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2/28 ARM, 345, 346
8-K forms, 17
10-K reports, 17
10-Q reports, 17
24-hour trading, 521

absolute prepayment speed (APS), 396
absolute priority rule (APR), 209
acceptance financing, 287
accepting banks, 287
accreting swaps, 678, 679
accrual bond class, 367
accrual tranche, 367–69
accrued interest (AI), 38
accumulation plans, 292
accumulation value, 428
active bond investment strategies, 413,

414–23
actual inflation, 88–90
actual repo rates, 539–40
add-up basket CDS, 704
adjustable rate mortgage (ARM), 345, 346
adjustable-rate note, 195
Advanced Investment Management, 302
African Development Bank, 251
after-acquired property clause, 203
agency benchmark programs, 246
agency CMOs, 389n8
agency MBSs, 360–61, 391
agency mortgages, 355
agency pass-throughs, 361
agency securities, 6, 225, 243–46, 247

agriculture credit financing, 248–50
college student loans, 250–51
global financing, 251
housing and real estate financing, 246–48,

249
market, 244
online information, 251–52
savings and loans and bank financing, 250
Tennessee Valley Authority (TVA), 251

aggregate wealth, 83–84
Agriculture Credit Act, 248

Agriculture Credit Associations, 249
Agriculture Credit Bank, 249
agriculture credit financing, 248–50
agriculture mortgage-backed securities

(AMBS), 247–48
AIM High Yield A, 295
airport revenue bonds, 264
alliances, 519, 521
Alternative-A loans, 349
alternative binomial valuation approach,

460–61
Altman, Edward, 156
Amaranth Advisors, 302
AMBAC Indemnity Corporation (AMBAC),

266
American Bankers Association, 16
American Century High-Yield C, 295
American International Group (AIG), 151
American option, 550
American Stock Exchange (AMEX), 26n2,

298, 549, 552
AMF Intermediate Mortgage, 296
amortization, 5
amortized securities, 48
amortizing period, 399
amortizing swaps, 678, 679
Annual Investment Companies Manual,

292
annualized duration, 172
annualized mean and variance, 492–93
annualized standard deviation, 513n2
annuities, 304–5
anticipation notes, 261–62
approximate convexity, 181
approximate duration, 181
arbitrage applications, for interest rate

swaps, 653
arbitrage, 20, 676
arbitrage-free model, 503, 513n5
arbitrage-free spread, 694
arbitrageur, 20
ArcaEdge, 9
Archer, S. H., 157, 158
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Argentina
Brady bonds in, 324
default by, 330

Asian Development Bank (ADB), 251
Asian options, 625
asked price, 8
asset and liability analysis, 419
asset-backed CP, 217
asset-backed securities (ABSs), 288–89, 343,

396–400
asset-based interest rate swap, 655
asset distribution, in mutual funds, 293, 294
asset positions, management of, 595–96
assets

characteristics of, 20–23
real and financial, 3–4
securitized, 12

assumed bonds, 206–7
asymmetrical information, 19–20
Australian dollar, spot and forward quotes

for, 334
authorized participant, 298
Automated Pit Trading (APT), 520
automobile loan-backed securities, 396–98
average cap, 620–21
average life, 199, 364–65
average rate to maturity (ARTM), 45–46
average realized return (ARR), 51
Aztec bonds, 341n8

back PTI, 350
back-to-back loans, 710n1
balanced funds, 292
balance sheet CDOs, 401
balloon loans, 345, 388n2
balloon risk, 395
banker bourse, 27n6
banker’s acceptances (BAs), 287–88
banker’s discount yield, 229
Banker’s Trust, 216
bank financing, 250
Banking Act of 1933. See Glass-Steagall Act
Bank Insurance Fund (BIF), 250
bank investment contracts (BIC), 305
bank notes, 286
Bank of America, 216, 238, 361, 395
bankruptcy, 207–9, 212, 270
bankruptcy filings, 150–51, 208
Bankruptcy Reform Act of 1994, 207
bank securities, 283–87
Banks for Cooperatives, 248, 249
barbell strategy, 416

Barclays, 297
Barclays Aggregate, 424
Barclays Capital, 238
Barclays Global Government Bond Index,

424
Barclays Government Credit Index, 175
barrier options, 620
Bartter, B. J., 488
basis points, 39–41
basis risk, 536
basis swaps, 679
basket credit default swaps, 704
Bayou Management, 302
bear and bull CDs, 286
bearer bonds, 195
bear call spread, 566
bear put spread, 566
bear spread, 565
Belize, default by, 330
benchmark rate, 94
benchmark spread, 94
benchmark yield curves, construction of,

133–38
Bermudan options, 625
best effort, 11
Bevil, Bresler, and Schulman, 243
biased expectations theory, 144n6
bid-ask spread, 8
bid price, 8, 258n9
binary credit default swaps, 704
binary options, 625
Binomial Bond Valuation (software), 494
binomial interest rate model, 452–61
binomial interest rate tree, 162, 451, 453,

487, 508–9
Black-Scholes Option Pricing Model,

506–7
calibration model, 496–503
convertible bonds valuation using, 467–73
duration and convexity, 505–6
estimation of, 488–92
Excel program, 493–95
mean and variance estimation approach,

492–95
one-period spot rates, 452
online information, 507–8
option-adjusted spread, 503–5
spot and refinancing rates, 474
subdivision of, 487–88

Black, Fisher, 489, 507–8
Black-Derman-Toy interest-rate derivatives

model, 508
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BlackRock Emerging Market Debt
BlackRock, 325

BlackRock High Yield Bond Instl, 295
BlackRock Low Duration Bd Inv B2, 296
Black-Scholes Option Pricing Model, 506–8
blanket sinking fund, 199
Bloomberg, 280n1
Blue Cross, 315n9
Blue Shield, 315n9
blue-sky laws, 15
Boardman, C., 157–58
Bobls, 322
Boesky, Ivan, 212
bond-anticipation notes (BANs), 261–62
Bond Buyer, 274
bond demand and supply curve analysis,

79–80
bond diversification, 157–59
bond-equivalent yield (BEY), 46–47, 341n5
bond immunization, 165–67
bond immunization strategies, 428–37
bond indexing. See indexing
bond investment strategies, 413–14, 437

active, 414–23
immunization, 428–37
online information, 438–39
passive, 423–28

bond issuers, yield curve expectations and,
123–25

bond market indexes, 296–97
bond portfolios. See portfolios
bond portfolio yields, 49
bond positions

equivalent, 686–87
swaps and, 640, 643

bond price relatives, 31–34
bond quality ratings, 147–49, 157–59

municipal securities, 267–74, 275
sovereign, 324, 326, 329

bond returns, 29, 64
geometric mean, 60–64
online information, 64–65
spot rates and equilibrium prices, 57–60
total return, 51–57
yield to maturity and other rates of return,

43–49
zero-coupon bonds, 49–51

bond risk. See risk
Bond Room, 9
bonds

assumed, 206–7
Aztec, 341n8

bearer, 195
Brady, 323–24, 341n9
bullet, 197
callable, 5, 162, 451, 455, 458
CAT, 705
cheapest-to-deliver, 534
closed-end, 202
collateral trust, 201, 202
commodity-linked, 206
convertible, 205–6, 466–73
corporate, 5
coupon, 194–95, 499–502
covered, 322–23
credit-sensitive, 206
cushion, 415
deep-discount, 195
defaulted, 73n1
deferred coupon, 204–5
deferred-interest, 204–5
domestic, 13
equipment trust, 201–2
Eurobonds, 13
extendable, 206
extendable reset, 204
foreign, 13
general obligation, 6, 262–63
global, 321
guaranteed, 203–4
income, 204
investment-grade, 148
junk, 148, 149, 211
mortgage, 201
non-investment grade, 148
open-end, 202
original-issue discount, 260
participating, 204
payment in kind, 204
putable, 206, 461–62, 463
registered, 195
reset, 204
revenue, 6, 263–65
risk-free, 104n3
secondary market for, 9–10
serial, 199
sinking-fund, 462, 464–66
surety, 204
tax-exempt, 205
three-period, 456–60
trading blocs and, 341n1
two-period, 452–55
voting, 206
warrants and, 205
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bonds (Continued )
See also corporate bonds; Eurobonds;

Treasury bills; Treasury bonds and
notes; Treasury Inflation Protection
Securities; Treasury securities; Treasury
strips; Yankee bonds; zero-coupon
bonds

bond swaps, 413, 423
bond valuation, 29, 64

cash flows and compounding frequencies,
pricing with, 35–43

convertible bonds, 467–73
coupon bonds, 499–502
embedded option features, 461–66
interest rate paths, 476, 479
mortgage-backed securities, 473–80
online information, 64–65
pricing, 29–30, 35–43
pricing relations, 31–34
putable bonds, 461–62, 463
sinking-fund call, 465
three-period bonds, 456–60
two-period bonds, 452–55

book-entry form, 195
bootstrapping, 59–60
borrower hedging, of embedded put options,

676
boundary conditions

call price relationships, 571–72
put price relationships, 573–74

Brady, Nicholas, 323
Brady bond, 323–24, 341n9
Brazil, Brady bonds in, 324
British companies, loan rates for, 688–91
British pound call option, hedging, 627
British pound put option, hedging, 626
British pounds, 88, 89, 625, 626

loan rates in, 688–91
spot and forward quotes for, 334
yield curves for, 105, 106

brokered deposits, 314n1
brokered swaps, 644, 645
brokers, 7
Brokertec, 239
bull call spread, 566
Bulldog bonds, 318
bullet bonds, 197
bullet contract, 305
bullet strategy, 416
bull put spread, 566
bull spread, 564, 565
Bunds, 322

burnout factor, 353
business cycles, 93

calibration model, 489, 496–503
call, 550

futures options, 561
interest rate, 555, 563, 608–10

callable bond, 5, 162, 451, 455, 458
callable bond prices, binomial, 495
callable bond swaps, 423
callable cancelable swaps, 677
call features, of corporate bonds, 197–98
call markets, 26n1
call options

