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+ Background: The yield curve —which mesaures the =pread between the yields on short- and long-term maturity bondz—ia Next update
often uzed to predict recezzions. April 28, 2020

+ Deacription: We uzs past values of the slope of the yield curve and GDP growth to provide predictions of future GDP growth
and the probability that the economy will fall into a recession over the next year.

Further Info

Highlights Explanation of the modal
March February January Research behind the modal
3-month Treasury bill rate (percent) i) 1.58 1.55 Related reasarch
New York Fed'a astimates of
10-year Treasury bond rate {percent) 89 1.52 175 recezaion probabilities
Yield curve slope (basis points) 88 8 20
Prediction for GOP growth {percent) 2 22 23 Contact Us
For further information, pleaze contact
Probability of recession in 1 year (percent) 206 329 259

¥ GLEV Public Information.

Y¥ield-Curve-Predicted GDP Growth | Probability of Recession Calculated from the Yield Curve

Yield-Curve-Predicted GDP Growth

wm GOF growth (year-over-year) wm |ncomplete quarterly average, 01/01/2020 to 03/20/2020
== 10-year minus 3-month yield spread == Predicted GODP growth
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Source: Bureau of Economic Analysis, Federal Reserve Board, Federal Reserve Bank of Cleveland, Haver Anslytics



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

Probability of Recession Calculated from the Yield Curve

Clide'drag to zoom
== Probability of recession == Forecast
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Source: Federal Reserve Board, Federal Reserve Bank of Cleveland, Haver Analytics
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Yield Curve and Predicted GDP Growth

Contact Us

For further information, please contact

% CGLEV Publfic Information.
Latest Data Bax Archives

The Yield Curve as a Predictor of Economic Growth

The alope of the yield curve —the difference betwesn the yieldz on zhori- and long-t maturity bonde—has achisved zome notoriety sz &
simple forecazter of economic growth. The rule of thumb iz that an inverted yield curve {ahort rates above long rates) indicates a receasion
in about a year, and yield curve inverzions have preceded each of the |ast ssven recessions (az defined by the NEER # }. Ons of the
recezzions predicted by the yisld curve was the most recent one: The yield curve inverted in Auguat 2008, a bit more than a year befors the

maost recent recession started in December 2007. There have been two notable falae poaitives: an inversion in late 1288 and a very flat
curve in late 1098,

More generally, a flat curve indicatea weak growth and, conversely, a steep curve indicatea atrong growth. One meaaure of alope, the

spread between 10-year Treasury bonda and 3-month Treasury bills, bears out this relation, particularty when real GDP growth iz lagged a
year to line up growth with the spread that predicts it.

ield Gurve Spread and Real GOP Growth | Yisld Curve Spread and Lagged Real GDP Growth

Yield Curve Spread and Real GDP Growth =

Clidd'drag to zoom

== GOP growth (year-over-yesar) == 10-year minus 3-month yield spresad
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Source: Bureau of Economic Analysis, Federa| Reserve Board, Haver Analytics
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Yield Curve Spread and Lagged Real GDP Growth =

Clicd'drag to zoom
== One-year lag of GDP growth (year-over-year) == 10-year minus 3-month yield spread
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Mete: Shaded bars indicate recessions.
Source: Bureau of Economic Analysis, Fedesal Reserve Board, Haver Analytics

Predicting GDP Growth
‘We use past valuea of the yield spread and GDP growth to project what real GDP will be in the future. We typically calculate and poat the
prediction for real GDP growth one year forward.

Predicting the Probability of Recession

Whils we can uss the yield curve to predict whether future GDP growth will be above or below average, it doez not do =o well in predicting
an actusl number, ezpecially in the case of receaziona. Alternatively. we can employ features of the yisld curve to predict whether or not
the economy will be in a receasion at a given peint in the future. Typically, we calculste and poat the probability of recession one year

forward.

Of course, it might not be advizable to take theze numbera quite =o literally, for two reazons. Firat, thiz probability ia iteslf subjsct to ermor,
az iz the case with all statistical eatimatea. Second, other researchera have poatulated that the undertying determinants of the yield spread
today are materially different from the determinants that generated yield spreads during prior decades. (For a recent exampls, zes
“Recezzion Probabilities.") Differences could arize from changes in intermnationsal capital flows and inflation expsectationa, for example. The
bottom fine is that yield curves contain important & ion for buai cycle fysiz, but, like other indicators, ghould be interp d
with caution.

Research on the Yield Curve's Ability to Signal Recessions

« “Dioes the Yield Gurve Signal ion?® Thiz article provi more detail on izzues related to uzing the yield curve o

predict recesziona.

Additional Resources

* "The Yield Curve, Receaaions, snd the Credibility of the Monstary Regime.” Thia working paper examines yield curvea basad
on escurities othar than Treasury sacurity and their ability to predict recessiona.

* “Fecezzion Probabilitiea ” Thiz article diacuzses the question of whether the underlying determinanta of the yield apread
today are materially different from the inanta that yield ap during prior decads.

# The New York Fed's sstimats of the probability of recezzion. # This website containa much useful infformation along with an
estimate of the probability of a receszion in the United States 12 months ahsad.






