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Percenl ITREASURY BOND YIELDS AND INFLATION 

IMPLIED YIELDS ON FEDERAL FUNDS FUTURES 1 

SOURCES: Board of Governors of the Federal Reserve System; U.S. Department of Labor, Bureau of Labor Statistics; Bloomberg information service; and the 
Chicago Board of Trade. 

The Fccleml Open hI:irl<et (:ommit- 
tee (1:OhIC) cleciclecl at its Septern- 
her 30 meeting to let the fecleral 
fiincls rxte st;~ncl ;it 5.5%, ~narliing 
six months since the cite \\;as last al- 
tered. 'l'liis in;iction came as no SLK- 
prisc to tile financial marl~ets. \vhich 
hacl wiclely :unticipited the clecision. 
7'he Cornmiltee \\.ill recon\.cne on 
No\reml>er 12. 

Impliecl yielcls o n  fecler-al funcls 
fut~rres ha\.e t x e n  flattening 
througllo~~t the yea[- as cspect:itions 
for fitti~re incre:ises in the f~lncls rat? 

ha\-e [wen pclshed o ~ ~ t .  R o l ~ ~ s t  eco- 
no~nic, gro\vth. co~lplecl with contin- 
tieel lo\v inflation ancl virtually no  
sign of any fc1t~1r.e acce1er:ition. has 
significilntly reducecl the need for 
the FOhIC to act. The marltet is not 
cspectir~g the FOMC to change the 
f~~nc l s  late in the near f i i t~~re .  

Long-term i~nterest Kites fell 
sliglitly in September, con t i~~~r ing  the 
clo\vn\v:u-cl trencl that l~egan in April. . . I he 30-yew ?'reasury c o ~ ~ s t z i ~ ~ t  matu- 
rity clroppecl seven basis points to 
6.5lO/i1, 110111~' 111ortg;lge rates fell five 

Ixtsis points to 7.43%>, ancl the 10- 
year T r e a s ~ ~ r y  mo\recl c1on.n seven 
Ixsis points to 6.23%~ 

Treasu~y Inflation-I'rotection Secu- 
rities CHI'S) have heen tracling since 
late J;lnu;i~-y 1997. Their avemgc 
yielcl for the  non nth of Septeml>er 
was 3.6%). L I ~  30 hasis points from 
Fel>ru:try. In theory. the spreacl be- 
tween TIPS :incl t~xclitional Treasiil-y 
sec~~r i t ics  (currently 2.7%) shoulcl 
gi\-e some inclication of the marlcet's 
espect;~tions for fnt~ire inflation. 

fcot7ti1z/led 011 ~ ~ e x l p ~ ~ g c ~ )  
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5x300 [THE M3 AGGREGATE 1 

a. Growth rates are percentage rates calculated on a fourth-quarter over fourth-quarter basis. Annualized growth rate for 1997 is calculated on an estimated 
September over 1996:IVQ basis. 
NOTE: All data are seasonally adjusted. Last plot is estimated for September 1997. For M2 and M3, dotted lines a= FOMC-determined provisional ranges. 
For the monetary base and MI ,  dotted lines represent growth rates and are for reference only. 
SOURCE: Board of Governors of the Federal Reserve System. 

t-Io\ve\.er, the m:irliet k)s 7'I11S is not 
yet f~ill). clcvelopecl. ancl iicl~iidity re- 
niains ;ln iss~ic. In\es(ors generally 
retl~iise ;iclclition:~l co~npens;ition k)r 
the estra risk tlic)- ~inclertalie ~ v h e n  
marliets itrc less licliiicl, \\.hich :iffvets 
an in\.cstnlent's )-ielcl. Hence, the 
TIPS,'7're;~s~iry sl>rc;icl prol>ahly enl- 
tmclies more than j~isl an especta- 
tion a l~out  f~ i t~ i r e  inflation, ;uici in- 
.\iestors sho~ilci be ca~ i ( io~ i s  \\.hen 
attempting to Lise it  to g:tuge s~lcll 
cspect:ltions. 

M2 contin~lcs to csp:incl at il rapicl 

p:~ce. esceecling the Lipper 1)o~lncl of 
its FCIhlC-cieterminecl provisional 
wnge set 1:ist July. 'l'hrougl~ A~igcist. 
the :iggl.egate grew :it :I 5.j0/il ~unnual 
r:ite, anel ~xeli~ninary n~imhers for 
the first i~:llS of September suggest 
that it \\.ill 111ai11t;iin th;tr p:ice 
till-o~igh the encl of the month. 

