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Table 3 

The effect of funds rate target changes on market interest ratesa 
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3-month bill rate 0.016 0.554 0.47 0.13 1.89 

(104) (8.10)b 

6-month bill rate 0.017 0.541 0.59 0.10 1.82 

(1.44) (10.25)b 

12-month bill rate 0.024 0.500 0.56 0.10 1.94 
(2.02)’ (9.61)b 

3-year bond rate 0.018 0.289 0.46 007 1.59 
(2.16)’ (7.87)b 

5-year bond rate 0.012 0.208 0.36 0.06 1.59 
(1.66) (6.43)b 

7-year bond rate 0.009 0.185 0.39 005 1.89 
(1.47) (6 78)b 

lo-year bond rate 0.012 0131 0.32 0.04 1.94 
(2.34)’ (5.85)b 

20-year bond rate 0.007 0.098 0.29 0.03 2.04 
(1.73) (5.46)b 

aIncludes 75 changes m the federal funds rate target from September 1974 through September 
1979. Bill and bond rate changes are calculated over the day of the target changes. t-statistics are 
in parentheses. 

bSignificant at the 1% level, using a two-tailed test. 
‘Significant at the 5% level, usmg a two-tailed test. 

rates to changes in the funds rate target with the regression: 

(1) 

where ARFFr is the change in the funds rate target or in the midpoint of the 
target range and AR, is the change in the bill or bond rate the day of the 
target change. An important assumption underlying this regression is that 
movements in the funds rate target cause movements in other market rates and 
not the reverse. We discuss this assumption below. 

The regression results are shown in table 3.5 The coefficient of the funds rate 
target change is significant at the 1% level in all the regressions. The magni- 

‘We exclude the November 1. 1978 change in the target from the regression. On this day the 
Treasury and the Federal Reserve announced a program aimed at supportmg the dollar m the 
foreign exchange markets. The government announced that it would sharply increase its available 
stock of foreign exchange for use in more intensive intervention activities. On the day of this 
announcement the dollar appreciated almost 7% against the German mark. Treasury bill rates 
increased, while intermediate- and long-term rates fell sharply. 


