Economics 135

Key Concepts For Exam 2  

Dr. Fayazmanesh
Chapter 5
Classification of financial markets

Term to maturity

Money and capital markets

Primary and secondary markets

Spot and financial futures markets

Hedging and speculation

T. bills, negotiable CDs, commercial papers, banker’s acceptance, repurchase agreements, fed funds, Eurodollars, common and preferred stocks, corporate bonds, mortgages, Treasury notes and bonds, municipal or state and local bonds (revenue and general obligation bonds) 
Present discounted value (PDV)

Face or par value

Coupon payment, coupon rate, current yield, and yield to maturity

Price of a bond and PDV

Capital gains and losses

Discount from par

Premium above par

Interest rate determination and loan-able funds market

Nominal and real interest rates

Inflation premium

Consol or perpetual bond

Chapter 6

Future market and compounding

Present value and discounting 

Present discounted value (PDV)

Face or par value

Coupon payment, coupon rate, current yield, and yield to maturity

Price of a bond and PDV

Capital gains and losses

Discount from par

Premium above par

Interest rate determination and loan-able funds market

Nominal and real interest rates

Inflation premium

Consol or perpetual bond

Chapter 7
Term to maturity

Term structure of interest rates

Risk structure of interest rates

Tax structure of interest rates

Yield curve

Expectation theory

Geometric and arithmetic averages

Expectation theory and he slope of the yield curve

Determinants of the expected interest rate

Criticism of the expectation theory

Preferred habitat theory

Liquidity premium

S&P and Moody’s ranking of bonds

Risk premium

Marginal tax rate and the yield on municipal and corporate bonds

Chapter 10
What FIs have in common and what differentiates them

Default risk, interest rate risk, liquidity risk, exchange rate risk

Balance sheet

Net worth or capital

Depository FIs: commercial banks, savings and loans, mutual savings banks, and credit unions.

Depository Deregulation and Monetary Control Act of 1980

Financial Institutions Reform, Recovery and Enforcement Act of 1989

Non-Depository FIs: contractual, investment, and financial types (life/property/casualty insurance companies, pension funds, mutual funds, etc.)

Contingent claims
DJIA and S&P 500

Ginnie Mae, Fannie Mae, Freddie Mac, Sallie Mae

Brokers, dealers and investment bankers

Bid and offer prices

