
Assignment 
16 March 2022 12:53

   Fixed Income Prods Page 1    



   Fixed Income Prods Page 2    



   Fixed Income Prods Page 3    



   Fixed Income Prods Page 4    



   Fixed Income Prods Page 5    



If the underwriter purchases the bonds from the 
corporate client, then it assumes
the full risk of being unable to resell the bonds at the 
stipulated offering price. In
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stipulated offering price. In
other words, the underwriter bears the risk of interest rate 
movement between the
time of purchase and the time of resale. For long maturity 
bonds, it is generally true
that its duration is also long. Thus, bonds with long 
maturities are more exposed
to interest rate movement risk. Therefore, the underwriter 
demands a larger spread
(higher underwriting fees) between the purchase price 
and stipulated offering price.
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While 2 portfolios can have the same duration, their 
convexities may differ so that even for a parallel shift in the 
yield curve, the % change in price may differ.
For non-parallel shift in the yield curve, portfolio of 

differing convexities may perform very differently even if 
they have the same duration!
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