A Few Additional Interview Questions For the Second Edition

Mortgage-related

What is a CMO?

So there is no risk to a CMO, is that right?

What is the z-tranche and what are the risks?

How do cash flows accrue to the z-tranche?

How would you hedge MBS?

Are treasury forwards an effective hedge for MBS?  

Is it better to have positive or negative convexity if you are long MBS during a market rally?
Trading-related

What is a spread trade?

I’ve been watching my Bloomberg for the past year and noticed that the spreads between 10 yr MBS and 10 yr Treasurys have been about 50 bp on average.  Lately they have widened to 80 bps.  Is there an opportunity to trade?

What's dynamic hedging?

How would you hedge draw-down risk?  This is the risk incurred when, for example, a large construction firm has a contract to build a highway in Argentina and they are drawing from the proceeds of a municipal bond that was floated to fund this project.  But events such as hurricanes, earthquakes and so forth can affect the project and the funds aren't withdrawn on a uniform basis as we expected when we hedged our exposure.

Fixed Income-Related

What is negative convexity?

Name an instrument that has negative duration and one that has negative convexity

How can negative convexity be hedged?
How can you model an interest rate swap using caps and floors?

I've heard something about a convexity adjustment on using caplets to model swaps, can you tell me how this works?

Derivative-Related

If a stock follows a geometric process dS, what process would dS2 follow?

Tech-related

What is a virtual function and when would you use it?

What's the difference between a pointer and a reference?

What's the difference between a stack and a queue?

Write some code that will read in a string and print it in reverse (Java)

Write some code that will read in a real-time stream of prices and print them.

What is a smart pointer?

What's a left outer join, why would you use this, and tell me another way to accomplish the same task?

You have a table of employees with employee name, SSN, department, salary.  Write SQL code that will return the name of the department having the maximum salary, and the salary.

