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THE COMPARATIVE STATICS OF YIELD SPREAD
AND EXCHANGE RATES

C. Pat Obi Purdue University Calumet

This paper investigates how changes in the U.S. yield spread influence the direction of exchange rates.
Additionally, it determines whether possibilities for abnormal gains exist in the international monetary
market around periods of monetary policy pronouncements by the Federal Reserve Board of the United
States. The latter inquiry is pursued only when a secular relationship is seen to exist between the term
structure of interest rates and exchange rates. Yield spread is the difference between long bond yield and
money market yield. Empirical evidence shows that the British pound sterling maintains a secular
relationship with yield spread. This relationship however, is not sufficient to provide opportunities for
consistent abnormal returns to speculative investors wishing to capitalize from exchange rate aberrations.

AN ESTIMATION OF EARLY EXERCISE PREMIUM
FOR AMERICAN PUT OPTIONS

Jong C. Rhim University of Southern Indiana
Hongshik Kim Commerzbank AG, Hong Kong

This study empirically examines the value of early exercise and tests an American put valuation model's
ability to predict the value of early exercise for American put options. This study performs three tests of the
MacMillan (1986) and Barone-Adesi and Whaley (1987) American put valuation model: an accuracy test, a
quality test, and a validity test. The results suggest that: (1) Early exercise premia for out-of-the-money put
options were significant. ~ (2) Consistent with theoretical predictions, the value of early exercise is
significantly positively related to stock return volatility, interest rates, time to maturity, and the degree to
which an option is in-the-money. (3) The American put valuation model does not fully capture the value of
early exercise embedded in American put prices. (4) A large proportion of put prices predicted by the model
lie outside American put-call parity bounds even after filtering the sample based on no-arbitrage conditions.



THE IMPACT OF INFORMATION ASYMMETRY ON THE
NEW EQUITY ISSUE TIMING

Weiping Liu University of Wisconsin-Green Bay

Undervaluation of the firm coupled with the information asymmetry between the issuing firm's
management and market investors might be the reasons why new equity issues, on average, are preceded by a
large and extended abnormal price rise in the market. If a firm is undervalued (i.e. the intrinsic value of the
firm is above its market value) and new equities are needed to finance a new project, the current equity
holders would lose a portion of the originally undervalued part after the gap between the market value and
the intrinsic. value is eliminated. To avoid this disadvantageous information asymmetry, issuing firm's
management is motivated to release inside information to bid up the firm's stock price so that new equity
issue will be more beneficial to the issuing firm.



