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1 Introduction

1.1 Overview

In this lab, you will use Bloomberg to explore some important issues about interest
rates. Your setting will be the government bond markets for two major countries,
the U.S. and Spain. You will explore:

• the levels of some important yields

• the way these yields connect to bond prices,

• the shapes and slopes of yield curves, and why they are so important in finance,

• comparison of yields and yield curves across countries, including key reason
that you see differences between them, and

• (if you do an optional extra-credit item) connections of yield curves to the
macroeconomy of their countries.

In this lab, we focus only on government debt yields, which mean we are not
focusing on credit risk issues that arise when we talk about companies. In this lab,
we focus on coupon paying government bonds, which means we are not focusing on
issues having to do with the comparison of coupon bonds and zero coupon bonds.

By following the instructions in the sections below in this Lab Guide, you will
explore these issues using Bloomberg, you will develop interpretations for what you
find, and, finally, you will establish a set of Takeaways for yourself in terms of:
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• Stylized facts of the financial world

• Skills to carry into your finance future, and

• Principles to guide your thinking about finance.

1.2 Assignment details

As you work through these sections, be sure to prepare a detailed logbook for your-
self to contain all the steps and results. Your logbook should be in a spiral bound or
similar notebook, used only for purposes of our Labs. You will turn in your logbook
after each Lab, and it will be returned to you after each Lab is graded.

You should make and save screenshots of some of the important Bloomberg
screens you construct. In your logbook, record the date/time and description (with
the Bloomberg Mnemonic where feasible) of all Bloomberg screens used to obtain
the specific numbers you rely on for each question below. This allows for your data
to be checked later for the professor’s auditing purposes and your review purposes.

When you are finished, use your logbook and the understanding you have devel-
oped to prepare a 6-8 page Lab Report for turn-in. Your lab report should carefully
and professionally explain what you have done, what you have found, and what your
work teaches you about finance. Your Lab Report should be numbered and keyed
to the sections and specific items in this Lab Guide.

Your report should contain some Bloomberg graphics to help illustrate your points
and show your completion of the lab items. These should be carefully labelled as
numbered exhibits and should be placed in an Appendix at the end of your written
report. Every Exhibit should be specifically discussed in the text of your report! Do
not attach extra pages and pictures that you do not refer to in the body of your
report, by specific exhibit number.

You may work through the lab with a partner, and you may turn in a single
report for your partner team. Your Lab Report must be typed and carefully edited,
and it should conform to professional standards for a business report.

A final note, about this Lab Guide. The Guide gives specific instructions on how
to do the experiment, which have been tested on a Bloomberg terminal. Sometimes
Bloomberg changes functionality, and the defaults and settings on your account may
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vary from the account used for testing. Thus, some flexibility and small adjustments
on your part may be needed as you work through the Lab Guide.

2 Yield levels in the US and Spain

In this section you will explore the level of 10 year bond yields for the US and Spain,
including what they mean and why they compare as they do.

1. Log into your Bloomberg account in the Lab. Enter WB 〈Go〉. Examine and
save the resulting screen. Save

the
screen

Save
the
screen• Briefly describe given information on the screen, such as, the name of the

security, bid and ask price of the bond, and yield of the bond? (Simply
list the items and give a short explanation for each of the items.)

• What is the term or maturity of the bonds that the screen focuses on. It
should be 10 years. If it is not, use the yellow pulldown at the top right
to make an adjustment.

• What is the yield for the US 10 year bond?

• What do you think T stands for on these bonds’ lines?

2. On the same WB screen, find the row for the Spanish government bond. Be
sure you stay with a 10 year maturity.

• For Spain, what specific information is given (what key numbers)? Impor-
tantly, what is the yield, coupon, maturity date, and price for the Spanish
10 year bond?

• The SPGB pays an annual coupon. Without relying on Bloomberg for the
arithmetic, calculate the price of the bond from the bond’s coupon rate,
yield, and maturity (Hint: you might Google “bond valuation formula”).
Your answer should be close to, but not the same, as the price shown in
Bloomberg. Why is that?

