Constructing a Yield Curve

Recall from our lecture on the yield curve, that it is a graph illustrating the relationship of yields to maturity.  To remove any risk of default bias, we use Treasury data to construct a yield curve.

One excellent source of daily Treasury interest rate data for constructing a yield curve is provided by the Federal Reserve in their web-site

http://www.federalreserve.gov/releases/h15/update/
This site includes, among many interest rate measures, “Treasury Constant Maturity” interest rates (these are interest rates for various maturities on Treasury obligations, ranging from 1 month to 30 years; see note below data for a description).  Constant maturity data for the week of February 11 – 14, 2008, are reproduced below:
FEDERAL RESERVE STATISTICAL RELEASE

   H.15 DAILY UPDATE: WEB RELEASE ONLY

   SELECTED INTEREST RATES

   For use at 4:15 p.m. Eastern Time

 Yields in percent per annum                  February 15, 2008

                                              2008   2008   2008   2008  

                  Instruments                 Feb    Feb    Feb    Feb   

                                               11     12     13     14   

      Treasury constant maturities                                       

            1-month                           2.35   2.55   2.50   2.50  

            3-month                           2.31   2.31   2.28   2.31  

            6-month                           2.13   2.12   2.10   2.12  

            1-year                            2.06   2.06   2.03   2.05  

            2-year                            1.93   1.94   1.91   1.93  

            3-year                            2.10   2.13   2.11   2.18  

            5-year                            2.67   2.71   2.71   2.81  

            7-year                            3.09   3.13   3.14   3.28  

            10-year                           3.62   3.66   3.70   3.85  

            20-year                           4.38   4.43   4.48   4.63  

            30-year                           4.41   4.46   4.52   4.67  

Note: Yields on Treasury securities at "constant maturity" are interpolated by the U.S. Treasury from the daily yield curve for Treasury securities. This curve, which relates the yield on a security to its time to maturity, is based on the closing market bid yields on actively traded Treasury securities in the over-the-counter market. These market yields are calculated from composites of quotations obtained by the Federal Reserve Bank of New York. The constant maturity yield values are read from the yield curve at fixed maturities, currently 1, 3, and 6 months and 1, 2, 3, 5, 7, 10, 20, and 30 years. This method provides a yield for a 10-yearmaturity, for example, even if no outstanding security has exactly 10 years remaining to maturity.

