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[YIELD CURVES~ 

a. Ail instruments are constant-maturity Series. 
b. End-of-period quaflerly averages d daily data. All obselvatlons a. founh-quaner data except the final one, which is for 1997:llQ. 
SOURCE: Board of Governors of the Federal Reserve System. 

The yield curve h ~ l s  flattened since 
last lnonth. \\~ith long r:ites f:~lling 
ancl short rates rising. 'The often- 
watclled 3-!-ear. 3-mo11th spread 
ancl lo-year. 3-month spread stand 
at Gj 2nd 36 hasis points. l)elo\v 
tlleir historical a\-eragcs of SO anel 
12 j. This flattening suggests a s lo \~ -  
clowt~ of real ecol~omic gro\\-th over 
tJle nest yeltr, : ~ l t h o ~ ~ g h  the yielcl 
curve is still f'rr fl-om all illversion 
(short rates above long sates), 
\v\;hich wo~l ld  signal recession. A 
looli at the ver!. long ;inel \.el-y short 
r:ites collfirllls a pattun-thztt long 

rates account for most of the change 
in the spread. Contilluing tile trend 
I,egun in April, the federal funcis 
I.:lte l.emains slightly above its target 

of 5.50%. 
Tr .I.' ac tlng spreads is con\-enicnt, 

1 7 ~ l t  it filils 10 captilre the true three- 
climensional nature of the yield 
curve o\-er time. Shifts in the curve 
2u.e ~.arely parallel: They also involve 
tlvists, l l cca~~se  maturities rise anel 
L'Ilk1 at cliM'erent rates. Uicl interest 
rates peak in 1981 o r  19325 I t  cle- 
pends on whether one loolis at loilg 
r:lLes or short. The inversion of 15'81 

occurred \\;hen :[I1 Utes where risillg 
r'ipiclly, I711t the 1989 inversio11 S Z ~ W  

long ancl short rates moving in (>I>- 
posite directions. 

l-'inance experts t1is;lgree On ho\V 
[Test 10 characterize the tivists and 
tuytyj of the yield curve. 81c)st thinli 
th:lt three 1iu11-rbers are needed: 
Ic\.el. steepless, and cilrvatc1r.e. This 
three-climension;ll perspective em- 
phasizes the relative tranciuility of 
rates sillce 195'4, \vith txvists and 
turns that look tame compared to the 
gyrations of more turbi~~ent times. 
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