British pound, 627
embedded, 675–76

call positions, interest rate, 562, 563
call premium, 197
call price curve, 572–73
call price relationship, 571, 580n3
call purchase, 557–58
call risk, 21, 91, 147, 159–62
Canadian corporate bond default rates, 150
Canadian dollar, spot and forward quotes

for, 334
cancelable swaps, 677
Cantor Fitzgerald, 239
capital flows, international, 86, 88, 89
capital market, 12–13
caplets. See interest rate call
caps, 611–12

interest rate derivatives, 599
interest rate options, 556
OTC derivatives, 611–20
swaptions, 674–75

caption options, 625
captive finance companies, 215–16
carry income, 239
carrying costs model, 536, 538–41
cash-and-carry arbitrage, 537
cash flow

fixed-rate mortgage, 348
interest rate paths and, 474–76, 477–78
mortgage-backed securities, 361–63, 377
options and, 599
OTC caps and floors, 612–15, 616
prepayment and, 353–55
pricing with, 35–43
sequential-pay CMO, 366, 368
Treasury strips, 232

cash flow CDOs, 400
cash flow matching strategy, 426–28
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cash flow waterfalls, 392
cash flow yields, 48–49
cash market. See spot market
catastrophic (CAT) bond, 705
CDS. See credit default swaps
CDS forward contracts, 704
CDS options, 704
CDS spreads, 692
Cedel, 320
cell matching, 424, 425
central banks, currency protection by, 341n6
Certificates of Accrual on Treasury

Securities (CATS), 235
certificates of amortized revolving debt

(CARDS), 398–400
certificates of automobile receivables

(CARS), 396–98
certificates of deposit (CDs)

Eurocurrency, 332
foreign subsidiary banks and, 314n3
hedging, 611, 612
markets for, 284–86
negotiable, 283–84, 314n2

certificates of deposit, brokered deposits,
314n1

chapter 11 bankruptcy, 207
chapter 11 funds, 421
chapter 7 bankruptcy, 207
charge-offs, 399
cheapest-to-deliver bond, 534
Chiang, R., 592
Chicago Board of Trade (CBOT)

futures, 517, 518, 520, 522, 523, 524
interest rate options, 549, 552, 580n4

Chicago Board Options Exchange (CBOE),
14, 15, 549, 552

Chicago Mercantile Exchange (CME), 552,
553

currency futures quotes from, 335
futures, 517, 518, 520, 522, 523, 524, 530
OTC derivatives, 625

Chicago Mercantile Exchange, 14, 15
China, 86, 88, 93, 112, 116, 117
China Central Bank, 116
China Development Bank, 88
Chinese yuan, spot and forward quotes for,

334
chooser options, 625
Chrysler Corporation, 207, 217
churning, 17
CINS, 16
Citicorp, 216

Citigroup, 195, 361
claims, priority of, 202–3. See also debt

claims
classical immunization, 428–30
clean price, 39, 41
clearing margin, 547n5
clearinghouse

futures, 527–29, 547n4, 5
options, 567–69

Clinton, William Jefferson, 258n2
closed-end bonds, 202
closed-end funds, 290, 291, 314n5
closing

put–call parity, 576
put price relationships, 574–75

closing position, 528
closing purchase, 569
closing sale, 569
closing swap positions, 647–48
closing transaction, 569
CMO strips, 376
Coca Cola, 223n3
collars, 615, 617–20
collateral

rates on, 196
types of, 201–2

collateral buyer, 241, 242, 243
collateralized debt obligations (CDOs), 299,

301, 400–404
collateralized mortgage obligations (CMOs),

288, 365
floating-rate tranches, 369
notional interest-only class, 369–71
planned amortization class tranches, 365,

371–73
sequential-pay tranches, 365–69
stripped, 374–76

collateral seller, 241, 242, 243, 258n10
collateral trust bond, 201, 202
college and university revenue bonds, 265
college student loans, 250–51
collusion, 236
Columbia Strategic Income A, 296
combining matching, 431
commercial mortgage-backed security

(CMBS), 391, 394–96
commercial mortgage loans, 394–95
commercial paper (CP), 5, 215–17, 261, 262
commingled fund, 308
Commodity Futures Trading Commission

(CFTC), 518, 551
commodity-linked bonds, 206
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companion bond, 371
comparative advantage

currency swaps, 687–88
interest rate swaps, 650–52

comparative equilibrium, 81–83
Competitive Equality and Banking Act of

1987, 258n13
compound options, 625
compounding, continuous, 50–51
compounding frequencies, pricing with,

35–43
conditional prepayment rate (CPR), 351,

474–76
conditional probability rates, 151
conduit, 343
conduit deal, 395
confirmation, 638
conforming limit loan, 346, 349
consul, 44
consumer price index for urban customers

(CPI-u), 258n7
Continental Airlines, 207
contingent credit default swaps, 704
contingent immunization, 434–37
continuous compounding, 50–51
continuous trading

futures, 521
options, 567

contract law, for swaps, 665n2
contractual institutions, 12
conventional mortgage, 346, 349
conversion, 575
conversion factor, 524
conversion price, 484n2
conversion ratio (CR), 466
conversion value (CV), 466
convertible bonds, 205–6, 466–73
convexity, 33, 175, 505–6

alternative formulas for, 181
caveats, 181–82
derivation of, 171
duration and, 173
measures of, 178–79
properties and uses of, 179–81
value of, 180–81

convexity bias, 181
corner, 17, 236, 238
corporate bond market, 209–13
corporate bonds, 5, 194

accrued interest, 223n2
credit analysis, 419
default rates, 150

general features, 194–200
market segmentation theory and, 113,

114, 115, 117
online information for, 65
preferred habitat theory and, 119
risk premiums, 95
secured, unsecured, and guaranteed,

200–204
special features, 204–7

corporate bond yields, interest rates and,
75–78

corporate debt securities, 193–94, 217–18
bankruptcy, 207–9
commercial paper, 215–17
corporate bond market, 209–13
corporate bonds, 194–207
medium-term notes, 214–15
online information, 219–20

corpus. See principal-only security
corrections (2008–2009), 93
corridors, 615, 617–20
counterparties, 638
coupon bonds, 194–95, 499–502
coupon payments

price sensitivity and, 34
semiannual, 35–36

coupon rate, 5, 31–32, 44
covenants, protective, 199–200
covered bonds, 322
cover pool, 322–23
Cox, J. C., 488
creation basket, 298
creation unit, 298
credit analysis, 418–21
credit card receivable-backed securities,

398–400
credit default swaps, 15, 637, 685, 691, 705

CAT bond, 705
default rates and, 698–701
equilibrium spread, 693–95
generic, 692
off-market swap, 702–3
other credit derivatives and, 703–4
terms, 692–93
total return swaps, 704–5
uses, 693
valuation, 695–701

credit enhancements, 203, 217
credit investment strategies, 416, 418–21
credit lines. See lines of credit
credit quality, of residential mortgages,

349–50
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credit risk. See default risk
credit-sensitive bonds, 206
credit spread, 154–55, 156, 267–74, 275
credit spread risk, 21
credit-supported CP, 217
credit tightening, 109
credit tranches, 391–92, 395
credit tranching, 392
credit watch, 154
crieé system, 26n1
cross hedges, 535, 547n6, 590, 592–93
cross-border risk, 323, 324, 420
cross-collateralization, 395
cross-currency swaps, 15, 637, 691
cross-default protection, 395
crossing network, 9
crowding-out effect, 110
cumulative cap, 621–24
cumulative default rates, 151
cumulative probability, 151
currencies

futures quotes for, 335
spot and forward quotes for, 334

currency denomination, 320
currency positions, hedging, 624–27
currency swaps, 15, 637, 685, 705

evolution of, 710n1
example, 685–86
loan rates, 688–91
non-generic, 691
valuation, 686–88

currently callable issue, 198
current yield, 43
curtailment, 351
cushion bonds, 415
cushion spread, 434
CUSIP (Committee on Uniform Securities

Identification Procedures), 16
customer repo, 243
cut-off rates, 131–32

DaimlerChrysler Auto Trust, 409n2
day count convention, 38
day traders, 521
dealer paper, 216
dealers, 7
dealer swaps, 644, 645
Dean Witter Reynolds, 235
debentures, 201, 203, 224n7
debt burden, 419–20
debt claims, types of, 4–6
debtor-in-possession, 208

debt securities. See corporate debt securities;
credit default swaps; currency swaps;
forward swaps; futures; interest rate
derivatives; interest rate options;
interest rate swaps; intermediary debt
securities; international debt securities;
options; OTC derivatives; swaps;
swaptions

debt-to-service ratio, 394
dedicated portfolios, 426–28
dedicated tax-backed revenue bonds, 263
deep-discount bonds, 195
deep in-the-money call, 573
deep in-the-money puts, 574
deep out-of-the-money call, 573
deep out-of-the-money puts, 574
default insurance, 266
default intensities, 696, 698–701
default loss, 391–92
default rates

credit default swaps and, 698–701
sovereign debt, 329

default risk (credit risk), 21, 91, 147–49
bond diversification and quality ratings,

