
the target rate, with the first on 6 June 1989, and the last on 2 February 2000.
The bill rate data are secondary market yields from the Federal Reserve H.15
release. The note and bond data are the yields of on-the-run Treasuries,
obtained from Bloomberg.
The coefficients describing interest rates’ reaction to target rate changes in

the post-1989 period are uniformly smaller and less significant than those for
the 1975–1979 sample. The estimated responses of 3- and 6-month bill rates are
27 and 22 basis points, respectively, compared with 55 and 54 basis points in
Cook and Hahn. The results are weaker at the long end of the yield curve as
well, with essentially no response by the 30-year yield. By contrast, Cook and
Hahn reported a statistically significant 10 basis point response for the 20-year
bond, the longest-maturity Treasury bond at the time. In a regression pooling
the post-1989 and Cook–Hahn data, the hypothesis of equal coefficients in the
two subsamples can be rejected at 0.05 level for the 3- and 6-month bills.
One possible explanation for the lack of statistical significance is simply the

smaller number of observationsF42 target rate changes, compared with 75 in
the Cook–Hahn sample. This cannot explain the smaller magnitude of the
response, however. Another possibility is that traders were not aware of the
policy actions. This is implausible, however, as Fed actions have generally
become more transparent since the period studied by Cook and Hahn.
A more likely explanation is that target rate changes have been more widely

anticipated in recent years. Bond yields set in forward-looking markets should

Table 1

The 1-day response of interest rates to changes in the Fed funds targeta

Maturity Intercept Response R2 SE DW

3 month @3.6 26.8 0.42 9.8 2.04

(2.3) (5.4)

6 month @5.2 21.9 0.37 9.0 2.04

(3.6) (4.6)

12 month @5.1 19.8 0.29 9.5 2.07

(3.3) (4.1)

2 year @5.2 18.2 0.26 9.6 2.28

(3.4) (3.7)

5 year @4.5 10.4 0.10 9.8 2.40

(2.9) (2.1)

10 year @4.0 4.3 0.02 8.5 2.50

(2.9) (1.0)

30 year @3.6 0.1 0.00 6.9 2.47

(3.2) (0.0)

aNote: The change in the target Fed funds rate is expressed in percent, and the interest rate

changes are expressed in basis points. The sample contains 42 changes in the target Fed funds rate

from 6 June 1989 through 2 February 2000. Parentheses contain t-statistics.
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