
S P e o  I (0 I 

Monetary Policy 
Percent weekly averages 
6 5 I RESERVE MARKET RATES 1 

Intended iederal funds ral 
6 0 

5 5 

5 0 

4 5 
'f~ctlve iederal funas rate 

4 0 

3 5 

3 0 

Perceni 

Perceni, weekly averages 
R 5  a - - 

ONG-TERM INTEREST RATES 

8 0 

7 5 

7 0 

6 5 

6 0 

5 5 

i n  

a. Four-quarter growth rate. 
NOTE: Shaded areas indicate recessions. 
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; and Board of Governors of the Federal Reserve System 

At its I)eceml>er 17 ~neeting, the 
Fecler-al Open bI/larket Committee 
again left the intenclecl tcclcral f~unds 
rate unchanged at 5.25(%. It  is rrow 
approaching orie year since the 
Committee last alterecl its fecles:ll 
f'uncls late ol>jective, a 25-11:tsis- 
point rccl~iction that occ~~rrccl fbl- 
lo~ving its J an~~ary  3 1. 1996 meeting. 

\V'hile the feclelxl f\~ncls rate has 
remainecl constant, long-term inter- 
cst rates 1i;lve \.arieci somc\vh;lt over 

the p i s t  yeas. The 30-year Tseasusy 
constant-maturity rate reachecl 21 

1996 high of 7.28% during the \\;eel< 
ofJune 6, before falling to its current 
Ic\vl of arounct 6.5%. 

Although short-tenn interest rates 
h:ive risen relative to their levels in 
early 1993, they remain low relative 
to their averages over the l:lst two 
decacles. In fact, one 11iust go  bacl< 
t o  the mid-1960s to find a period of 
sustainecl low short-tern1 r;ttes 

m;ltching tile avemge level posted 
over the last four years. Not coinci- 
elentally, one must also go back to 
the 1960s to  fincl a sustained periocl 
of lo\\; inflation coniparable to the 
avel.;lgc infl:ltion rate over the past 
1 0  y c u s .  

11 is a wiclely accepteel view in 
economics that over long periocls, 
growth in the supply of money de- 
termincs the inflat io~~ rate and has 
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