157–59
credit spreads and, 154–55, 156
downgrades and ratings transition matrix,

153–54
Eurobonds, 320
event risk and, 223n5
historical, 149–53
interest rate swaps, 657–58
liquidity risk and, 159
market segmentation theory and, 109
municipal securities, 267–74, 275
priorities and, 223–24n6
probability intensities from, 151–53
recovery rates and, 153, 154
residential mortgages, 355–59

default risk premium, 154, 155–57
deferred annuities, 304–5
deferred call, 197
deferred coupon bonds, 204–5
deferred-interest bond (DIB), 204–5
deficit economic units, 6–7
Deficit Reduction Act of 1984, 280
defined-benefit plan, 307, 315n13
defined-contribution plans, 307
delayed-rate set swaps, 679
delayed-reset swaps, 679
delinquency rate, 400
delivery procedures, for futures, 521
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demand and supply curve analysis, 79–80
demand for loanable funds, 80
denominations

commercial paper, 216
Eurobonds, 320

depository institutions, 12
derivation, of duration and convexity, 171
derivative securities, 14–15. See also interest

rate derivatives; OTC derivatives
Derman, E., 489
designated market makers (DMMs), 8, 9
d estimation approach, 492–95
Deutsche Termin Boerse (DTB), 520
diagonal spread, 564
Diamonds, 298
direct financial market, 10–11
direct hedges, 535
direct paper, 215–16
Direxion:30Y Trs Bull 3X (TMF), 301
dirty price, 39, 41
disclosure statement, for bankruptcy, 208
discount points, 345
discount yield, 43
disintermediation, 27n5
diversification, of bonds, 157–59
dividends. See preferred dividends
divisibility, 22
documented paper, 217
dollar duration, 188n7
dollar repos, 241
domestic bonds, 13, 317

non-U.S., 321–23
domestic CDs, 285, 314n3
Dominican Republic, default by, 330
double-barreled, 263
Dow Jones Industrial Average (DJIA), 92
downgrades, 153–54
downward-sloping yield curves. See inverted

yield curves
Drexel Burnham Lambert, 149, 211, 212
Dryden Global Total Return A, 325
dual-currency Eurobonds, 321
dual trading, 520, 546n1
due on sale, 350
duration

alternative formulas for, 181
binomial interest rate tree and, 505–6
caveats, 181–82
cell matching and, 425
derivation of, 171
market risk and, 165–67
measures of, 169–72

portfolio, 174–75, 176–77, 178
properties and uses of, 172–74

duration gap analysis, 431–34, 449n15
duration-matching, 429
Dutch auction system, 236

East Asia, debt crisis in, 323
Eastern Airlines, 207
economic climate analysis, 420
economic conditions, interest rates and,

83–84
economic events, interest rates and, 92–93
economic growth, 83–84, 111
economic recessions

2008–2009 (U.S.), 93
credit risk and credit tightening, 109
interest rates and, 83–84
market segmentation theory and, 108–9,

110, 111
economic surplus, 432
effective convexity, 182
effective date, 638
effective duration, 182
effective rate, 36
efficient financial markets, 17, 19–20
efficient market, 19–20
electronic communication network (ECN), 9
E. F. Hutton, 235
electronic trading market, 9
electronic Treasury, 229
eligible paper, 217
embedded call options, hedging, 675–76
embedded options, 5, 15

bond valuation of, 461–66
embedded put options, hedging, 676
emerging market debt, 323–24
Employee Retirement Income Security Act

(ERISA), 18, 307–8
energy cost, in 1970s (U.S.), 92
English auction, 236
enhanced bond indexing, 426
Enron, 207
enter repo agreements, 243
equilibrium CDS spread, 693–95
equilibrium conditions 538–41
equilibrium model, 489
equilibrium prices, 57–60
equilibrium Treasury bond futures price, 541
equipment trust bonds, 201–2
equity funds, 293
equity participation mortgage, 346
equity swaps, 679, 705
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equivalent bond position, 686–87
equivalent forward exchange position, 687
equivalent spot rates, 539
ESM Government Securities, 243
estimation, of binomial trees, 488–95
euro, 88, 89, 105, 106, 320, 334
euro CD rates, 332
Eurobond market, 318–21
Eurobonds, 13, 317, 323, 341n3, 4, 6, 7
Eurobonds and Eurocurrency markets, 318
Euroclear, 320
Eurocurrency CDs, 332
Eurocurrency market, 326, 328, 331–33
Eurodollar CDs, 285, 314n3
Eurodollar deposits, 331
Eurodollar futures, 521, 524, 532–33,

547n7
Eurodollar futures contract, hedging with,

588–89
Eurodollar futures options, 553–54
Eurodollar futures put, hedging with, 590,

591
Eurodollar futures strips, swaps and, 643–44
Eurodollars

futures options call on, 561
futures options put on, 562

Eurodollar strip, 597
Euro-medium term notes (Euro-MTNs),

320
Euronext N.V., 8
European covered bond market, 322–23
European Economic Community (EEC), 322
European option, 550
Evans, J., 157, 158
event of default, 301, 404
Event of Default Notice, 301
event risk, 159, 200, 223n5
events of default notices, 404
Evergreen International Bond A, 325
Excel program, for binomial trees, 493–95
excess interest, 393
excess spread, 393
exchange rate risk, 14, 333, 334–36
exchange rates, 88, 89
exchange-traded funds (ETFs), 8

global fixed-income mutual funds and,
324, 325–26, 327–28, 329, 330

intermediary debt securities, 290, 298–99,
300–301, 314–15n7

international fixed-income, 327–28
exchange-traded products (ETPs), 298
exercise date, 550

exercise price, 550
exotic options, 624, 625
expectations, for interest rates, 90–91
expected default rates, estimation of,

700–701
expected inflation, 88–90, 116
expected rates of return, forward rates and,

130–31
expiring transaction, 569
Export-Import Bank, 244, 245
extendable bonds, 206
extendable reset bonds, 204
extendable swaps, 677
extension risk, 364–65
external bond market, 317
external financing, 193

Fabozzi, Frank, 297
Fair, Isaac, and Company (FICO), 350
Fallen Angels, 149, 212
Fannie Mae. See Federal National Mortgage

Association
Fannie Mae Subordinated Benchmark

Notes, 247
Farm Credit Assistance Program, 244
Farm Credit Banks (FCBs), 248, 249
Farm Credit Finance Assistance Corporation

(FACO), 250
Farmer Mac. See Federal Agriculture

Mortgage Corporation
Farmers Home Administration, 204, 388n3
federal agencies, 243–44
federal agency MBSs. See agency MBSs
federal agency mortgages. See agency

mortgages
federal agency securities. See agency

securities
Federal Agriculture Mortgage Corporation

(Farmer Mac), 244, 245, 246, 247–48
Federal Deposit Insurance Company (FDIC),

18, 151, 250, 284, 314n1
Federal Deposit Insurance Corporation

Improvement Act (FDICIA), 314n1
Federal Farm Credit Bank Funding

Corporation, 245, 250
Federal Farm Credit Banks, 6
Federal Farm Credit Bank System (FFCBS),

244, 245, 248–50
Federal Financing Bank, 244, 245
federal funds market, 242
Federal Guaranteed Student Loan Program,

248, 250–51
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Federal Home Loan Bank Board (FHLBB),
249, 250

Federal Home Loan Bank System (FHLBank
System), 244, 245, 246, 247, 248, 250

Federal Home Loan Mortgage Corporation
(Freddie Mac), 151

agency securities, 244, 245, 246, 247,
248, 249

MBSs, 360–61
mortgage-backed securities, 288
residential mortgages, 349

Federal Housing Act, 265
Federal Housing Administration (FHA),

244, 249, 349, 351
Federal Institutional Reform, Recovery, and

Enforcement Act (FIRREA), 250
Federal Intermediate Credit Banks (FICBs),

248, 249
Federal Land Banks (FLB), 248
Federal Land Credit Associations, 249
federally sponsored agencies, 244
Federal National Mortgage Association

(Fannie Mae), 151
agency securities, 244, 245, 246, 247,

248, 249
MBSs, 360–61, 363–64
mortgage-backed securities, 288
residential mortgages, 349

Federal National Mortgage Association, 6
Federal Old Age and Disability Insurance

Program. See Social Security
Federal Reserve, 12, 16

banker’s acceptances, 288
China and, 112
commercial paper, 216
dealer paper, 216
financial crisis (2008–2009), 151
interest rates and, 75, 91
monetary policy (1970s and 1980s), 92
open market operations and, 144n3
open-market sales and, 210
repurchase agreements, 242, 243
Treasury securities markets, 236
Treasury strips, 235

Federal Reserve Bank of New York, 238,
239

Federal Reserve Regulations T and U, 18
Federal Reserve System, 16, 210, 228, 246
Federated Department Stores, 207
Federated International High Income C,

326
FHA. See Federal Housing Administration

FICALC, 65
FICO score, 350
Fidelity, 289
Fidelity Advisor Convertible Secs A, 296
Fidelity Advisor Strategic Income C, 296
financial assets, 3–4
financial claims, 3
financial crisis (2008–2009), 93, 150–51
financial disclosure requirements (Securities

Exchange Act), 17
Financial Guaranty Insurance Company

(FGIC), 266
Financial Industry Regulatory Authority

(FINRA), 9, 65
Financial Institutions Reform, Recovery, and

Enforcement Act, 149
financial markets, 6–7

efficient, 17, 19–20
insurance companies role in, 306
types of, 7–15

Financial Services Modernization Act. See
Gramm-Leach-Bliley Act

financial system
assets, characteristics of, 20–23
assets, real and financial, 3–4
debt claims, types of, 4–6
financial markets, 6–15, 17, 19–20
regulations, 15–17, 18

Financing Corporation (FICO), 244, 250,
258n13

financing. See Treasury financing
firm commitment, 210
First Boston, 297
First Boston Credit Suisse, 216
first-price sealed-bid auction, 236
first-to-default CDS, 704
fiscal policy, 84, 92
fiscal soundness, 420
Fisher, Irving, 90
Fisher, Lawrence, 188n3, 430
Fisher effect, 90
Fitch Ratings Service, 147, 153, 154, 268,