• What do you think SPGB stand for?

• When you compare the yield and the coupon rate on the SPGB, does it
lead you to guess that the Spanish bonds’ yield has risen or fallen since
the date of issue? Why do you guess that?

• Based on your guess about the yield change since the issue date, do you
guess the price has risen or fallen since then? Why?
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3. In this item, you will graph the history of the specific SPGB that is shown in
the WB screen. Right click on the exact name of the specific bond (i.e., not
Spain but something like SPGB 3.8 04/24, a little to the right). This keeps
Bloomberg focused on a single bond, as opposed to the general idea of 10 year
maturity Spanish bonds. Select Load, the first line, from the pop-up menu to
set the focus on the specific bond. Type GY on the command line to obtain
a yield graph. View as long a history as is available, using the Max button at
the top right.

The chart might show that YTM properly by default, but it might not. Look
on the second-to-the-top row of yellow boxes. If you see Yld Wst or some
words other than Bid YTM, then use the pull-down to choose Bid Yield to
Maturity. (Bid means a price at which someone had said they will buy; that’s
a fine benchmark. Since we want the yield to maturity, yield to worst is not
fine; it means the most pessimistic yield calculated to any possible call date
for the bond, if it is callable.) Continue to always use Bid Yield to Maturity
for other GY graphs you make later in this experiment, it is just to compare
these prices at one side of the market. Save

the
screen

Save
the
screen• What is the difference between the highest yield and the lowest yield in

the timeframe? What is the percentage decline (i.e., Top−Bottom
Top

× 100)?

4. In this item, you will add a price line to your graph. Click on the Security
Study button, choose Add Field, and type Last Price in the resulting box. You
can click Security Study again when your are done to make the chart big. Save

the
screen

Save
the
screen• What is the difference between the lowest price and the highest price in

the timeframe? What is the percentage increase (i.e., Highest−Lowest
Lowest

×100)?

• Compare the two percentage differences you have just calculated. Is one
equal to minus one times the other? Why should they be similar? Why
should they be different? The first question is easy. The second question
is harder. You might Google “price yield curve” to help you think about
it, pay attention to the shape of the curve.

5. In this item, you will explore the description of the specific SPGB you have
focused on to help you have a better knowledge of the SPGB bond, which will
help you solve the problems in later sections. On the command line, type DES,
enter the Description function for the SPGB bond and save the screen. Save

the
screen

Save
the
screen
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• When was the specific SPBG issued?

• What is its bond rating from Moody’s, S&P, and Fitch?

• What is the total size of the bond issue, and in what currency?

• What was the price at issue? Where you right or wrong in your guess
that the yield has declined since issue time?

• What is the coupon rate and exact maturity date of this bond?

• Of the coupon rate, yield, and price, which one(s) are determined in the
bond market? Which one(s) are determined by the choice of the issuer?
Which one(s) can change over time?

• What are the prices listed for the bond? Is the yield for higher or lower
than the coupon rate. Explain what is the importance of this comparison
for the bond price. Explain the price-yield relation briefly, as a concept.

6. Let’s explore SPGB yields more generally. Type WB〈GO〉 to get back to our
first screen. Right click on the word Spain, and choose GY to obtain a longer-
running chart of 10-year “constant maturity” SPGB yields. This is constructed
from many bonds over the years. Click on a 5 year time frame for your chart
(i.e., set up the horizontal axis to cover 5 years of calendar time). Save

the
screen

Save
the
screen• We want to examine the yield to maturity for the constant maturity 10

year yield series.

• You should see that the yield rises then falls as time passes between 2010
and 2014. (I don’t know what it does after that—I am writing in 2014!)

• When is it highest, within this time frame? When is it lowest? Click on
the translucent News button near the top center of the chart and right
below the time frame setting menu, and find news for the month with the
highest yield. What is going on in Spain and Europe that would make
yields unusually high? Can you generalize? What macro and banking
conditions are likely to lead to high yields in general?

