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1 CAPITAL MARKET RATES I 

a. All instruments are constant-maturlty series. 
b. Estimate of the yleld 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, m~xed quality. 
d. The real interest rate and expected inflation rate are from the Survey of Professional Forecasters and are calculated using the 30-day T-bill rate. 
SOURCES: Board of Governors of the Federal Reserve System; the Federal Reserve Bank of Philadelphia. Survey of Professional Forecasters; and The Wall 
Street Journal, various issues. 

After lia\.ing spent niost of' Aiigrist :it 

loxver le\.els. the yieicl cui-1.c lias re- 
cently shiftecl u p  to \vilere i t  stoocl 
at t h e  encl of Iril!.. 7'he j-),e:ir, 3- 
~ t i o n t h  spreacl ;inel tile I O->.e:is. 3- 
rtlonth sprc;~cl 1l;rx.e l>otli \viclcnecl 
slightl>.. moving to I IS :inel 10 1 I,, CISIS .' . points. still \\.ell :iI)o\.e ilieir 

30-year a\.er;iges o f  SO zinc1 120. 
Capit;ll 11l:irket Kites 11m.e also fill- 

lo~v-eel this pattern. I X I ~  n.llile 30-year. . . I t eas i~r ies  ancl mr~nicipal I>oncls 
11:tve movecl n.itllin one  Ix~sis point 
o f  thcir Jr11). \ Y I ~ L I ~ S .  inortgagc sates 
hztve 1101 kept pzice. I.tiiil!. rates 
i1:1vc ~no\.eci a l ~ o \ - e  mortgage rates 

li)r tile first tiille since the .i\.celi encl- 
ing Jr~l). 5. 

Interest rates are  L I S L I ~ ~ ~ ) .  clr~otecl 
in nominal terms, h t  it is sometimes 
Ixtter to  iooli at them f'rom ;I se;rl. or 
inflzition-:icijr~std pefipecti\.e. Infla- 
tion acljustments come in two 
s1i:ipes After :I I,oncl has rn:itr~recl. 
its return can h e  aclj~lstecl e s  post for 
the inflation that ;ict~iall!. occrisreci. 
I'rior to inatrisity, a I~ond ' s  ).ielcl can 
I)e adjusteci e x  ante for espectecl in- 
flation. l 'ile I~ottoni chart silo\vs one  
sr~cil e s  ante  acljustnlent tll;it :LC- 
counts For the risk of inflation ancl 
tile correlation between inflation 

:uicl real interest sates. 
Since tile Ixginning ol' last year. 

rc;il rates li;i\.e ax.eragecl :irounci 2'ib. 
rising from negative le\-cis in early 
1991t to niose than j(!/i! in tile first li:\x- 
nionths of' 1 9 5 .  Expected inflation 
rates ha\.e slio\\.n a siniil:i~- tine\-en 
clecline. edging clown f r o n ~  2.7%1 in 
Pel,sl~xry 1995 to jrist I)elo\v 2..'r("i! 
last month. 'l'liese mo\-ements seem 
sel~iti\.ei). minor co11ipa1-ecl to  tile 
1:isge shifts of tile early 19SOs. \\-hen 
the SO-cia). 'I'-bill \vent al,o\-e 15'% 
ancl re211 Kites c l ro~~l~cc l  11). more tllztn 
?'!dl in less th:in a )-ear. 
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