326
fixed deliverable bond, 554
fixed-income ETFs, 300, 327–28
fixed-income investment funds, 295, 325–26
fixed-income mutual funds, global, 324,

325–26, 327–28, 329, 330
fixed-income positions. See interest rate

derivatives; OTC derivatives
fixed-period annuity, 304
fixed-rate investments, synthetic, 655

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: a/b P2: c/d QC: e/f T1: g

bind JWBT303-Johnson July 20, 2010 14:6 Printer: Hamilton

Index 865

fixed-rate loans, synthetic, 596–98, 640,
641, 651, 653–54

fixed-rate mortgage (FRM), 345, 348
fixed-rate payer, 638
flat price. See clean price
flight to safety, 85
floatation cost, 210
floating-rate assets, hedging, 614–15, 616,

619
floating-rate CD (FRCD), 285
floating-rate investments, synthetic, 655–56
floating-rate loans

hedging, 613–14, 622–23
synthetic, 598–99, 640, 642, 651, 652,

654–56
floating-rate notes (FRNs), 195–96
floating-rate obligation, 262
floating-rate payer, 638
floating-rate tranches, 369
floor, 612
floorlets. See interest rate put
floors

interest rate derivatives, 599
interest rate options, 556
OTC derivatives, 612–20
swaptions, 674–75

floortion, 625
focus strategy, 430
Ford Credit Corporation, 216
forecasting, spot yield curves, 127, 129–30
foreign bond and security markets, 318
foreign bond market, 318
foreign bond risk, 324, 326
foreign bonds, 13, 317, 341n2
foreign CDs, 285
foreign currency market, 333–34, 335
foreign currency options, hedging currency

positions with, 624–27
foreign securities market, 13–14
forward CDs, 286
forward contracts, 14, 517, 525–26, 704
forward exchange position, equivalent, 687
forward-forward contracts, 633n2
forward rate agreements (FRAs)

futures, 525–26, 547n2, 3
OTC derivatives, 607–8, 633n2

forward rates, 130–31, 334, 540–41. See
also implied forward rates

forward start options, 625
forward swaps, 667, 678–79

future investments, 668–69
future loans, 667–68

hedging with, 667–69
uses of, 670
variation of, 670

forward yield curves, 135–38
fractions, 39–41
France, domestic bonds in, 322
Franklin High Income Adv, 295
fraud, 243
fraud provisions (Securities Exchange Act),

17
Freddie Mac. See Federal Home Loan

Mortgage Corporation
Freddie Mac Subs, 247
French government long-term bonds

(OATs), 322
front PTI, 350
full faith and credit, 227, 262
full price, 39, 41
full-replication approach, 424
fully amortized loans, 199
fully modified pass-through, 388n5
fundamental analysis, 419
fundamental credit analysis, 419–21
fundamental valuation strategies,

421–23
fungible, 4
funnel sinking fund, 199
fusion conduit deal, 395
future debt, caps and floors on, 674–75
future investments, hedging, 668–69
future loan rate, hedging, 609–10
future loans, hedging, 667–68
futures, 14, 517–18

clearinghouse, 527–29
definition, 518, 520
hedging, 531–36
margin requirements, 529–31
markets and characteristics, 520–26
online information, 520
pricing, 536–41

futures contract, 518
futures exchanges, 518, 519, 580n1
futures funds, 531
futures market, 14–15
futures options, 550–51

foreign exchanges and, 580n1
Treasury bill, 553–54
Treasury bond, 552–53

futures options call, on Eurodollars, 561
futures options positions, 560–62
futures options put, on Eurodollars, 562
futures positions, 526–27
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futures rates, implied, 540–41
futures trading, nature of, 526–

Garban-Intercapital, 239
GE Capital, 216
GE Capital Mortgage, 361
General Accounting Office (GAO), 244
General Motors, 151, 207, 315n13
General Motors Acceptance Corporation

(GMAC), 214, 216
general names, 274
general obligation bonds (GOs), 6, 262–63
generic credit default swaps, 692, 710n3
generic interest rate swaps, 637–44
generic swaps, 637

cancelable, 677
extendable, 677
synthetic positions, 678

geometric mean, 60–64
Georgia Pacific, 195
German government bonds (Bunds), 322
Germany

commercial and investment banking,
322

covered bonds, 322
Eurobond market and, 319

gilt, 322
Ginnie Mae. See Government National

Mortgage Association
Ginnie Mae I, 360
Ginnie Mae II, 360
Ginnie Mae MBSs, 360
Glass-Steagall Act, 18
global bonds, 318, 321
global financing, 251
global fixed-income mutual funds, 324,

325–26, 327–28, 329, 330
global funds, 289
global government bond, 297
GLOBEX, 520
GMO Currency Hedged Intl Bond III, 325
Goldman Sachs, 216, 238, 351, 508
Goldman Sachs Global Income A, 325
government account series, 229
government bond markets, non-U.S., 322
government monetary and fiscal policy

Treasury financing, 84
Government National Mortgage Association

(Ginnie Mae), 244, 245, 246, 247, 248,
249, 288, 360

government-owned corporation, 251
Government Security Act of 1986, 243

government security dealers, 238–39,
240–41

government-sponsored enterprises (GSEs), 6,
244, 245, 246–47

graduated payment mortgages (GPMs), 345,
346

Gramm-Leach-Bliley Act, 18
grant-anticipation notes (GANs), 261
gross domestic product (GDP), 83–84
gross portfolio yield, 399
growth funds, 292
guaranteed bonds, 200–204
guaranteed investment contract (GIC), 305
guarantees, mortgage, 349
Guarantor/Swap Program, 361
Guidestone Funds Global Bond GS4, 295

Hamilton, Alexander, 225
health insurance, 305–6, 315n9, 10
Heath, D., 489
hedgeable rates, 131–32
hedge funds, 301, 302
hedging

currency positions, 624–27
floating-rate assets, 614–15, 616, 619
floating-rate loans, 613–14, 622–23
forward swaps, 667–69
future investments, 668–69
futures, 531–36
interest rate derivatives, 583–90, 591
interest rate swaps, 656–57
OTC caps and floors, 612–15, 616
OTC derivatives, 607–12
risk, 535–36
swaptions, 674–76

Hicks, J. R., 170
hidden option, 652–53
highway revenue bonds, 264
high-yield bond funds, 421
high-yield bonds, 204
high-yield spreads, 156
high-yield total returns, 157
Hilliard Farber and Company, 239
historical default risk, 149–53
historical risk premiums, 97–98
Ho, T. S. Y., 489
Holden, Craig, 79
holder, 550
hold-in-custody repo, 243
home equity loan-backed securities (HELs),

398–400
horizon, 51–54
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horizon analysis, 54–57, 416
horizon matching, 431
hospital revenue bonds, 264
housing financing, 246–48, 249
humpedness, 416
humped yield curves, 106
Hutzler, 155
hybrid ARMs, 345, 346
hybrid funds, 293

IBM, 210
I-Deal, 280n4
identification, 16
Ilmanen, A., 181
immunization. See bond immunization;

bond immunization strategies
implied default rates, 700–701
implied forward rates, 61–63, 73n2, 129,

540–41
implied futures rates, 540–41
implied repo rates, 539–40
implied volatility, 104n1
income bonds, 204
income funds, 292
income gap analysis, 449n15
indenture, 194, 262, 263, 265
indenture analysis, 419
index-amortizing swaps, 678, 679
index funds, 289
indexing, 414, 424–26
index-principal swaps, 678
individual retirement accounts (IRAs), 290,

308
industrial analysis, 419
industrial development bond (IDB), 263,

264, 280n3
industrial paper, 216
industrial revenue bond (IRB). See industrial

development bond
inflation index, 258n7
inflation

1970s (U.S.), 92
actual and expected, 88–90
expected, 116

inflation-indexed bonds. See Treasury
Inflation Protection Securities

Ingersoll, J., 488
initial margin, 529–30
insurance companies, 303–6, 315n8, 9, 10,

11
insurance products, 303–4, 315n8
insured mortgage, 346, 349

insured municipal bonds, 266
Inter-American Development Bank (IDB),

251
Interbank Foreign Exchange Market, 14
interbank foreign exchange market, 333
intercommodity spread, 593, 594–95
interdealer market, 238
interest, taxation of, 212. See also accrued

interest
interest coverage test, 404
Interest Equalization Tax (IET), 318–19
interest on investment, 163
interest payments, on mortgages, 348
interest rate anticipation strategies, 415–16,

417
interest rate call, 555, 608–10
interest rate call option, 563
interest rate call positions, 562, 563
interest rate changes, bond price sensitivity

and, 33–34
interest rate derivatives, 583, 599–600

cross hedging, 590, 592–93
hedging, 583–90, 591
options and cash flow, 599
speculation with, 593–96
synthetic debt and investment positions,

596–99
interest rate futures, 522–26, 534
interest rate options, 549

cap, 556
floor, 556
interest rate call, 555
interest rate put, 555–56
markets, 552
online information, 550
OTC options, 554–55
positions, 556–66
price relationships, 571–76
speculation with, 595
trading, microstructure for, 566–70
types of, 552–53

interest rate paths, 460, 473–79, 484n3
interest rate put, 555–56, 610–11
interest rate put option, 563
interest rate put positions, 562, 563
interest rate swaps, 15, 637, 658–59

applications, 653–57
comparative advantage, 650–52
contract law and, 665n2
default risk, 657–58
generic, 637–44
hidden option, 652–53
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interest rate swaps (Continued )
market, 644–48
non-U.S. dollar, 678, 679
valuation, 648–50

interest rates, 44, 75–77, 99–100
bond demand and supply curve analysis,

79–80
capital flows, international, 86, 88, 89
comparative equilibrium, 81–83
economic conditions, 83–84
economic events and, 92–93
expectations and liquidity, 90–91
government monetary and fiscal policy