7. In this item, you will compare the yields on SPGBs and USTs. In your yield
graph for the SPGB 10-year bond yield history, note that the security id at
the top left (in the yellow box) is GTESP10YR Corp. That is the Bloomberg
mnemonic for this yield series (yes, it says Corp even though it is a govvy;
that’s just because some of the analysis screens were built with corporates in
mind). You need to add another yield history series. To do so, click Security
Study, then Add Security. We will add GT10 〈Govt〉 into the yellow box. Type
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that term into the yellow box. You should use a 5Y date range for the chart
and have a rough understanding about the relationship of the two yields in the
5-year period. Save

the
screen

Save
the
screen• Would you expect the government of Spain or the government of the US

to have to pay a higher interest rate to borrow (use your intuition and
finance knowledge, and you may also refer to the info on the DES of SPGB
and UST)? Why do you answer as you do.

• Set the date focus to cover 2014 with a daily frequency. On January 2,
2014, what are the UST and SPGB yields? On June 9, 2014?

• Given your answer above, which date’s yields surprise you (i.e. different
from what you expect in the first question)?

• Looking at the longer-term history, what is the usual relationship between
the two yields (i.e., which is usually higher, and is it by a lot or does the
difference vary)?

• What would you guess that the difference might depend on? Think about
the recent financial crisis, the US economy, the Spanish economy, and the
Eurozone situation. Ponder your takeaways from your macroeconomics
class for a few minutes!

8. Refer to our course maternal, the Financial Times article “Eurozone bond rally
nears high water mark.” What additional insights can you add to your thinking
above (about the yields comparison) after reading the article.

• After reading the article and all your thinking, do you believe it is more
surprising that Spain or Ireland could borrow cheaper than the US on
June 9. Why?

3 Comparing yield curves

In this section, you will explore yield curves in the US and Spain, including what
they mean and why they compare as they do. Notice that the term “Yield Curve”
does not refer to the graph of yield over time as on GP, but rather to a snapshot of
yield at a point of time.

1. Again open the WB screen. Now set the yellow drop-down to show you yields
for 5 year maturity bonds. Note the current levels of the 5 year maturity UST
and SPGB bonds. Save

the
screen

Save
the
screen6



• How do these compare to each other? How do they compare to the 10 year
yields for each country? The difference between long and short maturity
yields is often called the “term spread” or “term premium”.

• Would you expect the term spread to usually be positive or negative?
Why do you hypothesize as you do? What factors contribute to the term
spread?

2. A more inclusive sense for term spreads at various maturity levels can be gotten
by observing yield curves. You can get started by typing GC 〈GO〉. Because
you have most recently set Bloomberg’s focus to the SPGB bonds, you will see
the yield curve for SPGBs of various maturities. Save

the
screen

Save
the
screen

• Describe the shape of the yield curve. Is it generally upward or downward
sloping? Whether it is generally upward or downward sloping, is this true
in every maturity range? Is it steeper in some ranges and shallower in
others?

• Compute the term premium for 3month vs. 2 year, 2 year vs. 5 year,
5 year vs. 10 year, and 10 year vs. 30 year borrowings by the Spain
government. Are all the term premia the same? Are they all positive?
Why do you think they might vary?

3. In this item, you will add the UST yield curve to your chart. Using the same
clicks as you did in the GY graph, add a security to your GC graph. The se-
curity to add is YCGT0025, the US Treasury Actives Curve (i.e., a curve con-
cocted from actively traded UST issues). Type YCGT0025 in <Add Curve>
yellow box and save the screen. Save

the
screen

Save
the
screen

• Is one curve or the other always higher?

• Examine the spread between them at the bottom of the screen. Does it
generally increase or decrease as maturity lengthens? At what maturity
range is the spread the greatest?

