modified duration, 43-49

Monetary policy, 94-97, 107-117, 177

Money, time value of, see Time value of
money

Money market equivalent yield, 80

Money market instruments, 6, 79, 179,
181-208

Money market yield, 79-80
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Moody’s Investors Service, 8-9, 34, 70, 83,
189-190, 192, 198, 254, 260, 270,
277-279, 284, 329-330, 366, 431,
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Mortgage-backed bonds, 314-315

Mortgage-backed markets, 7

Mortgage-backed securities (MBSs), 37,
51,79, 82, 84-86, 375-389,
392-405

Mortgage Backed Securities Clearing
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Mortgage bonds, 316

Mortgage loans, 87

Mortgage pools, 233-234, 384, 287,
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Municipal Bond Invesiors Assurance
(MBIA), 279
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284-287, 290-294, 298-304, 485,
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Municipal Market Data (MMD), 303-304

Municipal notes, 202-203

Municipal revenue bonds, 3

Municipal Securities Rulemaking Board
(MSRB), 304

Mutual funds, 161, 310

National Bureau of Economic Research
(NBER), 40

Negative convexity, 50-51, 235

No-call period, 6

Nonagency CMOs, 403

Noncallable bonds, 6, 85

Nonconforming loans, 385, 404-405

Odd lots, 28, 89, 298, 500-501

Office of Federal Housing Enterprise
Oversight (OFHEO), 220, 225-227,
382

Oil prices, market impact of, 154-155

On-the-run (OTR) Treasuries, 311-312

Open-ended assets, 421

Opportunity cost/opportunity cost hypothesis,
23-24,171, 173,492
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392-393, 498
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Ordinary annuities, 57-59, 61-63
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320-321

Overcollateralization, 414-415, 438

Over-the-counter (OTC) securities, 88,
451

Ownership interest, 2, 3¢

Owner trust, 42342+

Panic selling, 112
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89,242 231, 321
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Partizi<all risk, 235
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Feserchrough securities, 87, 379-381
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Pension funds, 309-310

Perpetual securities, see Equity market/equities
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151
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Planned amortization class (PAC) bonds, 394,
396-397

Political factors, impact of, 250

Political risk, 90

P1 rating, 189-190

Portfolio management, components of, 42-43,
480-484, 489-502

Positive convexity, 48, 50-51

Preferred habitat hypothesis, 171, 175

Preferred stock, 440-452

Premium(s), 12, 32, 86

Premium callable bonds, 242

Prepayment/prepayment risk, 6, 84, 86-88,
393, 410-411, 420-423

Prerefunded (pre-res) bonds, 8, 253-256,
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Present value, 41-42, 59-63

Price/pricing, generally, 10-12, 44-49, 312.
See also Bond price(s)

Price-earnings (P/E) ratio, 19-21, 117
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Primary market, 290-292

Principal, defined, 28

Principal only (PO) bonds, 394, 399-400
Private activity bonds, 8

Private insurers, 266

Producer price index (PPI), 101, 150-152
Public power bonds, 251, 270-273
Public Securities Association (PSA), 391-392
Pull to par, 45

Putable bonds, 39, 324-325

Putable swap, 458

Put options, 6

Rating agencies, functions of, 276-279,
329-330, 411, 418

Real estate investment trusts (REITs),
448

Real estate mortgage investment conduits
(REMICs), 379, 393

Receipts, 61

Recession, 36, 106, 112, 126, 130, 134,
142, 144, 159, 177

Recovery rate, 418

Recovery value, 373

Redbook Research, 145
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Refinancing, 87-88, 388, 390

Regulation D, 96

Reinvestment rate, 59, 74-76

Reinvestment risk, 40, 84, 235
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Reserve fund, 415, 438
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222-225
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225
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202-203

Revenue bonds, 7-8, 250-252
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Riding the yield curve, 19

Rising Rates Opportunity Profund, 161

Risk(s), defined, 81. See also specific types of
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Risk trades, 485

Roth IRA, 118-119, 162

Round lots, 28, 89

Rule 415, 317
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381

Rydex Juno, 161
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Association, SLMA), 221, 223-224