Treasury financing, 84
inflation, actual and expected, 88–90
level of, 77–91, 92–93
liquidity, 98–99, 100
market equilibrium, 81
monetary policy, 84–85
online information, 101
pure expectations theory and, 124, 126
relative risk, 85–86, 87
risk, 91, 93–98
structure of, 91, 93–99, 100
See also term structure of interest rates

interest-only (IO) class, 374, 375
interest-only mortgages (IO), 345, 346
interest-only security (IO), 234
interest-rate risk, 21
intermarket sector spread, 94
intermediary debt securities, 283, 309

banker’s acceptances, 287–88
bank securities, 283–87
insurance companies, 303–6
investment funds, 289–303
mortgage-backed and asset-backed

securities, 288–89
pension funds, 303, 306–8

intermediate financial market, 10, 11–12
intermediate-term tax-free bond funds,

293
internal bond market, 14, 317
internal financing, 193
Internal Revenue Service (IRS), 193
International Bank for Reconstruction and

Development, 245, 251
international capital flows, 86, 88, 89
international debt, credit analysis of, 420
international debt securities, 317–18

domestic bonds, non-U.S., 321–23
emerging market debt, 323–24
Eurobond market, 318–21

Eurocurrency market, 326, 328, 331–33
exchange rate risk, 333, 334–36
foreign bond market, 318
foreign bond risk and sovereign bond

ratings, 324, 326
foreign currency market, 333–34, 335
global fixed-income mutual funds and

ETFs, 324, 325–26, 327–28, 329, 330
online information, 336–37

International fixed-income ETFs, 327–28
International Monetary Fund (IMF), 323
International Monetary Market (IMM)

futures, 517
OTC derivatives, 625

International Swap and Derivatives
Association (ISDA), 638, 665n2

in-the-money, 571, 573
intracommodity spread, 593, 594
Intraday Indicative Value (IIV), 314–15n7
intramarket sector spread, 94
intrinsic value (IV), 571
inverse FRN, 196
inverted yield curves, 105
Investinginbonds.com, 64–65
Investment Advisors Act, 18, 314n6
investment banker, 10–11
investment companies, 12
Investment Company Act (ICA), 18, 217,

298
investment Company Institute, 299
investment funds

accumulation plans, 292
bond market indexes, 296–97
closed-end funds, 290, 291
collateralized debt obligations, 299, 301
exchange-traded funds, 290, 298–99,

300–301
fixed-income, 295, 325–26
hedge funds, 301, 302
market for, 289–90
online information, 302–3
open-end funds (mutual funds), 290–91,

293, 294
real estate investment trust, 301–2
structure of, 290
taxes and regulations, 293–94, 296,

314n6
types of, 290, 292, 293, 294, 295–96
unit investment trusts, 290, 291–292

investment positions, 596–99, 674–75
investment-grade bonds, 148
investment-grade loans, 286

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: a/b P2: c/d QC: e/f T1: g

bind JWBT303-Johnson July 20, 2010 14:6 Printer: Hamilton

Index 869

investor hedging, of embedded call options,
675–76

investors, return-risk preferences of, 94–97
investor’s equivalent taxable yield, 260
Ipreo, 280n4
iShares:Barc Gvt/Crd Bd (GBF), 301
iShares:iBoxx $IG Corp (LQD), 301
iShares:S&P US P St Id (PFF), 301
issuing process, for medium-term notes,

214–15
Italy, domestic bonds in, 322

Jacobs, D., 592
Japan, 90, 322
Japanese government bonds (JGBs), 322
Japanese yen

Eurobonds and, 320
spot and forward quotes for, 334

Jarrow, R., 489
Johnston, R. E., 155, 157
J. P. Morgan, 297, 341n8
JPMorgan Chase, 151, 395
jumbo CDs, 284
jumbo loan, 346
junior lien, 202
junk bonds, 148, 149, 211

Kansas City Board of Trade, 518
Keough plans, 308
key rate determination, 182
knock-in options, 620
knock-out options, 620
Kolb, R. W., 592
Kraft, 213

ladder strategy, 416
last survivor’s annuity, 304
lease rental revenue bonds, 264
Lee, S. B., 489
legal opinion, 262, 265
Lehman Brothers, 151, 235
Leibowitz, M. L., 434
Lend-Lease Policy, 331
letter-of-credit-backed (LOC-backed)

municipal bonds, 266
letter-of-credit (LOC) bonds, 266
letter repo, 243
letters of credit, 203
leveraged buyout companies (LBOs), 212
leveraged firm, 193
leveraged loans, 286
liabilities, multiple-period, 431

liability positions, management of, 595–96
lien, 344
life annuity, 304
life-care revenue bonds, 265
life insurance companies, 304, 315n11
life insurance products, 304, 315n11
limited-tax GO bonds, 262
limit order, 8
limit order book, 8
lines of credit, 5, 216, 320
linkers, 322
Lipper Convertibles, 302
liquidity, 22–23, 90–91, 98–99, 100
liquidity premium, 98–99
liquidity premium theory (LPT), 106, 132,

144n6
liquidity risk, 21, 159
liquidity spread, 99
liquid yield option note (LYON), 480
load funds, 291
loan rates, currency swaps, 688–91
loan-to-value ratios (LTV), 350, 394
Loan Trade Data Base (Reuter’s LPC),

314n4
LOC paper, 217
local credits, 274
local expectations theory, 144n6
locals, 520
lockout period, 345, 399
logarithmic return, 51, 490
London interbank bid rate (LIBID), 333
London interbank offer rate (LIBOR), 196,

333, 369, 524, 525
London International Financial Futures

Exchange (LIFFE), 518, 520, 522, 523,
524

long butterfly spread, 566
long hedge, 531, 532–33, 584–88
long position, 522, 550
Long-Term Capital Management, 413
Long-Term Capital, 302
long-term tax-free bond funds, 293
long Treasury bill futures contract, hedging

with, 584–86
lookback options, 625
lottery bonds, 264
lower collar, 371–72

Macaulay, Frederick, 170
Macaulay’s duration, 170, 173, 188n8
maintenance margin, 530
make-whole premium provision, 197
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Maloney Act, 18
Manville Corporation, 207
margin call, 530
margin requirements

futures, 529–31
options, 569–70

marketability, 22
marketable securities. See Treasury securities
market equilibrium, 81
market risk, 54–57, 91, 147

duration and bond immunization, 165–67
examples, 162–65, 166, 167–69

market segmentation theory (MST), 106,
107–8

east Asian Treasury-note purchase, 112,
116, 117

economic recession, 108–9, 110, 111
expected inflation, 116
open market operations, 112, 115
recession, credit risk, and credit

tightening, 109
summary, 116–18, 132
Treasury financing, 109–12, 113, 114

market value CDOs, 400
marking to market, 530
Markowitz portfolio model, 448n9
master trust, 399
Matador bonds, 318
match book, 242
MATIF, 520, 524
maturity, 22

bond investment strategies and, 448n2
commercial paper, 216
corporate bonds, 197
Eurobonds, 320
residential mortgages, 345
See term to maturity; yield to maturity

maturity date, 638
maturity gap, management of, 588–90,

591
maturity-matching, 429
maximum convertible bond prices, 466–67
McCarran-Ferguson Act of 1945, 315n10
McEnally, R., 157–58
mean

annualized, 492–93
equations, 513n3
estimation of, 493, 494
interest rates and, 513n4
See geometric mean

Medicaid, 315n9
Medicare, 315n9

medium-term notes (MTNs), 5, 214–15,
286, 320

Mello-Roos, 266–67
mergers, 212
Merrill Lynch, 214, 235, 297, 480
Merrill-Lynch Composite, 424
Merton, Robert C., 507–8
Merton’s mixed diffusion-jump model,

513n4
Mexico

Aztec bonds, 341n8
Brady bonds, 324
debt crisis in, 323

micro hedging, 547n6
microstructure

futures, 520–21
interest rate options, 566–70

Milken, Michael, 149, 212
minimum convertible bond prices, 466–67
minimum target value, 434, 436
misrepresentation provisions (Securities

Exchange Act), 17
modified duration, 170, 172, 173, 188n6,

188n7
modified pass-through, 388n5
Moldova, default by, 330
Monetary Control Act of 1980, 18
monetary policy, 84–85, 92
money combination purchase, 566
money combination sale, 566
money market, 12–13
money market funds, 289, 293, 294
money spread, 565
Monte Carlo simulation, 376, 473
monthly factors, 353
monthly interest payments, on mortgages,

348
monthly payment rate (MPR), 399
Moody’s Investment Services, 147–48, 153,

188n1
Brady bonds, 341n9
municipal bonds, 268, 269–72, 273
sovereign debt, 326, 330

moral obligation bonds, 266–67
Morgan Stanley Inst Emerg Mkts Debt H,

326
mortgage-backed securities (MBSs), 288–89,

323, 343–44, 360, 377–78
collateralized mortgage obligations and

strips, 365–76
commercial, 394–96
evaluation of, 376–77
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features of, 361–65
federal agency, 360–61
nonagency, 360, 361, 391–94
nonagency pass-throughs or private labels,

361
online information, 378–79
valuation of, 473–80

Mortgage-Backed Security Dealers
Association, 363

Mortgage Bankers Association, 350
mortgage bankers, 388n1
mortgage bonds, 201
Mortgage Guarantee Investment

