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a. Allinstruments are constant-maturity series.

b. Estimate of the yield on a recently offered, A-rated utility bond with a maturity of 30 years and call protection of five years.
¢. Bond Buyer Index, general obligation, 20 years to maturity, mixed quality.
d. 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.

SOURCE: Board of Governors of the Federal Reserve System.

In September, the yield curve on
government securities moved no-
ticeably lower (about 20 basis
points), but retained its general
shape. The weekly average of the 3-
month  constant-maturity

moved below 3%. The 3-year, 3-
month spread moved from 85 basis
points to 91, while the other closely
watched spread, the 10-year, 3-
month, held steady at 110 basis
points. Longer-term capital market
rates also headed down, returning

series

to the low levels seen last Decem-
ber, and spreads were little changed.

Two important and complemen-
tary indicators of the economy’s
clirection are the spread between the
10-year and 3-month Treasuries,
a ferm spread, and the spread be-
tween Baa-rated corporate bonds
and the 10-year Treasury, a 7isk
spread. The common wisdom is that
term spreads predict future economic
activity, signaling recessions by in-
verting. The risk spread serves as a

more contemporaneous  indicator,
since corporate bonds presumably
become riskier than government
bonds as the economy worsens.
Certainly, these connections are
not precise: No recession material-
ized until long after the term-spread
inversion of 1966, and risk spreads
in the 1980s often exceeded reces-
sion levels of even the 1950s and
1960s. Both types of spreads cur-
rently indicate a healthy economy —-
now and in the immediate future.



