Bootstrapping Solutions

Use the data on the next page to answer these questions. The data on the next page is current data on actively traded U.S. Treasuries.

For a, b, c, and e, please show your answer as a percentage and as a BEY (annual number). Also, please carry out your answer four decimal places (i.e. 1.2345%)

a. Use the bootstrapping technique to find the six zero-coupon spot rates (z1 – z6)

z1 __3.6660%_________   z2 __2.9646%______   z3 __3.3024%______   z4 ___3.4635%____


z5 ____4.0277%___   z6 ______4.3082%__  


b. Find the implied forward 6-month interest rates (1f2 – 3f4) from the zero-coupon spot rates you calculated in (a) above. 

1f2 ____2.2657%_______      2f3 _____3.9797%____      3f4 ____3.9475%_____  
 

c. Find the one-year implied forward interest rate two years from now (4f6) from the zero-coupon spot rates you calculated in (a) above. 

4f6 _____6.0080%__________


d. Using the rates you found in (a) above, what should be the correct price for a similar bond which matures in 3 years and has a 4.5% coupon rate (face value of 100)? Please carry out your answer four decimal places.

Price ______100.6500_______



e. What is the yield to maturity for the bond in (d)? Please carry out your answer four decimal places.


YTM _____4.2669%__________











         Current Data on Actively Traded Treasury Securities

	Maturity (years)
	Coupon rate (%)
	Price 
($)

	0.5
	NA
	98.20

	1.0
	NA
	97.10

	1.5
	2.75
	99.20

	2.0
	 4.25
	101.52

	2.5
	5.75
	104.15

	3.0
	4.50
	     100.65