Corporation (MGIV), 349
mortgage guarantees, 349
mortgage pass-throughs. See

mortgage-backed securities
mortgage payment, 347–49
mortgage portfolio, 351–59
mortgages, secondary market for, 249. See

also mortgage-backed securities;
residential mortgages

Morton, A., 489
multi-family mortgage revenue bonds,

265
multiple discriminate analysis, 420–21
multiple-period liabilities, immunization of,

431
municipal bond, credit analysis of, 419–20
Municipal Bond Index (MBI), 552, 595
Municipal Bond Investors Assurance

Company (MBIA), 266
municipal bond markets, 274–76
municipal bond quotes (2009), 273
municipal defaults, 263
municipal financing, 259–60
municipal insurance, 266
municipal multiplier, 266
municipal securities, 259

anticipation notes, 261–62
bond markets, 274–76
credit risk, quality ratings, and credit

spreads, 267–74
financing, 259–60
general obligation bonds, 262–63
online information, 277–78
revenue bonds, 263–65
special features of, 266–67
tax-exempt status, 260–61
types of, 261–65

Municipal Securities Rule Board (MSRB),
276

municipal tax-exempt commercial paper,
261

Muni Net Guide, 274
mutual funds, 290–91, 293, 294

global fixed-income, 324, 325–26,
327–28, 329, 330

naive hedging model, 584
naked call write, 558–59
naked put write, 560
NASDAQ, 9, 26n3
National Association of Securities Dealers

(NASD), 9, 213
National Association of Securities Dealers

Automatic Quotation System. See
NASDAQ

National Bureau of Economic Research
(NBER), 86

National Futures Association (NFA), 518
Nationally Recognized Municipal Securities

Information Repositories (NRMSIRs),
274

national market, 14, 317
negative butterfly, 416
negotiable certificates of deposit, 283–84,

314n2
negotiated market, 10
net asset values (NAVs), 290–91
net portfolio yield, 400
net repo position, 242
net reverse repo position, 242
net settlement basis, 638
Netherlands Antilles, Eurobond market and,

319
net worth maintenance clause, 200
New York Futures Exchange, 518
New York Stock Exchange (NYSE), 8, 549
New Zealand Futures Exchange, 518
Nikko, Normura, and Yamaichi, 322
NOB strategy (notes over bonds), 594
no-load funds, 291
nominal rate. See coupon rate
nonagency mortgage-backed securities, 360,

361, 391–94
nonagency mortgages, 356
nonagency pass-throughs or private labels,

361
noncallable bond swaps, 423
noncoupon dates, bond valuation at, 38–41
nongeneric currency swaps, 691
nongeneric swaps, 678, 679
non-GSE federal agencies, 244, 245

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: a/b P2: c/d QC: e/f T1: g

bind JWBT303-Johnson July 20, 2010 14:6 Printer: Hamilton

872 INDEX

non-investment grade bonds, 148
non-LIBOR swaps, 679
nonmarketable Treasury debt, 229
nonnegotiable certificates of deposit, 283–84
nonprime CDs, 284
non-recourse loans, 394
nonregistered Eurobonds, 320–21
non-U.S. dollar interest rate swaps, 678, 679
non-U.S. domestic bonds, 321–23
non-U.S. government bond markets, 322
normal yield curves, 105
note issuance facilities (NIFs), 320
notes, anticipation, 261–62. See also

medium-term notes; Treasury bills and
notes; Treasury notes

notice of redemption, 197
notional interest-only class, 369–71
notional principal (NP), 638
nth-to-default CDS, 704
NYSE Amex, 26n2
NYSE Arca, 8, 9
NYSE Euronext, 8, 9, 10, 26n2
NYSE Group, Inc., 8

off-balance sheet restructuring, 596
offer price, 258n9
offer-to-redeem clause, 200
Office of Federal Housing Enterprise

Oversight (OFHEO), 361
Office of Thrift Supervision, 250
official statement, 262, 265
off-market CDS swap, value of, 702–3
off-market swap, 648–49, 702–3
offset sale, 569
offsetting position, 528
offsetting swap positions, 648, 649
offsetting transaction, 569
offshore market, 14, 317
off-the-run issues, 236
oil prices, in 1970s (U.S.), 92
on-the-money, 571, 573
on-the-run issues, 236
OPEC, 92
open-auction, 26n1
open-end bonds, 202
open-end funds. See mutual funds
opening swap positions, 646–47
opening transaction, 570
open interest, 528
open market operations (OMOs), 85, 92,

112, 115, 144n3
open-market sales, 209–11

open market trades, 10
open outcry, 520
open repo, 241
option-adjusted spread (OAS), 94, 161,

479–80
option-adjusted spread (OAS) analysis,

503–5
option-currency Eurobonds, 321
option-free bonds

features of, 503
three-period, 457
two-period, 454

option premium, 550
options, 451

barrier, 620
cash flow and, 599
CDS, 704
embedded, 5, 15
exotic, 624, 625
foreign currency, 624–27
hidden, 652–53
knock-in, 620
knock-out, 620
online information, 551
path-dependent, 620–24
terminology of, 550–51
transactions, types of, 570
See also embedded options

Options Clearing Corporation (OCC),
567–69

options exchanges, 518, 519, 567
options market, 14–15
options on futures, 550
options positions, 556–66
Orange County Investment Pool (OCIP),

270
original-issue discount (OID), 195
original-issue discount bond (OID), 260
originator, 343
OTC caps and floors

financing, 615, 617–20
hedging, 612–15, 616

OTC derivatives, 607, 627
barrier options, 620
caps and floors, 612–20
cash flow hedging, 612–15, 616
collars and corridors, 615, 617–20
currency positions hedging, 624–27
exotic options, 624, 625
financing, 615, 617–20
hedging with, 607–12
path-dependent options, 620–24
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OTC futures, 518
OTC interest rate call, 608–10
OTC interest rate put, 610–11, 612
OTC market, 7, 9, 10, 212
OTC options, 549, 552, 554–55, 570,

580n2
OTC Treasury bond options, 554–55
OTC Treasury note options, 554–55
out-of-the-money, 571, 573
overcollateralization, 394
over-the-counter market. See OTC market

Pacific Stock Exchange (PSE), 549
Pakistan, default by, 330
Pan Am, 207
parallel loans, 710n1
parallel shift, 416
par coupon yield curve, 133
Paris interbank offer rate (PIBOR), 333
participating bonds, 204
participation certificates (PCs), 247,

361
par value, 31–32
par value swap, 648–49
par value test, 404
passive bond investment strategies, 413–14,

423–28
pass-through, 343, 361. See also

mortgage-backed securities
pass-through rate/pass-through coupon rate,

362–63
pass-through securities, 247
path-dependent options, 620–24
payer swaptions, 671, 672, 673
payment date, 638
payment in kind (PIK) bonds, 204, 205
payments, mortgage, 347–49
payment-to-income (PTI), 350
Penn Central, 207
Pension Benefit Guaranty Corporation

(Penny Benny), 308, 315n13
pension funds, 258n12, 303, 306–8
Pension Reform Act of 1978, 308
perfect market, 19
performance margin, 529–30
perpetuity, 44
Peru, default by, 330
Pfandbriefe market, 323
Philadelphia Plan, 202
Philadelphia Stock Exchange (PHLX)

interest rate options, 549, 552
OTC derivatives, 624–25

piggyback loan, 346
PIMCO Extended Duration P, 295
PIMCO Foreign Bond (USD-Hedged) B,

325
PIMCO Long-Term US Government Admin,

295
Pioneer Global Aggregate Bond C, 325
plain vanilla swaps, 637
planned amortization class (PAC), 365,

371–73, 389n8
PLUS loan programs (Parent Loans for

Undergraduate Students), 248, 251
PMI Group Inc., 349
PO-collateralized CMOs, 376
points, 345
poison put, 200
political risk, 333
pollution control bonds, 264
pool, 17
pool factor, 363
portfolio duration, 174–75, 176–77, 178
portfolios

dedicated, 426–28
diversification of, 448n10
hedging, 592–93
Markowitz model, 448n9
mortgage, 351–59

position limits, 521
position profit, 239
position traders, 521
positive butterfly, 416
PowerShares EM Sov Dbt (PCY), 301
PowerShares HY Corp Bd (PHB), 300
preferred dividends, 224n7
preferred habitat theory (PHT), 106,

118–20, 132
preferred stock, 224n7
prepaid swaps, 679
prepayment, 388n6

conditional prepayment rate, 474–76
residential mortgages, 350–51

prepayment risk, 351–55
prepayment speed, 351
pre-tax yield spread, 99
price compression, 161–62
price condition, 497–99
price limits, 521
price quotes, 41–43

mortgage-backed securities, 363–64
swap market, 645–46

price risk, 56, 162, 242
prices, equilibrium, 57–60
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price sensitivity
coupon payments and interest rate

changes, 34
term to maturity and interest rate changes,

33–34
price-sensitivity model, 590, 592–593
price-yield curve, 32–33
pricing, 29–30

binomial callable bonds, 495
call price relationship, 571–73, 580n3
cash flows and compounding frequencies,

35–43
convertible bonds, 466–67
futures, 536–41
interest rate options, 571–76
put price relationship, 573–76, 580n3
relations, 31–34
settlement price, 547n4
Treasury bill futures, 536–38
Treasury bond futures, 541

primary market, 7–10, 209–11, 212, 284–85
primary securities, 10–11
prime CDs, 284
prime loan, 349
prime MBSs, 391
prime rate, 196
primitive securities, 14
principal, 4
principal-amortization period, 399
principal-only class, 374, 375
principal-only security 234
principal pay-down window, 367
principal payments, on mortgages, 348
private bourse, 27n6
Private Export Funding Corporation, 244,