The 1\13 :tggseg:lte :~cceleratecl 
again in Aug~ist, to an S.-i'Yo :inn~iaI 
sate. This is n.ell ;hove its specifiecl 
Kingc. ancl also above the gro\\;th 
r:tte of' hI2. 7'he surge is :lttril~utahle 
in p:ut to roI)~ist cleni1:~ntl for com- 

merci:~l anci incl~istrial lo:ins fin:ulicecl 
n.it11 negoti:il~le C1)s. \\-hiell are in- 
cluclecl it1 $13 l)ut not in M2. . < I he monetary I);ise. a il:irro\\-er 
measure o f  money that inclucles c~ir-  
rency helcl 12)- the p~ll>lic plus I>:inli 
reserves. espanclecl at :I  HI rate in 
Aug~lst. 'l'he primary contrilwtos to 
I>ase gro\vth in sccent ).cars Ilas 
heen its currency component. F o r -  
eigners, than I:.S. resiclcnts. 
are responsil>le for most of the 
gron.tki in currency. 

fco~ltitrrted oj1 ~re.~tpcrgc~ 
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Per caoiia GDP growth oercenl 

CROSS-COUNTRY INFLATION VERSUS PER CAPITA OUTPUT 
GROWTH, 19&0-96a 
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a. Average annual percent change. 
b. 12-month percent change. Last plot is for August 1997. 
NOTE: The sample includes 63 countries. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; Board of Governors of the Federal Reserve System: and International Monetary Fund. 
International Financial Statabcs. 

hl 1 .inother n,rr lo\\ Ilie,rsurc of 
mane\. fell 1 t o t ,  rn ,\ug~15t, 1cI1cct- 
rng the  contln~iccl p r o l ~ f e ~ ~ r t ~ o n  of 

e c p  .lccoiints n lirc 11 .rllo\\ I>,rnl\\ 
to "sxwep rnonc\ f r 0111 le\er ,11>Ie 
10 nonreser\ .rl~lc .lccoLint\ In orclcr 
to cconolnl/c o n  tiierr re\er \ e \  

Wh)  clo economr\t\ loot\ clo\cl\ 
. ~ t  mane! grot\ ti1 flgiile\' O\ ei Io11g 
per~ocis t l le~e 15 .I \tlong ~x)\rti\ c I?- 

I,rtron\ll~p hetn ecn r-none~ gro\\ ill 
'rncl 1nf1,ltron I h ~ i  connet tlon c,in I>e 
C I C ~ I I  IT w e n  111 the c l1,11t\ .rI>o\ e. 

\\-hich colnp:rre :n.er:rjic gro\\.th :rncl 
inf1;ition mies across 63 co~intries 
o\-er the last t\\.o anel ;I I-t;llf clec;rcles. 
Note that countries \\it11 high rates o f  
m o w ) -  growih 1l:rve alrnost ecliiall). 
high in1l;rtioil rates. In the I..%., tile 
re1:rtionship is less precise. I > L I ~  still 
clc;rr: tkq~icl money growth prcccclecl 
pesiocls oi' :rccelel;rti~~g inflation in 
tlle 1970s. anel slo\\.er munch. gron.th 
has accomp:iniecl o ~ r r  more recent 
mocicratc int1:~tion rates. 

'l'he inflation consecluences ol' 

1'11xd Inone\ g ~ o n  ill might 1,e 111ore 
p.~l ,~t ,~l~le 11 the p,lce of rezrl O L I ~ ~ L I ~  

.rlso ciiricl~enccl 'I 1115 15 not the c'lse, 
ho\\ e l  el -10 ille e\tent t h ~ i  'In\ 
long-tern1 rel,~tronihrp e x ~ \ t s  I>e- 
t\\ e rn  mone) .rncl per C ~ I ~ I ~ , L  o ~ r t ~ u t ,  
rt 15 neg'rtn e Coiintrle\ \ \ ~ t h  hrgher 
inone\ g ~ o \ \  111 I,etn een 1970 .~ncl 
1996 tcncleci to experience lo\\ er 
oiitp~it gron tll  4 \rmll,rr 1) ne,rh, IILII 
neg,rtr\ e .  cor~el,~tron l>et\\ een rni1,l- 
l l 0 1 1  'illel pel ~'l~>lt ' l  OLItpllt g10\\t11 
1ciniorcc5 tl115 conclu51on 
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