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There are two types of problems in bond valuation: 

• Given the yield to maturity calculate the price of the bond; 

• Given the price of a bond calculate the yield to maturity.  

Here is an example where the price of the bond is given and you are asked to 

calculate the yield to maturity.

Face value = $1,000; maturity = 5 years; coupon rate = 10.5%; price of the bond = 

$1,078.80, (107.88% of the face value).  Calculate the yield to maturity of the bond.

PMT = 105;  N = 5;  PV = -1078.80; FV = 1,000.

Compute  I = 8.5%.

IRR function in the calculator can also be used for calculating the YTM of the bond. 

[Use the cash-flow register.  CF0 = -1078.80; C1 = 105, F1 = 4; C2 = 1105, F2 = 1; 

IRR→Compute→8.5%.]
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Many theories try to explain the shape of the yield curve. The most popular theory 

is the unbiased expectations theory.  This theory states that forward interest rates 

are unbiased estimates of expected future spot rates.  Term structure implies that 

for capital budgeting CF should be discounted to include term structure 

information.  The spot rate used for discounting cash flows should be equal to the 

term of the project.
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Annual U.S. inflation rates from 1900–2011 are shown.
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The U.S. has, on average, low inflation.
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TIPS: U.S. Treasury issued debt with fixed real flows, but with nominal cash flows (interest 

and principal) that are increased as the consumer price index increases.

Note:  What are the nominal cash flows for the example above?
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The graph shows the nominal and real interest rates over time for the UK.
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The graph shows the T-bill rates and inflation over time for the UK.
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The graph shows the T-bill rates and inflation over time for the U.S.
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The graph shows the T-bill rates and inflation over time for Germany.
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Sample listing of corporate bonds and the corresponding yields. 
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This slide introduces foreign currency debt, which is the most common type of debt to 

cause countries to default. The book includes real-world examples of foreign currency 

default.
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This slide introduces own currency debt, which is less likely to cause countries to default. 

The book includes real-world examples of own currency default.
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This slide examines the monetary policies of the Eurozone, the member countries of which 

cannot generate own-currency debt. Eurozone countries have ceded control of their money 

supply to the European Central Bank.
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