
e e e  B e e  

hterest Rakes 
Percent. weekiv averaaes 

Percent 

130-YEAR TREASURY Y I E L D  A N D  F E D E R A L  F U N D S  R A T E  I 

Percent, weekly averages 

9.5 ICAPITAL MARKET RATES I 

Monthly chanqe in 30-year Treasury yield, basis ~ o ~ n t s  

Monlhly change in federal funds rate, basis points 

a. Three-month, six-month, and one-year instruments are quoted from the secondary market on a yield basis; all other instruments are constant-maturity series. 
b. Estimate of the yield on a recently offered. A-rated utility bond with a maturity of 30 years and call protection of five years. 
c. Bond Buyer Index, general obligation, 20 years to maturity, mixed quality. 
SOURCE: Board of Governors of the Federal Reserve System. 

Long-term interest rates have in- 
creased in the past tnontli. 1e;~ling 
to a steepening in the Tre:ts~~ry yielcl 
curve. 11 slight clrop in short-term 
rates also contri1,utecl to the rise. 
I'opular esplan:~tions for this cle\',el- 
opment vary. Some contencl it  re- 
flects a stronger economy. while 
others fear rising inflation-\vhether 
ticcl to monetary policy or to the es-  
pressions of presiclential hopefills. 
In any case, the cievelopment shows 
that hond ~narkets incorporate ex- 

pectations nhout future economic 
activity and inflation. 

When considering the influence 
of monetary policy on long-term in- 
terest sates, one should ex:ull~ine the 
historical relationship between the 
kclel-al S~lnds rate (the Fecleral lie- 
serve's short-term target rate) ;met 
the 30-year Treasury bond rate (t1.a- 
elitionally ttlought to be a I>ell\vether 
of inflation). In 1993, the fecleral 
filnds r:tte held steady but the long 
rate fell, narrowing the spread I x -  
tween the two from 450 to 300 basis 

points. The spre:lcl continuecl to 
shrink through most of 1994 as 110th 
rates rose, hut as the year came to 
an  end. long sates heacleci clown 
once agilin. Since 1)ecember 1995, 
sates have diverged, ancl the sprcacl 
has more tllan cloubled. 

In short, the Treasury yield spreacl 
can l>e affected by influences es-  
erted at either end. A plot of nlonthly 
ch:tnges in 130th the federal f~lncls 
sate and the 30-year Treasu~y rate 
illustmtes a \veal< connection at best. 
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