Yield Curve and Predicted GDP Growth Update Schedule

Last updated
. Movember 27, 2018
Latast Data Background and Rezources Archives
October 26 - November 22, 2018
* Background: The yigld curve—which meazures the spread betwesn the yields on =hort- and long-term maturity bondz—is Neudt update
often uzed to predict recessions. December 20, 2018
* Deszcrplion: Ws use past valuss of the slope of the yisld curve and GDP growth to provids predictions of futurs GDP growth
and the probability that the sconomy will fall into a recession over the next year.
Further Info
Highlights Explanation of the model
MNovember October September Ressarch behind the model
3-month Treasury bill rate (percent} 157 1.66 1.85 Related reasarch
MNew York Fed's estimatas of
10-year Treasury bond rate (percent) 137 1.78 1.80 recezzion probabilitiez -
Yield curve slope (basis points) 20 12 -15
Prediction for GDP growth (percent) 21 21 2.1 Contact Us
. L For further information, pleazs contact
Probability of recession in 1 year 281 3.0 3Ta i GLEV Public Information.
(percent)
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Yield Curve and Predicted GDP Growth

Latast Data Background and Resources Archives

The Yield Curve as a Predictor of Economic Growth

The slope of the yisld curve —the difference between the yieldz on =hort- and long-term maturity bondes —has achisved some notoristy az a
simple forscastsr of sconomic growth. The ruls of thumb iz that an inverted yisld curve (ghort rates above long rates) indicates a recession
in about a year, and yield curve inverzionz have preceded sach of the last =even receszionsz (g= defined by the MEER & ). Ons of the
racessions predictad by the yisld curve was the most recent one: The yisld curvs inverted in August 2008, a bit more thamn a year befors the
most recent recession started in December 2007. Thers havs besn two notabls falzs positives: an inversion in late 1968 and a very flat
curve in late 1928,

More generally, a flat curve indicates wesk growth and, converzsly, a stesp curve indicates strong growth. One measure of zlops, the
apread betwesn 10-year Treasury bonds and 3-month Treasury bills, bears out this ralation, particularly when real GDP growth iz lagged a
year to line up growth with the spread that predicts it.

Yield Curve Spread and Real GDP Growth | Yield Curve Spread and Lagged Real GDP Growth
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Mote: Sheded bars indicate recessions.
Source: Buresu of Economic Analysis, Federsl Resere Board, Haver Analytics
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Yield Curve Spread and Lagged Real GDP Growth =
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Mote: Shaded bars indicate recessions.
Source: Buresu of Economic Analysis, Federal Resenve Board, Haver Analylics

Contact Us

For further information, pleazs contact
&5 CLEV Public Information.



Predicting GDP Growth
Wea ugs past valuss of the yisld =pread and GDP growth fo project what real GDP will be in the future. We typically calculate and post the
pradiction for real GOP growth one year forward.

Predicting the Probability of Recession

While we can use the yisld curve to predict whether future GDP growth will be sbove or below average, it doss not do =0 well in predicting
an actual number, especially in the caze of receasions. Alternatively, we can smploy features of the yvield curve to pradict whsethar or not
the sconomy will bs in 8 recesszion at a given point in the futurs. Typically, we calculats and post the probability of recession ons year

forward.

Of courzs, it might not be advizabls to take thess numbers guits so literally, for two reasons. First, this probability i= tsslf subject to smor,
ag iz the cazs with all stafistical estimates. Sscond, other rezsarcherz have postulated that the underlying dsterminants of the yield spread
today arse matsrially differant from the determinants that gensrated yisld spreads during prier decadss. [For a recent sxampls, ses
“RAaceszion Probabilities.”) Differences could arize from changss in international capital flows and inflation sxpectations, for exampla. The
bottom lime iz that yisld curves contain important information for business cycls analysiz, but, like other indicators, should be interpreted

with caution.

Research on the Yield Curve's Ability to Signal Recessions

* “Doss the Yiseld Curve Signal Receszzion?” Thig article providss mors detail on izzuss related to using the yield curve to

predict recezsions.

Additional Resources

* “The Yield Curve, Recessione, and the Credibility of the Monstary Regims_" Thiz working paper examinsz yisld curvez bazsd
on gscuritiss other than Treasury securty and their ability to predict recessions.

* “Racesszion Probabilities.” Thiz article dizcuszss the gusstion of whether the underlying determinants of the yield spread
today are matarizlly different from the determinants that gensrated yisld =preads during prior decads.

* The Mew York Fed's astimate of the probability of recession. & This website containg much useful information along with an

satimate of the probability of a2 recession in the United Statss 12 months ahead.



