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Financial markets may already have responded in anticipation of changes that
could be brought about by renewed legislative tax reform efforts. The major
tax reform proposals incorporate a substantial reduction in marginal tax rates,
which will reduce the taxes paid on interest income from corporate bonds and
hence lessen the advantage of municipal over corporate bonds. The recent rise
in the ratio of municipal to corporate interest rates may partly reflect these
developments.

Because interest income on corporate bonds is taxable while interest income
on municipal bonds generally is not, arbitrage pricing theory predicts that the
after-tax rates of return on municipal and corporate bonds of similar risk, maturity
and callability should be equal. Consequently, the ratio of the municipal to the
corporate interest rate on comparable securities should equal one minus the ex-
pected future tax rate of the marginal investor.

In May 1986, the ratio of the municipal to the corporate Aaa interest rate
was .829, up substantially from the February 1986 value of .769. Thus, the
implied expected future tax rate fell from about 23 percent in February to about
17 percent in May 1986.

—Richard G. Sheehan
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ADJUSTED MONETARY BASE
AVERAGES OF DAILY FIGURES
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ADJUSTED MONETARY BASE

COMPOUNDED ANNUAL RATES OF CHANGE,
AVERAGE OF TWO MAINTENANCE PERIODS ENDING:
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MONEY STOCK (M1 )

AVERAGES OF DAILY FIGURES
BILLIONS OF DOLLARS SEASONALLY ADJUSTED
670

T I ] 670
1986  BILLIONS
| 660 E- APR. 21 645.5 660
28 648.5
MAY 5 654.7 /
12 656.1
| 650 19 658.8 650
26 660.5 =
640 f) 640
E h/

BILLIONS OF DOLLARS

630 Va 7 630
620 // 620
‘ [N
610 — 610
V
600 600
590 /) 580
580 ,/ 580
o e bbb bbb bep b b o b b i ®
1 1520 13 27 10 24 8 22 5 19 2 16 30 14 28 11 25 © 23 6 20 3 17 3 17 31 14 28 12 26 9 23
APR MAY JUN JUL AUG SEP OCT NOV DEC JAN FEB MAR APR MAY JUN
1985 1986
LATEST DATA PLOTTED WEEK ENDING: MAY 26, 1986
CURRENT DATA APPEAR IN THE BOARD OF GOVERNORS® H.6 RELEASE.
M1 IS THE SUM_OF CURRENCY HELD BY THE NONBANK PUBLIC, DEMAND DEPOSITS, OTHER CHECKABLE
DEPOSITS AND TRAVELERS CHECKS.
MONEY STOCK (M1 )
COMPOUNDED ANNUAL RATES OF CHANGE, AVERAGE OF FOUR WEEKS ENDING:
5/27/85 8/26/85 10/28/85 11/25/85 12/23/85 1/27/86 2/24/86 3/24/86
TO THE_AVERAGE
OF FOUR WEEKS
END ING:
10/28/85 13.5
11/25/85 13.0 10.0
12/23/85 13.4 (S T
1/27/86 11.9 9.4 9.2 8.7
2/24/88 1.2 818 i 8.8 7T 4.3
3/24/868 11.6 9.6 9.5 9.3 7.4 10.0
4/28/86 11.9 10.3 - '10.8/ . 10.5 9.3 117 14.8
5/26/86 13.0 1.8 1218 129 12,4 182 - 18.4 | 20.)
PREPARED BY FEDERAL RESERVE BANK OF ST. LOUIS
Digitized for FRASER 3

http://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis



MONEY MULTIPL IER v

CURRENCY COMPONENT OF MONEY STOCK
RAGES OF DAILY FIG

nF18 “SEASONALL Y ADJUSTED Aatio
2:0 ; T 2.9
1986 BAI.LQ
MAR . 52 g 650
2.8 = ay 3 f el 4.8
M1 MULTIPLIER
2.7 /,/ 2.7
ﬁ
=
o e
2.8 e 2.6
% E
pidvigdalinn vda b b b o L
0 822 6 110 317 118201228 923 721 418 l 18 27T 10 24 10 24 T 21 S 19 l 30 0
AR MAY JN UL AUG SEP OCT NOv BEG  JaM  FEB MAR APR  MAY
1985 1986
LATEST DATA PLOTTED TWO WEEKS ENDING: MAY 19, 1986
olu.lous or oou.ms BILLIONS OF bou.gms
- — 178
|'ro _— “ =1 i76
% %ﬁg il
IM1 pa /
174 “ ¥ - 174
- b LA :
172 |— DEC. 53: 1 7.5 CURRENCY - 172
| NOV. 25, 1 7.3 4 i
i 5 im
170 [— ' : 170
168 — - 188
186 166
- i 1986 BILLIONS
164 /_, APR 2 =;§ 6 —1 164
b i
1 - ’§
62 | 18 157 162
o bl bivia by diiadvanligg SERRENNRENRRA AT " &
1 1520 13 27T 10 24 8 22 519 2 16 30 14 28 11 25 923 6 20 3 I7 3 17 31 14 28 12 26 © 25

APR  MAY JUN JUL AUG SEP OCT NOV DEC JAN FEB MAR APR MAY JUN
1985 1986

LATEST DATA PLOTTED WEEK ENDING: MAY 26, 1986
17 RATIO OF MONEY STOCK (M1) TO ADJUSTED MONETARY BASE
2/ CURRENT DATA APPEAR IN THE BOARD OF GOVERNORS® H.6 RELEASE.

PREPARED BY FEDERAL RESERVE BANK OF ST. LOUIS

Pigitized for FRASER
http://fraser.stlouisfed.org

Federal Reserve Bank of St. Louis X DLl el ol N



TOTAL CHECKABLE DEPOSITS
AVERAGES OF DAILY FIGURES
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SELECTED INTEREST RATES
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