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FIGURE 1 Real and Nominal Interest Rates (Three-Month Treasury Bill), 1953-2004

Sources: Nominal rates from the Citibase databank. The real rate is constructed using the procedure outlined in Frederi
“The Real Interest Rate: An Empirical Investigation,” Carnegie—Rochester Conference Series on Public Policy 15 (1981

This involves estimating expected inflation as a function of past interest rates, inflation, and time trends and then subtra
expected inflation measure from the nominal interest rate.




