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Objectives:



This course will explore the various facets of fixed income securities and the markets in which they trade. Bonds as a source of capital and their valuation using the principles of time value of money would have received a fair amount of attention in the first year foundation courses in Finance. However in order to ensure that all the students are at the same level of understanding, and to quickly refresh the concepts, a few initial lectures will be devoted to financial markets, institutions, and instruments, and to principles of bond valuation using the idea of time value of money.

Thereafter the focus will shift to the valuation aspects of various fixed income securities with a limited focus on the intricacies of the markets in which they trade. The rationale is that features of markets will be dealt with adequately in the course on financial markets and consequently there is no need to provide such coverage in this course.
Interest rate derivatives constitute an important part of fixed income securities. In order to ensure that there is as little overlap as possible, interest rate futures will be covered in detail in the OFS course, whereas interest rate swaps and options will be dealt with extensively in this course. Serious students of Finance are therefore encouraged to take both the courses if adequate credits are available. In any case the lecture on interest rate swaps and options will be scheduled in such a fashion that even those students who have taken OFS but not this course can attend.

Pedagogy:



This course will rely primarily on the lecture method. Detailed reading material will be distributed wherever possible. A textbook by Sundaresan has been prescribed. A number of excellent reference books are available and serious students are strongly encouraged to read further.

Power Point will be the mode of presentation in class. Copies of the transparencies will be uploaded so that students can refer to them and take printouts if required.

The reading material and the transparencies are to a large extent self-explanatory. However some of the subtle nuances of the subject can be appreciated only by having an active and meaningful discussion in class.

Consequently regular attendance and focused study is absolutely essential.
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Evaluation:



There will be four quizzes carrying 10% weightage each. The quizzes will be of a multiple-choice format and will carry negative marking.

There will be two home works carrying 10% weightage each. The home works have to be attempted in groups of five members each. Every student is encouraged to attempt the problems individually before discussing at the group level prior to submission. Free riding is possible. However, students who depend totally on others will not derive the benefit of the learning opportunities that such home work assignments provide.

There will be an end-term examination carrying 40% weightage. However there will be no mid-term examination.
Detailed Course Schedule:

1. Lecture-1: Introduction to financial markets, institutions, and instruments.
2. Lecture-2: Time value of money- a quick recap. 
3. Lectures-3 & 4: Mathematics of fixed income securities.
4. Lectures-5, 6 and 7: Money market securities
5. Lectures-8 ,9 & 10: Duration, Convexity & Immunization
6. Lectures-11,12,13 & 14: Term structure of interest rates and the valuation of interest rate options

7. Lectures-15,16,17 & 18: Mortgage markets and mortgage backed securities

8. Lectures-19&20: Interest rate swaps 

Text Book: 
Fixed Income Markets and their Derivatives by Suresh Sundaresan, Thomson Learning.

Reference Books:

1. Money and Capital Markets by Rose, Irwin McGraw-Hill.
2. Bond Markets, Analysis, and Strategies by Fabozzi, Prentice Hall.

3. Indian Financial System by Bharati Pathak, Pearson.
