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9'5 1 CAPITAL MARKET RATES I 7'5 

a. All instruments 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. 
c. 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 ~ndicate recessions. 
SOURCE: Board of Governors of the Federal R e s e ~ e  System. 

YIELD CURVESa 

In Septeml~ei the \lelcl c i ~ ~ l e  on 
govelnment seciir itie\ rno\ eel no- 
ticeablj lo\\ el ( , t l ~ ) i ~ t  20 II 'I \I \  
p o ~ n t s ) ,  1 ~ 1 t  I C ~ ~ I I I I C C I  ~ t s  generdl 
sh'tpc I he \\ e e k l ~  .I\ er 'tge of the 3- 
month con\t ,~n[-i i i ,~t~~i 11) sel ie\ 
111c)vecl helon 5'0 -1 lie 3-) c'u 3- 
month spr eLtcl mo\ ecl f r  or11 85 I>,I\I\  
point\ to 91 u ll~lc tile otl~er closel~ 
\\atchecl spie,~cl the LO-\ c,ti 3- 
rnontli hclcl 5 t c ~ c l ~  .I[ 1 10 I I , I ~ I ~  
potnts Longel-term C ' I ~ I ~ ~ I I  I ~ I L I I L C ~  
I 'ttes .11 \0  lieLtcIecl cIo\\ 11 ietur nIng 

to the Ion. levels seen last [Ieceil~- 
her. ancl spreacls \\-ere little changeel. 

Two i~ilportant ancl complemen- 
~z~r!. inclicators of the econonly's 
clirection are the spread t>et\veen the 
lO-ye;~~- ancl 3-nionth ?'re;~s~~rics, 
21 i ~ t . 1 7 ~  S ~ I . C L ~ C ~ .  and the sprcacl he- 
tl\.een 13~-ratecl corpo~.atc I~oncis 
ancl the 10-year Treasur-I., :I ~.i.sk 
.spt .~clc l .  7he common wisclom is that 
term spreacls preclict fittuse economic 
acti\.ity. signding recessions 1,). in- 
\.erting. The risk spread ses\.es as a 

more conlerllporanemls inclicator. 
since corporate I I O I I ~ S  presi~mal,ly 
become riskier than go\txnment 
11o11ds as tlle econorny \\.orsens. 

Certz~inly, these connections are 
not lxecise: N o  recession ~naterial- 
izecl ilntil long ~tfter the teriu-sprctcl 
in\-ersion of 1966. ancl risk spreacls 
in the 1980s often esceeclecl reces- 
sion 1cl.els o f  el-en the 1950s ancl 
1960s. ISotli typesof  s1xe;1ds ciir- 
rently inclicatc a healthy economy- 
no\v :inel in the immecliztte fiiture. 
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