245
private-label CMOs, 389n8
private labels, nonagency, 361. See also

nonagency mortgage-backed securities
private mortgage insurance (PMI), 346, 349
private pension plans, 307
private placement, 10, 211, 224n9
probability distribution, from binomial

process, 489–92
probability intensities, 151–53, 698–700
Production Credit Associations, 249
profit graph, 557
properties

convexity, 179–81
duration, 172–74

property and casualty insurance products,
303–4, 315n8

property release provision, 395
Proposition 13, 267
prospectus, 194
protective covenants, 199–200
prudent man rule, 18
PSA model (Public Securities Association),

352, 353
public bourse, 27n6
Public Company Accounting Oversight

Board (PCAOB), 18
public debt marketable securities, 231
public power revenue bonds, 264
purchasing-power risk, 231
pure bond indexing, 424
pure discount bonds (PDBs). See

zero-coupon bonds
pure expectations theory (PET), 106, 120–23

features of, 127, 129–32
risk-neutral market, 144n6
summary of, 132
yield curve expectations, 123–27, 128

put, 550
futures options, 562
interest rate, 555–56, 563, 610–11

putable bonds, 206, 461–62, 463
putable cancelable swaps, 677
Put and Call Brokers and Dealers

Association, 549
put–call parity, 575–76
put options

British pound, 626
embedded, 676

put positions, interest rate, 562, 563
put price curve, 574
put price relationship, 573–76, 580n3
put purchase, 559

Q-cap, 621–24
Qualified investment buyers (QIBs), 211
quality ratings. See bond quality ratings
quality risk, 535
quality spread, 154
quality swaps, 416, 418, 448n3, 594
quantity risk, 535
Qubes, 298

rate of return, 20–21, 32–33
rate-anticipation strategies, 415
rate-anticipation swaps, 415, 594
rates of return, 43–49

expected, 130–31
measures of, 44–45
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ratings transition matrix, 153–54
real assets, 3–4
real estate financing, 246–48, 249
real estate investment trust (REIT), 299,

301–2
real estate mortgage investment conduits

(REMIC), 361
realized return, 51
real world probability, 696–97
rebalancing, 430–31
rebundling, 235
recasting, 347
receiver swaptions, 671, 672, 673, 674, 675
recessions. See economic recessions
reconstruction, 235
recovery rates, 153, 154, 692, 710n3
recovery rating scale systems, 153
redeemable trust certificates, 291
redemption features, of corporate bonds,

197–98
red flags, 420
red herring, 210
Redington, F. M., 170, 428
reference, 247
refunded bonds, 266
refunding, 198
registered bonds, 195
regression model, 592
regulations, 15–17, 18

foreign bonds, 341n2
futures, 580n1
investment funds, 293–94, 296, 314n6
municipal bond markets, 274, 276

reinvestment risk, 21, 56, 159–60, 162
relative risk, 85–86, 87
release and substitution provision, 201
Rembrandt bonds, 318
Rendleman, R. J., 488
reopenings, 229
repo rates, 241, 242, 539–40
repurchase agreements (repos), 240–41

market for, 242–43
risk, 243
types of, 241

required rate, 31–32
reserve requirements, 342n11
reset bonds, 204
reset mortgages, 345, 346
residential mortgage-backed securities,

nonagency, 360, 361, 391–94
residential mortgages, 343–45, 377–78

credit quality, 349–50

fixed-rate and adjustable rate mortgages,
345

guarantees, 349
maturity, 345
online information, 378–79
payment, 347–49
portfolio, 351–59
prepayment, 350–51
types of, 345–46

Resolution Funding Corporation, 250
Resolution Trust Corporation (RTC), 244,

250
resource recovery revenue bonds, 264
restrictive covenants. See protective

covenants
retirement investments, 290
return-risk preferences, risk premiums and,

94–97
returns. See bond returns
Reuters, 520
Reuters Loan Pricing Corporation, 314n4
revenue bonds, 6, 263–65
revenue-anticipation notes (RANs), 261
reverse annuity mortgage, 346
reverse collar, 618, 619
reverse corridor, 620
reverse inquiry, 214–15
reverse repo, 241, 242, 258n12
reverse repo agreement, 243
reversing out position, 528
revolving period, 399
revolving structure, 399
revolving underwriting facilities (RUFS),

320
rising-rates CDs, 286
risk, 21–22, 147

balloon, 395
basis, 536
call, 91, 159–62
cross-border, 323, 324, 420
default, 147–59
duration and convexity, 169–82
event, 159, 200, 223n5
exchange rate, 333, 334–36
foreign bond, 324, 326
hedging, 535–36
interest rate levels and, 85–86, 87
interest rate structure and, 91, 93–98
market, 54–57, 91, 162–69
online information, 183
political, 333
prepayment, 351–55
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risk (Continued )
price, 56, 162, 242
quality, 535
quantity, 535
reinvestment, 56, 159–60, 162
relative, 85–86, 87
repurchase agreements, 243
sovereign, 323
tax, 260
timing, 535
See also default risk

risk aversion, 96–97
risk-free bonds, 104n3
risk loving, 96
risk neutral, 96
risk premiums, 91, 93–98
risk premium theory (RPT). See liquidity

premium theory
risk risk, 21
risk spreads, 93, 94
rolling stock, 202
rolling the hedge forward, 536
rollover CDs (roly-poly CDs), 286
Ross, S. A., 488, 508
RP position, 241
running a dynamic book, 645
Russia

debt crisis in, 323
default by, 330
Eurobonds and, 318

Rydex Govt Long Bond 1.2x Strategy C,
296

safety margin, 434, 436
Sallie Mae. See Student Loan Marketing

Association
Salomon Brothers, 155, 235, 236
Salomon Smith-Barney, 238
Samuelson, Paul, 92, 170
Samurai bonds, 318
Sarbanes-Oxley Act, 18
savings and loans financing, 250
Savings and Loan Insurance Fund (SAIF),

250
scalpers, 521
Scholes, Myron, 507–8
Schumpeter, Joseph, 93
seasoning, 352
SEC Rule 2a-7, 217
SEC Rule 15c2-12, 276
SEC Rule 144A, 211
SEC Rule 415, 210

secondary market, 7–10, 211–13
bonds, 9–10
certificates of deposit, 284–85
mortgages, 249
Treasury bills, 258n5
Treasury securities, 236

secondary securities, 11
second mortgage, 346
second-to-default CDS, 704
Section 8 bonds, 265
sector rotation, 416, 418
secured bonds, 200–204
securities. See also agency securities;

asset-backed securities; corporate debt
securities; credit default swaps; currency
swaps; forward swaps; futures; interest
rate derivatives; interest rate options;
interest rate swaps; intermediary debt
securities; international debt securities;
mortgage-backed securities; municipal
securities; options; OTC derivatives;
swaps; swaptions; Treasury securities

Securities Act of 1933, 16, 17, 211, 216
Securities and Exchange Commission (SEC),

9, 16, 17
commercial paper, 216
Eurobonds, 320
exchange-traded funds, 298
foreign bond market, 318
investment funds, 314n6
MBSs, 361
medium-term notes, 214
municipal bond markets, 274, 276
open-market sales, 210
private placement, 211

Securities Exchange Act of 1934, 16, 17
Securities Industry and Financial Markets

Association (SIFMA), 274
securitization, 288–89, 343
securitization process, 344
securitized assets, 12
security, of commercial paper, 216–17
Security Act Amendment of 1975, 276
Security Act of 1933, 314n6
Security Act of 1934, 314n6
Security Act of 1940, 314n6
Self-Employment Individual Tax Retirement

Act of 1962, 308
self-liquidating structures, 398
selling group agreement, 210
semiannual coupon payments, 35–36
semidirect market, 27n4
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senior interest, 392
senior lien, 202
senior-subordinate structures, 392–93
separate account contract (SAC), 305
Separate Trading of Registered Interest and

Principal of Securities (STRIPS), 235
sequential-pay tranches, 365–69, 370
serial bond, 199
serialization, 266
settlement date, 638
settlement price, 547n4
set-up swaps, 678, 679
SFE, 520
shared-appreciation mortgage, 346
shelf registration rule, 210
shifting interest schedule, 393
short butterfly spread, 566
short Eurodollar futures contract, hedging

with, 588–89
short hedge, 531, 533–35
short position, 522, 550
short sale, 19
short-term tax-free bond funds, 293
SIMEX, 520, 522, 523
simple annualized rate, 46
Singapore interbank offer rate (SIBOR), 333
Singapore International Monetary Market,

518
Single European Act, 322
single-family mortgage revenue bonds, 265
single monthly mortality rate (SMM), 352
sinking fund, 199
sinking-fund bonds, 462, 464–66
Small Business Administration (SBA), 244,

245
Small Business Protection Act of 1996, 308
Social Security, 307
Social Security Trust Fund, 315n12
solicitation method, 246
Southland Corporation, 207
sovereign bond default cases, 330
sovereign bond ratings, 324, 326, 329
sovereign risk, 323
sovereign wealth fund, 88
Soviet Union (USSR), 331
SPDR Barclays Mtge Bd (MBG), 300
SPDR Barclays Muni Bd (TFI), 300
special purpose vehicle (SPV), 322–23, 397
specialists, 8
speculation

interest rate derivatives, 593–96
interest rate options, 565–66

interest rate swaps, 657
swaptions, 671–74

speculative-grade bonds. See junk bonds
speculators, 19
speed, 351
Spiders, 298
sports complex and convention center

bonds, 265
spot market, 14–15
spot options, 550
spot options positions, 557–60
spot rate curve, theoretical, 133–38
spot rates, 51, 57–60, 539, 452
spot yield curves, forecasting, 127, 129–30
spread duration, 175
spread options, 562, 564–65
spreads

arbitrage-free, 694
CDS, 692
equilibrium CDS, 693–95

stable value investments, 305
Standard & Poor’s, 16, 147, 148, 153, 268,

275, 326
Standard & Poor’s Composite Yield Table,

275
Standard & Poor’s Leveraged Commentary

and Data (LCD), 314n4
Standard & Poor’s Securities Evaluations,

275
standard deviation, annualized, 513n2
standardization

futures exchanges, 521
options exchanges, 567

standardized default assumption (SDA),
356–57, 359

Standard Oil, 195
standby underwriting agreement, 210
state and local government series (SLGS),

