
0 . .  0 . 0  

Interest Rates 
Percent Percent, weekly averages 

Years to maturity Years to maturity 

Percent 

7 5 

a. All instruments are constant-maturity series. 
b. The real and expected inflation rates 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; and The WallStreet Journal, various issues. 

YIELD CURVES~ 

The yielcl curtie h:is steepenecl 
since the encl of Jill)., with long 
rates increasing alwut 20 hasis 
points (b .p . )  ancl the 3-1iion111 
short rate inching LIP only ~ O L I I -  h.p. 
Tlie closely I\-atcliecl spreatls-[lie 
3-year, 3-month ancl the 10-year, 
3-month-have niclenecl to 85 h.17. 
:incl 110 I3.p.. respectivel)., st~idciling 
their avenge values of SO anti 120. 
This suggests that the cconom). \ \ i l l  
grow at :LII average Kite o\.es the 
nest fo~lr qu;lrters. 

'I'he yielcl c ~ ~ l - v e  for zero-coiipo~i 
'l'reas~iry securities is noticcal)l), fl:~t- 

tes than the yielcl cuwe for coupon 
sec~irities; however, since 3-month 
T-hills tlo not have coupons, this 
mainly reflects a lliarlcet segrnent:i- 
tion causecl 11). liquidity clifferences. 

Nominal interest rates clepend ~ I I  

l>oth espectecl inflation iincl I-e;il 
(inflation-acljusted) interest lates: un- 
certainty also has an effect. Before 
~ n a t ~ ~ r i t y .  a boncl's yielcl c ; i ~  be acl- 
justecl for espected inflation. pro\.icl- 
ing :in esti~nate of the real interest 
wtc. S~lch a I,realcclo\vn for the 50- 
clay '1'-l,ill sho\vs that comp;uecl to 
~ ; L S L  years, 1997 has been kiirly un- 

eventful. The short-term real interest 
sate stands at 2.200/i,, well ahove tlie 
negati\.e le\lels of 1993 but belo\\- 
the ~ ( W I  postecl in 1991. Short-term 
espectetl inflation has increasetl for 
the first time in sis months, edging 
up h o ~ n  an annualizecl 2..3S% to 
2.-il(%. A close looli at the hotton1 
chart reveals the importance of 3c- 
counting h r  ~incertaint).: Simply 
siilxracting cspectecl inflation from 
the nominal iniesest rate 01-erstatcs 
tlie real rxte l>y a quarter of :L 1"s- 
ccntage point. 
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