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The spreads between interest rates on municipal bonds and other long-term
securities have narrowed substantially in recent months (see table on back page).
Over the five months following March of this year, the rate spreads between
municipal bonds and two of these long-term instruments—corporate Aaa bonds
and long-term Treasury securities—averaged about 145 and 45 basis points,
respectively. These spreads were considerably larger in the five months before
March, averaging about 200 and 155 basis points, respectively.

Changes in these interest rate spreads typically result from changes in risk
assessments, anticipated tax changes and other factors that affect the supply
of or the demand for specific types of long-term debt securities. The decline
in the municipal rate spreads described above coincided with the renewed
legislative efforts to enact major tax changes starting in March. Two prospec-
tive tax changes that would tend to reduce the demand for municipal bonds
relative to other long-term securities are the sizable reductions in marginal tax
rates and the elimination of federal tax exemptions for certain types of municipal
bonds.

—Courtenay C. Stone

(continued on back page)
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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
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TOTAL CHECKABLE DEPOSITS
AVERAGES OF DAILY FIGURES
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YIELDS ON SELECTED SECURITIES
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SELECTED INTEREST RATES

AVERAGES OF DAILY RATES
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BORROWINGS FROM FEDERAL RESERVE BANKS
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COMMERCIAL PAPER OF NONF INANCIAL COMPANIES
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Basis-Point Spread Between the Municipal Bond Rate
and Rates on Selected Securities
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