
by surprise. More recently, the 15 October 1998 rate cut is the only action since
1996 to have contained a large element of surprise.

3.3. Results

Having used the futures rates to distinguish between anticipated and
unanticipated changes in the funds rate target, the natural question to ask is
whether the responses of bill and bond rates to the two components differFor
indeed whether rates respond at all to predictable actions. This can be done
within the Cook and Hahn-style analysis by regressing the change in the
interest rate on the two components of the target rate change,

DRt ¼ aþ b1D*ret þ b2D*rut þ et; ð8Þ

where R again represents in turn the yields on 3- 6- and 12-month bills, 2- 5-
and 10-year notes, and 30-year bonds.
The regression results appear in Table 3. As expected, the coefficients on the

expected and surprise components are very different: the response to the
unanticipated piece is large and highly significant, while the response to the
anticipated piece is small, and statistically insignificant. For each maturity, a
Wald test of the b1 ¼ b2 restriction rejects the hypothesis of equal responses at
the 0.05 level or better.

Table 3

The 1-day response of interest rates to the Fed funds surprisesa

Response to target change

Maturity Intercept Anticipated Unanticipated R2 SE DW

3 month @0.7 4.4 79.1 0.70 7.1 1.82

(0.5) (0.8) (8.4)

6 month @2.5 0.6 71.6 0.69 6.3 2.06

(2.2) (0.1) (8.5)

12 month @2.2 @2.3 71.6 0.64 6.9 2.10

(1.8) (0.5) (7.8)

2 year @2.8 @0.4 61.4 0.52 7.8 2.25

(2.0) (0.1) (6.0)

5 year @2.4 @5.8 48.1 0.33 8.6 2.37

(1.6) (0.9) (4.3)

10 year @2.4 @7.4 31.5 0.19 7.8 2.37

(1.8) (1.3) (3.1)

30 year @2.5 @8.2 19.4 0.13 6.5 2.46

(2.2) (1.7) (2.3)

aNote: Anticipated and unanticipated changes in the Fed funds target are computed from the

Fed funds futures rates, as described in the text. Parentheses contain t-statistics. See also notes to

Table 1.
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