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» of all maturitics.? For the simple cast of
liscount (zero-coupon) bonds, this implics
‘erm yields that are averages of current and
:ted short-term yields (see Box).

l'o convert the expectations theory into an
itional explanation of the term structure, 2
ianism for determining expected shon.-
yiclds must be specified Only two of the
st and most common fypes of expectations —
polauve and regressive—are considered

Mhis statement may be illustrated as follows for |- and

od boads and 3 |-penod holding period. The 1-penud
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:P 2 1 the current pnce vl the 2 penud bond and ":u
nce curtently expecied to proval next penod on a
iod bond. if the expectations theory holds, (see equa-
(1) w Box) this rac-of-rctum equals Ry —ic. the
Ted lpenod retums on 1- and 2-pernod bonds are
- As indicated in the Box, these results hokd precisely
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