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Five year real interest ratesin the UK and UsSA®@
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Long term year real interest ratesin the UK,
USA and France® 55
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Bank rate, inflation and £/$ exchange rate,
1945 to date
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Bank rate, inflation and £/$ exchange rate, 1817-1914

Per cent USdollar
15 - ; \ 11
1 Inflation (Ihs) I Bank rate (lhs)

£/$ exchange

15 | | ~ rate (rh§)‘: R

-20 4
1817 1827 1837 1847 1857 1867 1877 1887 1897 1907

Chart 7



0.4

0.35

0.3

0.25

0.2

0.15

0.1

0.05

Nov-87

Jun-88

Feb-89

Sep-89

Short-Sterling Futures Options(LIFFE)*

Apr-90
Nov-90
Jun-91
Jan-92
Aug-92
Mar-93
Oct-93
Jun-94
Jan-95

Aug-95
Mar-96
Oct-96

—— atm inplied volatiity —— inplied 3-nonth rate

Chart 8

Correlation 1987-1999: -0.26 , 95% confidence intervals: -0.22 -0.30
Correlation 1993-1999: -0.41 , 95% confidence intervals; -0.35 -0.46

*Constant maturity of 6 months
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Chart 9 UK Base Rate 1800-1999
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Chart 10

Histogram of Standardised Residuals: UK 3-month interbank rate 1975-1999

400
Sample 1/17/1975 4/30/1999
Observations 1268
300
Mean 0.022144
Median -0.009907
200 Maximum 7.955724
h Minimum -5.209383
Std. Dev. 1.005875
Skewness 0.846027
100 | Kurtosis 10.49388
Jarque-Bera 3118.290
Probability 0.000000
0.




Chart 11

Histogram of Standardised Residuals. UK base rate 1800-1998

40
Sample 1811 1998
Observations 188

30._
Mean -0.008235
Median -0.056227
Maximum 3.380759
Minimum -2.702496
Std. Dev. 0.991252
Skewness 0.496179
Kurtosis 4.196770

Jarque-Bera  18.93341
Probability 0.000077




Time Series Model
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3 month interbank rate

conditional variance

Chart 12

Correlation 1975-1999: 0.66 , 95% confidence intervals: 0.72 0.59
Corrdlation 1993-1999: -0.26 , 95% confidence intervals; -0.13, -0.38

Steady state 3-month interbank rate: 7.55 ; 95% confidence intervals: 4.02 , 14.41
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Chart 13

Steady state base rate: 4.88%; 95% confidence intervals: 1.02% , 10.10%
Correlation 0.81, 95% ; confidence intervals: 0.66 , 0.97
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Chart 14

Steady state inflation 2.7%; 95% confidence intervals. -10.7% , 21.0%
Correlation: -0.27 ; 95% confidence intervals. -0.43 , -0.12




—— £/$ annual change —e— conditional variance

Chart 15

Steady state £/$ annual change: -0.8%; 95% confidence intervals: -10.6% , 4.2%
Correlation: -0.03; 95% confidence intervals: -0.19, 0.13




standard deviation (percent)

Scatter plot of the standard deviation and average level of
treasury bill rates in 59 countries, January 1988 - January 1999
(source:IFS)
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Chart 16

Correlation: 0.89



