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B. Trading in the Secondary Market

The Treasury securities market is the larg-
est and most liquid securities market in the
world. The market for Treasury inflation-
protected securities, however, may not be as
active or liquid as the market for Treasury
fixed-principal securities. In addition, Treas-
ury inflation-protected securities may not be
as widely traded or as well understood as
Treasury fixed-principal securities. Lesser li-
quidity and fewer market participants may
result in larger spreads between bid and
asked prices for inflation-protected securi-
ties than the bid-asked spreads for fixed-
principal securities with the same time to
maturity. Larger bid-asked spreads normally
result in higher transaction costs and/or
lower overall returns. The liquidity of an in-
flation-protected security may be enhanced
over time as we issue additional amounts or
more entities participate in the market.

C. Tax Considerations

Treasury inflation-protected securities and
the stripped interest and principal compo-
nents of these securities are subject to spe-
cific tax rules provided by Treasury regula-
tions issued under sections 1275(d) and 1286 of
the Internal Revenue Code of 1986, as amend-
ed.

D. Indexing Issues

While the Consumer Price Index (‘“‘CPI”)
measures changes in prices for goods and
services, movements in the CPI that have oc-
curred in the past do not necessarily indicate
changes that may occur in the future.

The calculation of the index ratio incor-
porates an approximate three-month lag,
which may have an impact on the trading
price of the securities, particularly during
periods of significant, rapid changes in the
index.

The CPI is reported by the Bureau of Labor
Statistics, a bureau within the Department
of Liabor. The Bureau of Labor Statistics op-
erates independently of Treasury and, there-
fore, we have no control over the determina-
tion, calculation, or publication of the index.
For a discussion of how we will apply the
CPI in various situations, see Appendix B,
Section I, Paragraph B of this part. In addi-
tion, for a discussion of actions that we
would take in the event the CPI is: discon-
tinued; in the judgment of the Secretary,
fundamentally altered in a manner materi-
ally adverse to the interests of an investor in
the security; or, in the judgment of the Sec-
retary, altered by legislation or Executive
Order in a manner materially adverse to the
interests of an investor in the security, see
Appendix B, Section I, Paragraph B.4 of this
part.
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APPENDIX D TO PART 356—DESCRIPTION
OF THE CONSUMER PRICE INDEX

The Consumer Price Index (‘‘CPI”’) for pur-
poses of inflation-protected securities is the
non-seasonally adjusted U.S. City Average
All Items Consumer Price Index for All
Urban Consumers. It is published monthly by
the Bureau of Labor Statistics (BLS), a bu-
reau within the Department of Labor. The
CPI is a measure of the average change in
consumer prices over time in a fixed market
basket of goods and services. This market
basket includes food, clothing, shelter, fuels,
transportation, charges for doctors’ and den-
tists’ services, and drugs.

In calculating the index, price changes for
the various items are averaged together with
weights that represent their importance in
the spending of urban households in the
United States. The BLS periodically updates
the contents of the market basket of goods
and services, and the weights assigned to the
various items, to take into account changes
in consumer expenditure patterns.

The CPI is expressed in relative terms in
relation to a time base reference period for
which the level is set at 100. For example, if
the CPI for the 1982-84 reference period is
100.0, an increase of 16.5 percent from that
period would be shown as 116.5. The CPI for
a particular month is released and published
during the following month. From time to
time, the CPI is rebased to a more recent
base reference period. We provide the base
reference period for a particular inflation-
protected security on the auction announce-
ment for that security.

Further details about the CPI may be ob-
tained by contacting the BLS.
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