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Fn221 assignment 5
1) Why do corporations issue stock? Why do investors buy that stock?
The reason when company issue stock is when the company doesn’t have enough cash to finance a new project that would give positive NPV to the firm. However, to raise fund, company can use equity financing or debt financing. Both financing strategy has pros and cons. For debt financing, issuing bonds or borrowing from the bank, the company won’t lose their share of the company to other investor. They can enjoin the profit among current investor. But, they need to incur a higher fix expense which is the interest payment that leads to higher risk. For equity financing, issuing stock, there is no interest obligation. But, the current investor will have fewer shares on the company and need to share profit to more number of investor. If the company begins to issue stock to the public, this is called IPO (initial public offering).  The company will become public and subject to strict rule and regulation. It has to disclose important business and financial statement to shareholder and regulatory authorities. This makes company more well-known to the public which can have positive effect to the firm.
In the view of investor, they buy stock of each company because he expect high return form those stock. The return is both dividend and capital gain. The investor should have some information that shows the growth potential of that company. If the investor believes that the money they give to the firm will be invest in project that have a bright future. The investor is likely to get the dividend and capital gain due to the price of stock increase. 

2)   How do interest rates in the economy affect the price of a corporate bond? 
The interest rate in the economy and the price of the corporate bond has an inverse relationship. Since the corporate bond payment is fixed by the coupon rate, when the interest rate increases, the bond will give lower return relatively to other investment in the market that seem to move the same direction as interest rate. The bond holder sells the bond and go to invest in other asset to get higher return. This causes the bond price to drop, vice versa. The bond with shorter maturity will be less affected by the change in interest rate. This is because the price of bond is the present value of the future cash flow. When the interest rate in the market (discount rate) changed, the present value of the shorter maturity bond will reduce less than the longer one. 

3) [bookmark: _GoBack] How important is the investment objective as stated in the fund’s prospectus? 
	The investment objective stated in the fund’s prospectus is very important. The investment objective will tell the goal of the fund, which, different fund have different objective. The different objective will lead to the different investment strategy and the type of securities chosen. The example of the fund objectives are long-term capital gain, periodic income with the preservation of capital, short-run investment strategy, and etc. This also implies the different degree of risk taken by the mutual fund. Investing in bond will be less risky in investing in stock. Some fund may give out dividend every year, but some are focus in the capital gain. Therefore, the investors have to match the characteristic and objective of the fund with their interest. If you are old who just want constant payment and less risky investment, the fund that invest in bond and give payment every period may suit the investor the most. So, looking in the fund’s prospectus to see investment objective is important.    
  

