November 9, 2011
Dear EE431/438 students,

I would like to send all you my best regards. During this time, it is my understanding that some of you may be affected from the flood. For those who have not yet been affected, you may be busy helping your family preparing for possibly flooding. I believe some of you are busy with volunteer jobs helping the flood victims. 

However, your education is also important and it is our main duty. We have already cancelled at least 3 of our classes, 9 hours in total. According to the recent BE program policy, you will have a very tight class schedule when the university is reopen on November 21st. In addition, after November 21st, you will have only 4 weeks before the final exam. 

Wouldn’t it be nice if we could do some works in advance, in order to reduce the amount of works after the normal classes are resumed?

To do so, I am going to provide you several group assignments. The assignments will help you prepare for the final exam. I am going to announce a deadline for submission. Note that I have to allow late submission. I am aware that some of you may not have an access to the Internet. All students who submit the assignments on or before the final exam date will get credits. I will give you the feedback on the assignments within two weeks after the date of your submission. 
A group can have 6 members at the maximum. Individual work is also accepted. Please take care of your friends who do not have an access to the Internet. If it is possible, let them have a part for the group assignment. I am sure all you guys care about the social welfare.
Please let me know if there is any problem.
Best,
Sicha

PS 1. Group Assignment 1 is on page 2 onwards.
PS 2. So far, you have 3 exercises (exercise 1, 2 and 5), each count 1 percent of the total score. According to the outline, problem sets/assigments count 10 percent of the total score. This number can be increased to match the amount of works.
Group Assignment 1 
This assignment counts for 5 percent of the total course mark.
Deadline : November 21, 2011

Please submit by email to sicha@econ.tu.ac.th and sicha28@gmail.com.

Readings:
· Federic Mishkin, The Economics of Money, Banking and Financial Markets Chapter 4 - 6 (available at the reserve section of the library, HG173 .M57 2007)


· a note for topic 6 : Term Structure of Interest Rate

.

http://be-moodle.econ.tu.ac.th/mod/resource/view.php?id=819
Answer the following questions. 

Question 1. Factors that shift the demand for bonds (Bd )
	All else being equal

An increase in


	Cause 
	Graph the effect on  the bond Market

	Wealth 
(example)
	Bd        
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	Expected Return on Bonds


	Bd................


	

	Expected Inflation
	Bd................

	

	Expected Return on other assets
	Bd................

	

	Riskiness of Bonds relative to other assets 
	Bd................


	

	Liquidity of Bonds relative to other assets
	Bd................

	


Factors that shift the supply of bonds  (BS )
	All else being equal

An increase in


	Cause 
	Graph the effect on the bond Market

	Expected Profitability
	BS................


	

	Corporate Tax on Profits 
	BS................


	

	Expected Inflation
	BS................


	

	Government Borrowing
	BS................


	


Factors that shift the Demand and Supply of Money
	All else being equal

An increase in
	Cause/ Money Demand or Money Supply/ Increase or decrease
	Graph the effect on the money market

	Income

(example)
	Money Demand  
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	Price Level


	
	

	Money Supply


	
	


Question 2.  Explain the three main theories of the term structure of interest rate. 

	
	Segmented Market Theory
	Expectation Theory
	Preferred Habitat and Liquidity Premium

	Key Assumption


	
	
	

	Results


	
	
	

	Can the theory explain fact (1), most of the time the yield curve tends to slope up?


	
	
	

	Can the theory explain fact (2), interest rates at all maturities usually move together? 


	
	
	


Question 3 :  Why do corporate bonds tend to have higher interest rates than government bonds? 

Question 4 : Read the article “Fixed Income Furtune Teller” 
http://www.economist.com/blogs/freeexchange/2009/01/fixed_income_fortune_teller 
Answer the following questions. 
3.1 In 2006, why are people afraid that a recession is coming?
3.2 Does an inverted yield curve predict a recession?
3.3 According to the third paragraph of article, how does the succession of monetary policy (in controlling inflation rate) affect the shape of the yield curve? Explain. You may use the bond market framework together with expectation theory.

3.4 Find the meaning of “the flight to quality”. (paragraph 5 of the article)
3.5 Add your own idea (optional).
Bond


Price





Quantity





Nominal Interest rate





Quantity of  Money
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