• Can you hypothesize as to why the spread between the two yield curves
looks as it does? Based on your thinking in the previous section and your
reading of the news article, what do you think it depends on?

4 Understanding cross-country yield differences

In this section, you will take a financial markets approach to understanding the
difference in 10-year yields between the US and Spain. You will focus on yields in
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June 2011 versus those in June 2014. Go back to GY and add GT10 <Govt> in the
chart and continue to use Bid YTM as the study field and 5Y date range.

1. In this item you will add a plot of German yields to your chart from the previous
section, which will be useful information for you.

• Click Security/Study and then Add Security. Type GTDEM10YR Corp
in the high-light box and press〈GO〉 to add German 10-year government
bond in the chart. You can also search for the bond using keywords
“generic german gov bond” in the highlight box and select GTDEM10YR
Corp in the drop-down list. If the default field is not “Bid Yield To
Maturity”, type Bid Yield To Maturity in the highlight box and press
〈GO〉. Usually, the default setting for the field is Last Price or Last
Trade. Save

the
screen

Save
the
screen

• What are the 10-year yields for each country at each of the focal months
for this section. Note the exact date from which you read the yields, for
reference? What are the differences between German and UST yield at
each date? What are the differences between Spanish and German yield
at each date?

2. The UST 10 year yield is often thought of as a nominal (more-or-less) risk-free
rate in dollars. The German bund 10 year yield is often thought of as a euro-
denominated (more-or-less) risk-free yield. Spain, given its recent history, is
not considered as a risk-free borrower.

• Which of your measures from the item above best represents a Spanish
“credit spread” in yields at any particular date? Why?

• Which of your measures from the item above best represents a “currency
spread” in yields at any particular date?

• Compute the change in the “credit spread” and the “currency spread” at
June 2011 and June 2014.

• Read the FT article “German bond yields hit record low”. Germany’s
government bond yields dropped to a historical level, as Europe’s economic
recovery was still weak. Other European countries’ government borrowing
costs in the period dropped as well.
How does the article help you answer the previous questions?

• Using these numbers, explain why the SPGB yield has fallen to about the
same level as the UST yield over the 3-year period.
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• If a yield seems too low, then a bond price seems too high. If you were
really convinced a yield were too low relative to another, you could sell one
bond and buy the other to try to profit when/if the yields move to levels
relative to each other that you think are more economically appropriate.
Consider the trades you could make. Is it actually more surprising that
the SPGB yield is about the same as the UST yield in June 2014? Or that
it is about the same as the German yield? Discuss in economic terms.

• What is your best educated guess the SPGB-UST yield spread will be
one year from the date of your report? Discuss why you guess as you do.
You should write about one longish well-thought-out paragraph for this
sub-item. Think it through!

3. (Extra credit, not required) In the item above, you developed a financial mar-
kets or comparative explanation about the SPGB-UST yield spread. Because
nominal interest rates are the combination of a real rate of interest and inflec-
tion expectations, you could also develop a economic fundamentals explanation.
In this extra-credit item, you will do just that.

• Using Bloomberg, look up data for the EURUSD exchange rate, recent US
and Spain GDP growth, and recent US and Spain inflation and inflation
expectations, all from the point of view of June 2011 and also June 2014.

• Interest rates tend to be high when growth is strong (because real rates
are supported by the growth), and high when inflation is raging (because
everyone wants the inflation erosion of their money to be covered). As to
exchange rates, there are influences in both directions. A strong currency
can result from protracted strong growth, and so can correspond to high
interest rates. However, when a currency is strong (buys a lot on the
world market), then investment is attracted even at lower rates, and so
rates may not be driven so high.

• Considering the numbers, the reasoning above, and other reasoning about
economic fundamentals, is the evolution of the SPGB-UST spread over
June 2011 to June 2014 as you would expect or is it surprising? What is
the best explanation you can provide from this point of view? As above,
I would expect about one longish well-thought-out paragraph in response
to this discussion sub-item.
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