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Introduction
A yield curve indicates the yields of similar bonds with the corresponding maturity periods ranging from the shortest to the longest time. Investors use the yield curve before making an investment decision to evaluate the relative yield with the interest rate for a given period of maturity. The yield curve typically assumes three shapes. The curve either slopes upwards, downwards or become flat. The shape of the yield curve has an influence on the interest rate on the security at hand mainly treasury bonds. 
Upward sloping yield curve
The yield curve slopes upwards when short-term investment results to lower yields than the long term investment. In this case, investors earn more interest on bonds for lending for a longer period as indicated by Gürkaynak, Refet,  Sack and Swanson (2005). Investors require higher returns for taking a risk in lending for a longer period. 
Downward sloping yield curve
Contrary to upward sloping yield curve, the downward sloping yield curve is characterized by higher yields on short-term period and lower yield on long-term period.  
Flat yield curve
This curve indicates no difference between investing in the short term and long term interest yielding security. The interest rate is constant. A flat yield curve indicates uncertainty about future inflation or economic growth as Sack, Brian and Robert Elsasser (2004) stated. 
Federal monetary policies influence the shape of the yield curve in the control of the money supply in the U.S economy. A tightening monetary policy is aimed at raising short term interest in the economy. This measure reduces inflationary rates. On the other hand, the federal government aims at lowering interest rates to increase money supply in the economy as indicated by Michael (2000). 
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