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Top forecaster sees U.S. recession
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The U.S. bond market's most accurate forecaster, who plies his trade 500 miles from

Boeing 7 Aeraspace Wall Street, says yields are sending ominous signs about the economy.
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NW companies While economists at the biggest bond-trading firms wrongly predicted that the

benchmark U.S. 10-year Treasury yield would end last year at 5 percent, a University of
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North Carolina, Chapel Hill, professor came a lot closer to getting it right.
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Events calendar "It was luck, partly," said James F. Smith, 67, who teaches finance at the school. "The

other reason is the anticipation that inflation would be contained and that continued rate
increases from the Federal Reserve would keep longer-maturity investors enthused
about their returns.”
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Columnists Smith turned out to be the top forecaster in Bloomberg's January survey of 66
economists. He predicted the benchmark 10-year yield would end the year at 4.49
percent. At the time, the yield was about 4.27 percent and the median estimate was for
it to climb to 5.04 percent by Dec. 31. It finished 2005 at 4.39 percent. Yields move

inversely to bond prices.
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d "Those Wall Street gurus have bigger expense accounts than | have total income,"

Smith said.
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Obituaries Smith said the bond market is waving a caution flag on the economy. Two-year

Treasury yields last week rose above those on 10-year notes, creating a so-called
inverted yield curve for the first time since December 2000. An inversion preceded the
past four U.S. recessions.
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the Fed from 1975-77. "It will stay that way until the Fed realizes it caused a recession
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in 2007. Investors should start planning for a recession.
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Autos The 10-year yield will climb to 4.53 percent this year, Smith predicts. His forecast is
Homes again below the median estimate of economists, which is for the yield to end 2006 at 5
Rentals percent, according to a survey from Nov. 30 to Dec. 8.
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Shopping Core inflation, which excludes food and energy prices, "remains under control," he said,
NWsource tempering any rise in yields. Inflation erodes the purchasing power of a bond's fixed
Personals payments.
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Smith expects the Fed to raise its target rate for overnight loans between banks three

more times, to 5 percent from 4.25 percent. The U.S. central bank has raised rates by a
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guarter-percentage point at every meeting since June 2004, when the target was at a

46-year low of 1 percent.
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estimate of 3.50 percent.

Prices for personal
consumption expenditures
excluding food and energy
rose 1.8 percentin
November from a year
earlier, down from 1.9
percent in October, the
government said. The Fed
uses the PCE index in
making its semiannual
forecasts. In July, the
central bank said it
expected the core rate to rise 1.75 percent to 2 percent last year.

None of the economists surveyed by Bloomberg expects a recession, or two
consecutive quarters of a decline in gross domestic product, this year. The economy
likely will grow by 3.4 percent in 2006, based on the median of 71 forecasts in a survey
conducted from Nov. 30 to Dec. 8.

Fed Chairman Alan Greenspan said Nov. 3 that the yield curve "used to be one of the
most accurate measures we used to have to indicate when a recession was about to
occur," though "it's lost its capability of doing so in recent years."

Copyright © 2006 The Seattle Times Company

[ E-mail article (&4 Print view More business & technology headlines...

Most read articles

. "Buy America" dropped from tanker program

. Horse sex story was online hit | Danny Westneat

. Miners tried to block toxic gases, officials say

. The Sonics' real problem is Wally Walker | Steve Kelley

. Who is Bob Hill? Sonics to find out | Sonics

. Notes: Hawks playoff game at 1:30 p.m. | Seahawks

. Horizontal corduroys make you look phat

. Landmark study shows fat isn't key factor in weight loss, gain

© 0o N o O A~ W DN PP

. Murder suspect said unfit to proceed to trial

=
o

. Alaska Airlines' Web site soars as top sales vehicle

Most e-mailed articles

e s i

Lo mﬁ“”kmlﬁ h"' %-

Get all your Seahawks sports coverage delivered for only $1.95
a week.

|

Today's featured ads
Go To Your Room: annual
furniture sale

Cost Plus: featured wine of the
week only $9.99

Pure Fitness Y2 price special:
only $39 to join

More ads

Don't miss it

il
Sassi winter and holiday sale

Save 25% or more on select
winter and holiday apparel at this
chic Bellevue boutique.

Save up to 50% during French
Quarter Linens' gold dot sale

More sales & shopping events

Shopping events

Create sale alert e-mails
Store guides

Grocery coupons

Travel deals

Looking for a car?

seattletimes.com home
Home delivery | RSS feeds | Low-graphic | Search archive
Site map | webmaster@seattletimes.com | Contact us | Privacy statement | Terms of service
NWclassifieds | NWsource | Advertise with us | The Seattle Times Company

Copyright © 2006 The Seattle Times Company

4 Back to top

http://seattl etimes.nwsource.com/html/busi nesstechnol ogy/2002717303_bonds03.html (2 of 2)1/4/2006 12:29:02 PM


http://www.seattletimescompany.com/advertise/
http://seattletimes.nwsource.com/rss/
http://seattletimes.nwsource.com/palm/download.html
http://services.nwsource.com/nie/times/index.asp
http://services.nwsource.com/subscribe/times/homedelivery.shtml
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1886761079/Top3/TM_House_Seahawks-CheerCard/stc_cheercard0106e_1a.gif/34323464613538643433626336376130

