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9.5 [CAPITAL MARKET RATES I 

Corporate Issues of Inflation-Indexed Bonds 

J.P. Morgan & Company 

Salomon Incorporated 

Toyota Motor Credit Corporation 

Tennessee Valley Authority 

Federal Home Loan Bank System 

Student Loan Marketing Association 

Federal Farm Credit Banks & 
Funding Corporation 

a. All 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. 
d. 10-year Treasury bond constant-maturity yield minus the yield quote for the Treasury Inflation-Protection Securities found in Bloomberg information service. 
SOURCES: Board of Governors of the Federal Reserve System; Bloomberg information service; and The Wall Street Journal, various issues. 

Since last month, tlie yield cur7-e has 
flattenccl sliglitly. \vith very little 
m o ~ ~ e m c n t  except at the long end.  
?'he .?-year. 3-mol~th spreacl stancls 
at 96 Ixlsis points ( l , .~ . ) ,  ;IIICI the 10- 
year, 3-111ont11 spre:~cl is at 131 I2.p.. 
both al,ove their long-term mean. 
Since the heginning of last year. 
however, the curve has 1,ecome no- 
ticeald). steeper. At the long encl, 
30-yexr mtes ha\.e risen nearly a 
point. \vIiile at the short encl, the 2- 
year, 3-month spre:~cl h:ls changecl 
from a slight inversion of -2 l,.p. to a 
Inore norrn:~l +SL.  Tile longer-term 

capitzll marliet rates continue to 
tmck cllatlges in the 30-year ?'reas- 
illy I~oncl closely. 

Cert;~irlly the most exciting recent 
cle~.elopment in the boncl ~narket has 
heen the introciuctior~ of 'ke;~susy 
Inflation-I'rotection Securities. or 
TIPS. l'he principal and coupon pay- 
ments on  these 10-year honcls rise 
(or Lall) with chmges ill the Con- 
sumer l'rice Index. I3esides poten- 
ti;llly ofrering lo\ver horro\\~.ing costs 
to the Treasury and long-term infla- 
tion protection to investors. TIPS are 
p~rticul~~r-1)- intriguing becai~sc they 
 nay provicle a direct measure of real 

interest rates ancl a I~etter estimate o f  
espectecl inflation. 

I'utting aside licli~idity differences. 
the interaction between inflation 
ancl real interest rates, and the risk 
pre~nium xssociatecl with inflation 
uncert:linty, one can get a measure 
of expecteel inflation hy subtl.acting 
the real interest rate ohservecl from 
TIPS' from the nominal 10-year rate 
on  Treasury boncls. 111 ternis ol 
protecting investors, one desirecl 
result of the introcluction of TIPS 
has ~111-eacly occi~rrecl-the private 
sector has I~egun to issi~e inflation- 
inclexed I~oncls. 
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