NOTES

Economic Factors – Canadian Financial System

· PEST Economic Factors
· Canadian financial system by reading pages 79-90 (up to LO-5)
· Make notes on topics in slides up to and including international business and finance
· Understand the role of each one in our economy
· When or why would a business use each of the financial pillers?

· Changes in Banking
· Deregulation
· Changes in consumer demands
· Competition from foreign banks


· Securities Markets
· Part of Pillar #4
· Where stocks, bonds, and other securities are sold


· Primary Markets
· Investment bankers
· Where bonds first enter market and gets traded in public
· IPO
· Secondary Markets
· Toronto Stock exchange and other exchanges

· Types of Investments: BONDS
· Represents debt for issuing corporation or government

· Characteristics
· Legal, binding agreement
· Fixed rate of return (often paid semi-annually) called “coupon rate”
· Fixe term – Principal repaid at maturity
· Priority over stockholders

· Risk, return, trade-off (high risk, high return, low risk, low return)

Types of Bonds and Significance
· Secured vs Unsecured (secured means you can take asset)
· Registered vs Bearer. ( register, company knows bond owners, bear bonds are anonymous)
Features of bonds
· Callable bond – one where the company reserves the right to recall the bond before its returned. Makes it less attractive from investor perspective
· Serial bond – Mature in different dates, some mature 5, 10, 15 years, etc. That way they don’t pay it back at once.
· Convertible bond – allowed bond to convert into a preferred stock. Attractive to investor. Bond has a fixed rate of return, but a stock has potential to grow when company is doing well.

Determinants of Bonds Value
· 1) What impacts the coupon rate at bond issue?
· Prevailing interest rates
· Credit rating of issuer
· Features (convertible, etc)
· 2) What impacts bond price when traded?
· Coupon rate + prevailing rates of interest
· Changes in credit rating
· Economic/Market Risk
· Inflation



Concepts of Yield
· Percentage return on any investment
· Helps us to compare investments

Yield = What you made/ What you paid = Interest + capital gain/ what you paid = x%

Approximate Yield to Maturity
· Annual bond interest + annual capital gain/price paid for bond

· Coupon rate*face value + (face value – price paid / time to maturity) /price paid

[bookmark: _GoBack]Check slide example for calculations

Bond less face value = discount
Bond more face value = premium
Bond equal face value = at par