http://seattletimes.nwsource.com/cgi-bin/EMailStory.pl?document_id=2002717303&zsection_id=2002119995&slug=bonds03&date=20060103
http://seattletimes.nwsource.com/cgi-bin/EMailStory.pl?document_id=2002717303&zsection_id=2002119995&slug=bonds03&date=20060103
http://seattletimes.nwsource.com/cgi-bin/PrintStory.pl?document_id=2002717303&zsection_id=2002119995&slug=bonds03&date=20060103
http://seattletimes.nwsource.com/cgi-bin/PrintStory.pl?document_id=2002717303&zsection_id=2002119995&slug=bonds03&date=20060103
http://seattletimes.nwsource.com/html/businesstechnology/
http://seattletimes.nwsource.com/html/businesstechnology/2002718922_tankers04.html
http://seattletimes.nwsource.com/html/localnews/2002711400_danny30.html
http://seattletimes.nwsource.com/html/nationworld/2002719290_mine04.html
http://seattletimes.nwsource.com/html/sports/2002718991_kell04.html
http://seattletimes.nwsource.com/html/sports/2002719144_sonihill04.html
http://seattletimes.nwsource.com/html/sports/2002718990_hawknotes04.html
http://seattletimes.nwsource.com/html/living/2002712783_cords03.html
http://seattletimes.nwsource.com/html/nationworld/2002719102_diet04.html
http://seattletimes.nwsource.com/html/localnews/2002719084_robinson04m.html
http://seattletimes.nwsource.com/html/businesstechnology/2002718908_alaska04.html
http://seattletimes.nwsource.com/news/mostemailed/
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1367754177/Bottom2/TM_House_SubscribePromo/TM-SubscriptionPromo3.html/34323464613538643433626336376130?https://services.nwsource.com/subscribe/times/offer.aspx
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1367754177/Bottom2/TM_House_SubscribePromo/TM-SubscriptionPromo3.html/34323464613538643433626336376130?https://services.nwsource.com/subscribe/times/offer.aspx
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1367754177/Bottom2/TM_House_SubscribePromo/TM-SubscriptionPromo3.html/34323464613538643433626336376130?https://services.nwsource.com/subscribe/times/offer.aspx
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1897245613/x01/SNA_FA-Link1/060104-goToYourRoom.html/34323464613538643433626336376130?_RM_REDIR_=shopping.nwsource.com/RopAds.aspx?advid=169877&adid=2436922
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1897245613/x01/SNA_FA-Link1/060104-goToYourRoom.html/34323464613538643433626336376130?_RM_REDIR_=shopping.nwsource.com/RopAds.aspx?advid=169877&adid=2436922
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/350511106/x02/SNA_FA-Link2/060104-costPlus.html/34323464613538643433626336376130?_RM_REDIR_=shopping.nwsource.com/RopAds.aspx?advid=161887&adid=2436923
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/350511106/x02/SNA_FA-Link2/060104-costPlus.html/34323464613538643433626336376130?_RM_REDIR_=shopping.nwsource.com/RopAds.aspx?advid=161887&adid=2436923
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1684843901/x03/SNA_FA-Link3/060104-purefitness.html/34323464613538643433626336376130?_RM_REDIR_=shopping.nwsource.com/RopAds.aspx?advid=161370&adid=2436934
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1684843901/x03/SNA_FA-Link3/060104-purefitness.html/34323464613538643433626336376130?_RM_REDIR_=shopping.nwsource.com/RopAds.aspx?advid=161370&adid=2436934
http://shopping.nwsource.com/
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1066082373/x90/House_x90/NWS-x90include.html/34323464613538643433626336376130?www.nwsource.com/ae/scr/edb_ed.cfm?c=s&evt=195280&s=nws
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1066082373/x90/House_x90/NWS-x90include.html/34323464613538643433626336376130?www.nwsource.com/ae/scr/edb_ed.cfm?c=s&evt=195280&s=nws
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1066082373/x90/House_x90/NWS-x90include.html/34323464613538643433626336376130?www.nwsource.com/ae/scr/edb_ed.cfm?c=s&evt=195654&s=nws
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1066082373/x90/House_x90/NWS-x90include.html/34323464613538643433626336376130?www.nwsource.com/ae/scr/edb_ed.cfm?c=s&evt=195654&s=nws
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/1066082373/x90/House_x90/NWS-x90include.html/34323464613538643433626336376130?www.nwsource.com/shopping/salealert/
http://www.nwsource.com/ae/scr/nws_oth_sr.cfm?c=&p=re&e=11&x=9&y=7
http://www.nwsource.com/scr/alerts/?c=s
http://www.nwsource.com/guides/shopping/
http://www.nwsource.com/shopping/coupons.html
http://www.nwsource.com/travel/marketplace/
http://marketplace.nwsource.com/autos/
http://seattletimes.nwsource.com/html/home/
http://services.nwsource.com/subscribe/times/homedelivery.shtml
http://seattletimes.nwsource.com/rss/
http://seattletimes.nwsource.com/text/
http://archives.seattletimes.nwsource.com/web/
http://seattletimes.nwsource.com/tableofcontents/
mailto:webmaster@seattletimes.com
http://seattletimes.nwsource.com/contactus/
javascript:PopoffWindow('privacy',480,350,'/contactus/privacy/','yes','yes')
javascript:PopoffWindow('privacy',480,350,'/contactus/terms/','yes','yes')
http://classifieds.nwsource.com/classified/
http://www.nwsource.com/
http://www.seattletimescompany.com/advertise/
http://www.seattletimescompany.com/
http://seattletimes.nwsource.com/contactus/copyright.html
http://ads.nwsource.com/RealMedia/ads/click_lx.ads/www.seattletimes.com/business/790023362/Position4/seattletimesAdImpressionTracker/z_addot.gif/34323464613538643433626336376130

	nwsource.com
	The Seattle Times: Business & Technology: Top forecaster sees U.S. recession


	IKHAKGFDJNGKNLBOFOIFNEPMFIOIGKNC: 
	form1: 
	x: 
	f1: date
	f2: archive
	f3: 10
	f4: 0
	f5: search
	f6: 
	f7: hi
	f8: Search

	f9: 

	form3: 
	x: 
	f1: 

	f2: 




