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Table 1 Yields to Maturity on a 10%-Coupon-Rate Bond Maturing in Ten

Years (Face Value = $1,000)

Price of Bond ($) Yield to Maturity (%)
1,200 7.13
1,100 8.48
1,000 10.00
900 11.75
800 13.81
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and solving for i,

(1 +1i) X $900 = $1,000
$000 + $900i = $1,000
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. $1,000 — $900

i $000 0.111 = 11.1
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sle) DA Gy - Allel) 2L Jaee 4l Bline ) el goly S o) Lo Jales
o s 33U Jaee oo Upasa BEA) Gl Sl o) ¢ CAESS (S ol abaall BS
ébmﬁu‘j‘me\MB@%CbJ\&WJUSM%QM@A%M\)’-"“

caaleds) aalls

Table 2 One-Year Returns on Different-Maturity 10%-Coupon-Rate

Bonds When Interest Rates Rise from 10% to 20%

(n
Years to 2) 4 (3) (6)
Maturity Initial (3) Price Rate of Rate of
When Current Initial Next Capital Return
Bond Is Yield Price Year* Gain (2+53)
Purchased (%) (%) ($) (%) (%)
30 10 1,000 503 —40.7 —30.7
20 10 1,000 516 —48.4 —38.4
10 10 1,000 597 —40.3 —303
5 10 1,000 741 —259 —15.9
2 10 1,000 917 —83 +1.7
1 10 1,000 1,000 0.0 +10.0

*Calculated using Equation 3
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FIGURE 1 Real and Nominal Interest Rates (Three-Month Treasury Bill), 1953-2002

Sources: Nominal rates from www federalreserve gov/releases/H15. The real rate is constructed using the procedure outlined in Frederic S. Mishkin, “The Real
Interest Rate: An Empirical Investigation,” Carnegie-Rochester Conference Series on Public Policy 15 (1981): 151-200. This procedure involves estimating expected
inflation as a function of past interest rates, inflation, and time trends and then subtracting the expected inflation measure from the nominal interest rate.
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