229
stated-income loan, 346
static yield analysis, 376–77
step-down bonds, 321
step-down provision, 393
step-up bonds, 321
Sterling LIBOR, 333
stock. See preferred stock
Stockholm Option Market (SOM), 520
stop price, 236
stop price/stop-out price, 236
straddle, 562–64
straddle purchase, 566
straddle sale, 566
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straight debt value (SDV), 466
strap purchase, 566
stretch loan, 346
strike price, 550
strip bills, 229
stripped MBSs, 374–76
strip purchase, 566
strips

Eurodollar, 597
Eurodollar futures, 643–44

structured MTNs, 215
Student Loan Marketing Association (Sallie

Mae), 244, 245, 248, 250–51
student-loan revenue bonds, 265
student loans, 250–51
subordinate debentures, 203, 224n7
subordinate interest, 392
subprime loan, 349
subprime MBSs, 391
supply and demand curve analysis,

79–80
supply of loanable funds, 80
support class/support bond, 371
surety bonds, 204
surplus economic units, 6–7
surplus management, 431–34
swap bank note, 646
swap banks, 644, 689, 691
swap derivatives. See forward swaps;

swaptions
swap market, 14–15
swap rate, 646
swap rate yield curve, 138
swaps, 15

bond, 413, 423
cancelable, 677
extendable, 677
nongeneric, 678, 679
quality, 416, 418, 448n3, 594
rate-anticipation, 415, 594
synthetic positions, 678
tax, 423, 448n8
yield pickup, 422
See also credit default swaps; currency

swaps; forward swaps; interest rate
swaps; swaptions

swaptions, 667, 670–71, 678–79
arbitrage: synthetic positions, 676
hedging, 674–76
speculation, 671–74

Swiss franc, spot and forward quotes for,
334

Swiss Options and Futures Exchange
(SOFE), 521

SYCOM, 520
syndicated loans, 286–87
synthetic CDOs, 401
synthetic debt positions, 596–99
synthetic fixed-rate loans, 596–98, 640, 641,

651, 653–54
synthetic floating-rate loans, 598–99
synthetic investments, 599
synthetic loans, 639–40, 641–42
synthetic positions

generic swaps, 678
swaptions, 676

synthetic Treasury bill rates, 539
system repo, 243

tap CDs, 332
targeted amortization class (TAC) bonds,

372
target rate, 434
target value, 428
taxability, 23, 99, 100
taxable bond funds, 293
taxable municipals, 261
tax allocation bonds, 265
tax-anticipation bills, 258n4
tax-anticipation notes (TANs), 261
taxation/taxes, 212

Eurobond market and, 318–19
investment funds, 293–94, 296

tax-exempt corporate bonds, 205
tax-exempt status, of municipal securities,

260–61
tax-free bond funds, 293
Tax Reform Act of 1986, 205, 260, 261
tax risk, 260
tax swaps, 423, 448n8
TCW Emerging Markets Income I, 326
teaser loan, 345, 346
technological changes, in 1990s, 92–93
TED spread, 595
Tennessee Valley Authority (TVA), 6, 244,

245, 247, 251
term CDs, 284
term life policy, 304
term repo, 241, 258n10
term structure of interest rates, 75, 105–7

benchmark yield curve construction,
133–38

liquidity premium theory, 132
market segmentation theory, 107–18
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online information, 138–40
preferred habitat theory, 118–20
pure expectations theory, 120–32
summary of, 132

term to maturity, 4, 33–34
Texaco, 207
theoretical spot rate curve, 133–38, 235
theoretical value, 460–61, 479
theoretical value of the MBS, 479
three-period bonds, valuation of,

456–60
three-period callable bonds, 458
three-period option-free bonds, 457
Tier-1 eligible paper, 217
Tier-2 eligible paper, 217
time spread, 564
time value premium (TVP), 571–72
timing risk, 535
Toevs, A., 592
Tokyo Financial Futures Exchange, 518
Toronto Futures Exchange, 518
total return (TR), 51–57

high-yield, 157
total return analysis, 416
total return swaps, 679, 704–5
Toy, W., 489
tracking errors, 424
trade date, 638
trading blocs, 341n1
Trading Reporting and Compliance Engine

(TRACE), 213
tranche CDs, 332
tranches, 365

credit, 391–92, 395
floating-rate, 369
planned amortization class, 365, 371–73,

389n8
sequential-pay, 365–69

Treasury auction schedule, 231, 258n6
Treasury bill auction, 236, 237–38
Treasury bill futures, 522, 536–38, 547n7
Treasury bill futures call, hedging with,

586–87
Treasury bill futures contract, hedging with,

584–86
Treasury bill futures investment (182-day),

hedging with, 587–88
Treasury bill futures options, 553–54
Treasury bill rates, synthetic, 539
Treasury bills, 5–6, 229–30

rates on, 284
secondary market, 258n5

Treasury bond futures, 524–25, 534–35, 541
Treasury bond future puts, hedging with,

592–93
Treasury bond futures options, 552–53
Treasury bond options, OTC, 554–55
Treasury bonds and notes, 5–6, 230–231

China, 112, 116, 117
market segmentation theory and, 113,

114, 115, 117
risk premiums, 95

Treasury Bureau of Public Debt, 236
Treasury financing

market segmentation theory and, 109–12,
113, 114

monetary and fiscal policy, 84
Treasury Income Growth Receipts (TIGRS),

235
Treasury Inflation Protection Securities

(TIPS), 231–32, 233, 234, 322
Treasury note futures, 525
Treasury note options, OTC, 554–55
Treasury rates, 75–78, 79
Treasury securities, 225–29, 252

China and, 86, 88, 93, 112, 116, 117
government security dealers, 238–39
markets for, 236–38
online information, 239–40
short-term, 113
Treasury bills, 229–30
Treasury bonds and notes, 230–231
Treasury inflation-indexed bonds,

231–32, 233, 234
Treasury strips, 232–36

Treasury strips, 232–36, 258n8
Treasury strip yield curve, 138
Treasury yield curves, 87
trigger options, 625
trustee, 194
Trust Indenture Act, 18
truth in securities law. See Securities Act of

1933
TSE, 523
Tullett Liberty, 239
tunnel sinking fund, 199
twist, 416
two-period binomial tree, 499, 500, 501
two-period bonds, valuation of, 452–55
two-period option-free bonds, 454
two-step securitization, 397

u estimation approach, 492–95
Ukraine, default by, 330
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unbiased expectations theory (UET). See
pure expectations theory

unconditional probability rates, 151
underwriting, 11
underwriting process, for Eurobonds,

319–20, 341n3, 4
underwriting syndicate, 11
United Kingdom, domestic bonds in, 322
U.S. companies, loan rates for, 688–91
U.S. corporate bond default rates, 150
U.S. Department of Housing and Urban

Development (HUD), 265
U.S. Department of Veterans Affairs (VA),

349, 351
U.S. dollar-denominated Eurobonds, 320
U.S. dollars, 88, 89

loan rates in, 688–91
U.S. federal agency securities. See federal

agency securities
U.S. Flow of Funds, 12
U.S. futures exchanges, 519
U.S. government deficits, 225, 227,

257–58n1
U.S. government indebtedness, 225, 227,

228, 257–58n1
U.S. government revenues, 225, 226, 227,

257–58n1
U.S. government spending, 225, 226, 227,

257–58n1
U.S. High-Yield Bond, 297
U.S. investment-grade bond, 297
U.S. savings bonds, 229
U.S. Treasury, 225

online information for, 64–65
See also Treasury bills; Treasury bonds

and notes; Treasury Inflation Protection
Securities; Treasury securities; Treasury
strips

unit investment trusts (UITs), 290, 291–292
universal life policies, 304
unlimited tax GOs, 262
unsecured bonds, 200–204
unsubordinate, 203
upper collar, 372
upward-sloping yield curves. See normal

yield curves
Urban Development Corporation, 267
Uruguay, default by, 330

valuation
credit default swaps, 695–701
currency swaps, 686–88

interest rate swaps, 648–50
off-market CDS swap, 702–3
See also bond valuation

value, 20
bond price relations and, 31–32
convexity, 180–81
rate of return and, 32–33

Value Line Composite Index (VLCI), 518
Vanguard, 289
Vanguard Lg-Tm Bd;ETF (BLV), 300
variability

call price relationships, 573
put price relationships, 574

variability condition, 496–97
variable annuity, 304
variable-rate demand obligation, 262
variable-rate note, 195
variance

annualized, 492–93
equations, 513n3
estimation of, 493, 494
interest rates and, 513n4

variation margin, 530
vector analysis, 376–77
Venezuela

Brady bonds, 324
debt crisis in, 323
default by, 330

Veterans Administration (VA), 249
Veterans Affairs. See U.S. Department of

Veterans Affairs
Vipers, 298
volatility, implied, 104n1
voting bonds, 206
vulture funds, 289, 421

Wachovia Bank, 155
Wall Street Journal, 65
warehousing, 645
warrants, bonds with, 205
wash sale, 17
Washington Mutual, 155
Washington Public Power Supply System

(WPPSS), 267–68, 270–71
water and sewer revenue bonds, 264
waterfalls, 392
weighted average coupon rate (WAC), 351
weighted average loan rate, 351
weighted average remaining maturity

(WARM), 388n7
Weil, R., 430
Weinberger, A., 434
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Wells Fargo, 155, 395
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