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WEEK 7 SWAPS EXERCISE

1. Please draw up and label deal-making boxes and arrows appropriate for illustrating each of the following:

a. The Receive Variable Pay Fixed (RVPF) Side of an Interest-Rate Swap

b. How a RVPF swap can turn a fixed-rate bondholding into a floating-rate one.

c. How a total return credit-default swap can turn a low-rated bond into a riskless security.

2. Please indicate how one can calculate the Duration and pvbp of an on-market RVPF interest-rate swap.

3. At the margin, how large a notional position in the RVPF swap whose modified duration is minus two (2) years would neutralize the interest-rate risk of a bank's market capitalization S when S has a pvbp of $Z.

