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Part II-C 1
Treasury Rate Analysis
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The ratios are found to be steady. This is so because the inflation rate was almost constant throughout the period.
Question 2
From the data it can be seen that convectional bonds have a higher interest rate as compared to the inflation indexed bonds. The convectional bond interest rates range from 2.42 to highest of 4.76 while that of inflation indexed bonds’ rate entirely revolving from 1.0 to 2.89. Inflation indexed bonds attract lower interest rates because they are inflation risk free as opposed to the convectional bonds. 
In convectional bonds inflation rates are expected to change and this makes the bonds attract higher interest rates. Inflation indexed bond takes into consideration the future inflation rate as it is expected not to change and therefore attracts lower interest rates.  
Convectional bond are those bonds that have fixed dollar payments of interest and principal. However, at time of issuance of the bond the real value of dollar payments is non-known simply because future inflation rate is not known. This means that both the issuer and the buyer by inflation risk that affects the purchasing power of the bond. The inflation risk either boosts or erodes the bond’s purchasing power (Haga, 2012).
Inflation –indexed bonds real rate of return is calculated in advance. Here the nominal returns depend on the bonds’ life inflation rate. In this type of bond both the buyer and issuer do not face the inflation risk.
Part III:
Demand and supply in the bond market
Demand and supply are most basic factors determining the prices for bonds and other financial assets.
Demand of bonds
The demand curve for bond shifts with changes in wealth, expected returns, inflation risks and liquidity. Wealth mainly sets the general level of demand in the bond market (Haga, 2012). Wealth is directly related to the demand of the bond, an increase in wealth leads to an increase in demand of bond. This increase results a shift of the demand curve outside. Increase in prices of bond leads to s decrease in quantity demanded and vice versa. Increase in price today, the yield to maturity and expected rate of returns decreases (Tucker, 2014). Decrease in yield to maturity and expected rate of return promotes buyers from demanding less. 
[image: The demand curve shifts]
Increase in demand of bonds
[image: The demand increases for bonds]
Supply of bonds
Supply curve shift due to changes in expected inflation, government budget and business conditions. Increase in expected inflation rate causes increase in quantity supplied and this makes the supply curve to shift to the right (Haga, 2012). Government budget with a surplus causes a decrease in quantity supplied shifting the supply curve to the left. When the general conditions of a business are good supply increases shifting the supply curve to the right.  
Increase in supply for bonds.

[image: The supply increases for bonds]
From the video clip most, investors are moving from investing in private money fund to government money fund. As a result, there has been an increase in quantity demanded for the treasury bonds (Haga, 2012). This has led to decrease in quantity demanded of basic commodities in the market such commercial paper.
Response
[bookmark: _GoBack]When short-term interest rates are low, yield curves are more likely to have an upward slope; when short-term rates are high, yield curves are more likely to slope downward and be inverted.
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