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YIELD CURVESa 

a. All instruments are constant-maturity series. 
b. Three-month instrument is quoted from the secondary market on a yield basis; 10-year instrument is a constant-maturity series 
NOTE: Shaded areas indicate recessions. 
SOURCES: Board of Governors of the Federal Reserve System; and The WaNStreet Journal. 
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YIELD CURVES ON SEPTEMBER 27,1996 
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In the I:ist month, the yielcl curve 11:~s 
shiltecl LIP\V;ISCI ;11icI steepeneel some- 
what. with long r:ltes pushing to 
6.95%. Since tlie i)eginnin:,: of the 
year, the curve h;ls hecot-ile notice- 
aldy steeper: in fact. &yo-);ear rz~tes 
have increasecl more than 30-year 
rates. The 3-year, 3-month spre:icl 
1x1s increasecl koin six \,asis points to 
117 (the average is SO), ;lncl thc 10- 
year. 3-rnontii spread has increasecl 
fro111 43 I~asis points to 16 1 (the ;l\.er- 
age is 120). 7'hc k:u-s espressecl early 
this ycu. al~out a sl~st:linecl inversion 
have not Ixen confirmecl. 
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Not unespecteclly, the coupon 
yielcl curve 2nd the zero-coupon 
yielel ~ L I I Y ~  continue to track one an- 
other closely. Zeroes geneldly have 
the higher late, hecause the coupons 
give the oiher 1,oncls a shorter clura- 
tion-anel hence a lower yielcl. given 
the up\~lrcl  tilt to the term strilcture. 
For shorter ~ix~turities, \vl\;here this is 
less of a prol,lern, the coupon yields 
esceecl the zero yielcls, tho~lgh only 
by a few [basis points. Even at 10 
years, however, the spreacl is no 
more than 10 h i s  points. . . I his year's increase in the 10-year, 
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3-month yielcl spreacl cont~lsts  \vith 
another spread that is often looltetl 
to for predictions-the one  be- 
tn.een corporate Baa bonds ancl 10- 
year Treasuries, which has narrowecl 
I>y nearly 30 h:~sis points since Janu- 
ary. Overall, this risli spreacl shows 
less volatility than the yield spread, 
p ~ ~ t l p  because it cloes not turn negzl- 
tive. Its most pronouncecl historic:il 
feature is n tenclency to spike up- 
ward in recessions, reflecting the 
heiglitenecl chance of corporate 
I>anliruptcy and clefault on the 
bonds in times of stress. 
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