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U.S. Credit Market Instruments O/S 2008 Q3

U.S. Equity Market (Common)

U.S. Credit Market Debt

Debt by Selected Major Borrowers (Not Exhaustive List):

$19,648 Billion

$51,796 

U.S. Government Securities

(Includes Agency & GSE)

%s are percent of Total U.S. Credit Market Debt, source is Federal Reserve Flow of 

Funds

$13,850 (27%)
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U.S. Credit Market Instruments O/S 2008 Q3

By Selected Major Borrowers (Not Exhaustive List)

Corporate & Foreign Bonds

Municipal Bonds

$11,262  Billion

(22%)

$2,669  Billion

(5%)
Municipal Bonds

G.O., Revenue, Notes

Mortgages

(5%)

$14,720  Billion

(28%)
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Bond Characteristics

• Face or par value

• Coupon rate

– Zero coupon bond

• Compounding and payments• Compounding and payments

• Indenture
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Treasury Notes and Bonds

• T Note maturities range up to 10 years

• T bond maturities range from 10 to 30 years

• Bid and ask price

– Quoted in dollars and 32nds as a percent of par

– Typical par = $1,000– Typical par = $1,000

• Accrued interest 

– Quoted price does not include interest accrued
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Prices and Yields of U.S. Treasuries
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Bond Pricing Between Coupon Dates

• A bond has a flat price of $925.30 and an annual coupon of 

$42.50.  160 days have passed since the last coupon payment 

payments coupon between Days

payment coupon last since Days

2

Coupon$ Annual
Interest Accrued +=

$42.50.  160 days have passed since the last coupon payment 

and there are 182 days separating the coupon payments.  

What is the bond’s invoice price?

$18.68
182

160

2

$42.50
Interest Accrued =+=

Interest AccruedPrice Flatprice Invoice +=

$943.98$18.68$925.30price Invoice =+=
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Corporate Bonds & Debt

• Most bonds are traded over the counter

• Par = $1,000

• Registered versus Bearer bonds

• Call provisions• Call provisions

• Put provision (putable bonds)

• Convertible provision

• Floating rate bonds

• Preferred Stock
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Figure 10.2 Listing of Corporate Bonds
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Other Domestic Issuers

• Federal Home Loan Bank Board

• Farm Credit Agencies

• Ginnie Mae

• Fannie Mae• Fannie Mae

• Freddie Mac

• Municipalities
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• Municipal Bonds

– Issuer?

– Differ from Treasuries and Agencies?

• Risk?

o G.O. vs Revenue

o Industrial development 

• Taxation?• Taxation?

Rate)Tax  (1rr TaxableExemptTax −×=

r = interest rate
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Equivalent Taxable Yields

Rate)Tax  (1rr TaxableExemptTax −×=

2-12



Ratio of yields on tax exempt to taxable bonds
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“When Muni Bonds Go Private”

WSJ, Oct. 25 2010
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THIS WAY FOR FUNDING: A Million Air terminal in Houston. The 

firm plans to use muni bonds for financing.



International Bonds

• Foreign bonds

– Issued by a borrower from a country other than the one in 
which the bond is sold.

– Bonds are denominated in the currency of the country in 
which it is sold.  

• Yankee bonds, Samurai bonds, Bulldog bonds

• Eurobonds

– Bonds issued in the currency of one country but sold in 
other national markets.  

• Eurodollar bonds, Euroyen bonds
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Innovations in the Bond Market

• Inverse floaters

– Coupon rate falls when interest rates rise & vice versa

• Asset-backed bonds

– Income from specified assets is used to service the bond

• Pay-in-kind bonds• Pay-in-kind bonds

– Bond issuer may choose to pay interest by giving the 

investor a bond rather than cash
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Innovations in the Bond Market

• Catastrophe bonds

– In the event of a specified ‘disaster’ the bond issuer’s 

required payments are reduced or eliminated.

• Indexed bonds 

– Payments are tied to a price index or the price of a 

commodity.

• TIPS (Treasury Inflation Protected Securities) With TIPS the 

par value of the bond increases with the Consumer Price 

Index.
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Hypothetical Principal and Interest Payments 

on a TIPS
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“Bond Market TIPS Toward Inflation”
WSJ Oct. 25, 2010
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