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Yield Curve and Predicted GDP Growth

Lateat Data Background and Resources Archives

= Background: The yield curve —which measuree the spread between the yields on ghort- and long-term maturity bondz—iz

often uzed to predict recessziona.

« Description: Wa uzs pazf valuez of the alope of the yisld curve and GDP growth to provide pradictiona of futurs GDP growth
and the probability that the economny will fall into & recession over the next year.
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Yield-Gurve-Predicted GDP Growth | Probability of Recession Calculated from the Yisld Curve

Yield-Curve-Predicted GDP Growth

== GOP growth (year-over-year)
== 10-year minus 3-month yield spread

wm [ncomplete gquarterly sverage, 01./01/2020 to 01/24/2020
== Predicted GDP growth
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Update Schedule

Last updatad

January 30, 2020

Covering December 14, 2018 - January 24,
2020

Neaxt update
February 27, 2020

Further Info
Explanation of the model

Reszearch behind the modsl

Related ressarch
Mew York Fed"a eatimates of
receszion probabilitiea 4
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For further information, pleaze contact
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Source: Bureau of Economic Analysis, Federal Reserve Board, Federal Reserve Bank of Cleveland, Haver Analytics




Yield-Curve-Pradicted GDP Growth | Probability of Recession Calculated from the Yield Curve

Probability of Recession Calculated from the Yield Curve =

Clidw/drag to zoom
== Frobability of recession == Forecast
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Yield Curve and Predicted GDP Growth

Latast Data = und and Resources Archives

The Yield Curve as a Predictor of Economic Growth

Tha sinpa of the yiald curve—the difiarence batwaan tha yidds on short- and long-term maturisy bonds—has achisved soma notoriety as a
simple forecaster of sconomic grawth. Tha ruka of thumb s that an invarted yisld curve fshort rates abova long rates) indicates a recession
inabout a yaar, and yiskd curve imarsions have preceded sach of the st seven reoessinns (s defned by the NSER # |. Onz of tha
recessions pradictad by the yield curve was the most recernt one: Tha yisd curva imvarad in August 2006,  bit mor than a year bafors the
oSt recant recession startad in Decambar 2007. Thare hava bean twa notable falsa positivas: an imvarsion in late 1966 and a very fat
curvain lasa 1998

Mars genaraly, a fl il 1and, .astesp indi 13 prowth. One of sope, the
spread batwesn 10-year Treasury bonds and 3-mornth Traasury bills, baars out this rdation, particulary when real GDF growth is lagged a
yaar to i up growith with tie spread that predices it

iald Curve Spraad and Bl GOP Growsh | Yisld Curve Seread and Lagged Asal GOP Growt

Yield Curve Spread and Real GDP Growth =
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Source: Bunasu of Sconceic Analysss, Federal Fesamne Soam, Haver Analiics

Predicting GDP Growth
W Usa past values of tha yigid spread and GDP grawth to project what real GDP wil be in the futura. Wa typicaly calsulate and post the
prediction for real GDP growsh ane year forward.

Pradicting tha Probability of Racassion

Whils we can use tha yiskd curva to predict whithar futurs GDP growth wil be above or balow averags, it doss not do so well in predicting
‘an actual numbar, upacnlylnﬁwmufmwalywmm#uyfwmnfhymldwmmpmﬁnvbﬂhwwmt
the sconomy will e in a recessicn at a given paint in the future. Typicaly, Jculate and post the p of yar
forvward.

Of coursa, it might ot b athisatik fo ks thase numbers quite 53 iterally,for wo reasons. Frst, s erabablity s e subject o eror,
s is tha casa with all statistical exsmases. Seoond, thar that th it of tha yild spread
today are materialy different from the determinarts that generated yiskd spreads during pnn(dm{Fmammm'uph s
“Fiasession Probabifties ™) Difforsnces ould ariss from changes in inemasional capital fizws and inflation sxpectations, for sampie. The
‘attom fine is that yidld curves Gantain important infamation for business cyche analysis, bt like other indicators, should be imerpred
with caution.

Research on the Yield Curve's Ability to Signal Recessions

+ "Doas tha Yiad Curve Signal Aecess: i articks provides mors datall on i 10 using the yiddd cunve to
predict recassions.

Additional Resources
» “Tha igid Curva, Resessicns, and the Credibility of the Monstary Pagime. " This working paper examines yield cures based
mmzuﬂw{mhﬂmmmﬂhrﬂnjmpﬂuﬂnmn

. = This artich 3 whather the undertying dessrminants of the yisld seread
today ars materialty differet fam e determinanss tht genered yidd spreads during priar desads.
+ Tha Maw York Fad's estimate of the probaify of recession. & This webs i much usefl on along with an

e=smana of the probabilty of 2 recession in tha United States 12 months ahaad.
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Yield Curve Spread and Lagged Real GDP Growth =

Click/drag to zoom

wm One-year lag of GOP growth (year-over-year) wm | 0-year minus 3-month yield spread
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Source: Bureau of Economic Analysis, Federal Reserve Board, Haver Analytics



