
 

FIN 366: INVESTMENTS 

BOND PRICES AND YIELDS 

CRITICAL THINKING & CONCEPTUAL QUESTIONS 

 

1. What drives changes in bond prices through time? 

2. What are some reasons why individual or retail investors generally don’t invest directly in 

bonds? 

3. For what type of firm (and in what type of market conditions) is it advantageous for an 

investor to exercise their option to convert a convertible bond? 

4. In what interest rate environment is a callable bond more likely to be called? 

5. In what interest rate environment is an advantageous for an investor to demand early 

repayment on a puttable bond? When should they extend their puttable bond? 

6. What will the price of a bond be if the coupon rate is the same as the bond’s yield to 

maturity? (Hint: put FV = 1000, N = 30 in your calculator, and choose a coupon rate and 

YTM before computing the PV.) 

7. When would we expect a bond’s coupon rate to be the same as the YTM? 

8. Everything else held constant (EEHC), would you expect higher or lower coupons offered 

on a firm’s convertible bonds or non-convertible bonds? Why? 

9. EEHC, would you expect a firm’s callable bond to be issued with higher or lower coupons 

than its non-callable bonds? 

10. EEHC, is a bond’s price higher or lower if coupons are higher? What if the discount rate 

is higher? The par value? 

11. Why do bond prices fall when interest rates rise? Don’t investors want to receive high 

interest rates? 

12. If a bond sells at $900 and its par is $1000, is this a premium or discount bond? What if it 

sells for $1100 and its par is $1000? Why would a bond sell below or above par in the first 

place? 

13. What might we use as an appropriate discount rate for a bond’s coupon and principal?  

14.  If a bond has a coupon rate of 9% and a YTM of 10%, is this a premium or discount bond? 

What if its coupon rate is 11% and the YTM is 10%? 

15. Would it make more sense for you to calculate the yield to call on a callable bond you hold 

if you expect interest rates will rise or if you expect interest rates to fall?  

16. If prevailing interest rates change, what happens to the coupon rate of previously issued 

bonds? What likely happens to the coupon rates of newly issued bonds? 

17. You hold a 4% coupon bond maturing in 10 years. You notice that interest rates are 

beginning to rise. What does this mean for your coupon payments and bond value? 

18. How would you answer a client who asks, “This corporate bond I hold is locked into paying 

me 7% coupons. I get $70 a year for the next 30 years, as well as $1,000 at maturity. Why 

should I care what happens to prevailing markets rates? How does this affect me and my 

bond?” 



19. CHALLENGE Explain the intuition behind why a coupon bond that sells above par has a 

YTM less than its coupon rate. Explain the intuition behind why a coupon bond that sells 

below par has a YTM greater than its coupon rate. 

20. CHALLENGE “Spread trades” on the yield curve involve purchasing a treasury with one 

maturity while shorting a treasury with a different maturity in order to make a profit. 

Assume the yield curve is currently “normal” and you expect it to flatten. What type of 

treasuries will you buy and which type of treasuries will you sell? Assume the yield curve 

is currently “inverted” and you expect it to become “normal”. Which type of treasuries will 

you buy and which type of treasuries will you sell? 