Savings and loan (S&L) crisis, 222, 225

Savings bonds, 11, 27, 30

Secondary market, 143, 292-293, 451-452

Secular trend decline, 152

Secured bonds, 7

Secured creditors, 2-3

Secured debt, 314-315

Securities and Exchange Commission (SEC),
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Securities Investor Protection Corporation
(SIPC), 488

Segmented market hypothesis, 171, 175-176

Sell-offs, 122-123

Senior floating rate loans (SFRLs), 331-332

SG rating, 278

Shifting-interest waterfa!l, 429

Short-maturity bonds; 45-46, 50, 84

Short sales, 116

Short-term debt instruments, 29-30, 38, 120

Single-family honsing bonds, 264-266

Single menthly mortality (SMM), 391

Sinkablc boads, 38-39

Sirking fund bonds, 307, 325-326, 446

Sinling fund options, 37
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Special purpose entity (SPE), 408

Speculative bonds, 91

Spread, 313-314

Standard & Poor’s (S&P), 8-9, 34, 70, 83,
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Standard & Poor’s 500 index, 21

State of New York Mortgage Agency
(SONYMA), 265

Step-up bonds, 243-244, 306, 320

Step-up callable CDs, 199

Step-up security, 11

Stepped-coupon securities, 10

Stock investment, 3—4, 18. See also Preferred
stock

STRIPS, 19, 212, 214-216, 246, 283-284

Structured CDs, 199-200

Structured investment vehicles (SIVs),
194-195

Student loan bonds, 268-270

Student loans, 418

Subordinated Benchmark Notes, Fannie Mae
program, 233

Subordinated debentures, 316-317

Subordinated debt, 233

Subordination, 415

Subprime loans, 379, 385, 405, 428

Super Sinkers, 267

Support bonds, 394, 397

Surety bonds, 416, 438
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program, 231, 236, 240
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Tangent line, 47-49, 51
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Tap Issue Program, Federal Home Loan Bank
(FHLB) program, 229-230, 234

Targeted amortization class (TAC) bonds,
394,397

Tax and revenue anticipation notes (TRANS),
202-203

Tax anticipation notes (TANs), 202-203

Taxation, 197, 212, 216, 294-299, 333

Tax brackets, 4-5, 295, 297, 483

Tax-deferred accounts, 5, 118-119, 162

Tax exemption, 5

Tax-free accounts, 162

Tax-free securities, 253-256

Tax Reform Act of 1986, 297

Taylor rule, 112-114
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Time to maturity, 71

Time value of money, 52-63

Tipping fees, 259

TIPS (Treasury inflation protected securities),
200, 210-215, 333

Tobacco bonds, 288-290

To be announced (TBA), 386-389

Total return, 18, 74-75

Total return swaps, 474, 477

Trade deficit, 99, 103-106

Treasury bills (T-bills), 6, 11, 7980,
183-185, 210, 214

Treasury bonds (T-bonds), 14-17, 70, 158,
210-212

TreasuryDirect, 213-214

Treasury Investment Grovth Receipts
(TIGRs), 214

Treasury notes (T-notes), 210, 214

Trend reversal, 20

Trustee, role of, 308, 315

Trust preferred securities, 448-449

Uncertainty/uncertainty hypothesis, 29, 77,
171,173

Underwriting, 13, 30, 291-292, 431
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Development (HUD), 218, 220, 225-226,
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U.S. dollar, 89, 103

U.S. government agency bonds, 84

U.S. government sponsored agency (GSA)
market, 7

U.S. Treasuries, 4, 7, 104-107, 209-211

U.S. Treasury, 7, 10, 12-13, 18-19, 77,
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University of Michigan consumer sentiment
index, 148, 157-158

Unsecured creditors/debt, 2-3, 316-317

Valuation, 238, 240-241, 436

Variable rate demand bonds (lower floaters),
5-6,206-207

Variable rate notes (VRNSs), 318-320

Variable rate securities, 6, 10-11

Venture capitalists, 364

Veterans Administration (VA), 381
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