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Yield Curve and Predicted GDP Growth

Latsat Data Background and Rezources Archives

» Background: The yield curve —which measurez the zpread between the yisldz on =hort- and long-term maturity bondz—iz

often uzed to predict recezsions.

CONTACTUS | CAREERS |

Newsroom and Events. -

FAQS ENEWELETTER

® @ (

About Us ~ | Learning Center and Money Museum

Update Schedule

Last updated
May 28, 2020
April 25, 2020 - May 22, 2020

MNext update
June 25, 2020

» Description: We uase past valuss of the slope of the yield curve and GOP growth to provide predictions of future GDP growth

and the probability that the sconomy will fall into & receesion over the newt year.

Highlights.

May April March
3-month Treasury bill rate (percent) Az g &
10-year Treasury bond rate [percent] EE 81 Ruie)
Yield curve slope (basis points) 57 48 B8
Prediction for GDP growth {percent} 1.0 1.8 22
Probability of recession in 1 year {percent) 12.4 200 208

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

Yield-Curve-Predicted GDP Growth

== ZOP growth (y2ar-over-year)
= 1{-year minus 3-month yield spread == Fradicted GDP growth
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Yigld-Curve-Predicted GOP Growth | Probability of Recession Calculsted from the Yield Curve

Probability of Recession Calculated from the Yield Curve

Chckidrag to zoom

== Frobability of recession = Forecast
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Nete: Shaded bars indicate recessions.
Source: Federal Reserve Board. Federal Reserve Bank of Cleveland, Haver Analytics



Yield Curve and Predicted GDP Growth Contact Us
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The Yield Curve as a Predictor of Economic Growth

The slope of the visld curve—the differsnce betwesn the yvislds on short- and long-term maturity bondz—haz achieved some notoristy az 8
simple foracaztsr of economic growth. The rule of thumb iz that an inverted yisld curve (short rates above long rates) indicates a receaszion
im sbout 8 year, and visld curve invarzions have precsded sach of the szt 2sven receszionsz (22 defined by the NEER 4 . One of the
recassions predicted by the visld curve was the most recent one: The yield curve inverted in August 2006, a bit more than a year before the
maozt recent recezsion atarisd in Decamber 2007. Thers have been two notebls falzs positives: an inverzion in late 18868 and = very flat
curve in late 1982,

More generslly, & fiat curve indicates weak growth and, converzely, a steep curve indicates strong growth. One messzure of zlope, the
spread between 10-year Treazury bondz and 3-monih Treazury bills, bears owt this relstion, partcularly when real GDP growth iz lagged a
year to ling up growth with the spread that predicta it

Yield Curve Spread and Real GDP Growth | Yisld Curve Spread and Lagged Real GOP Growth

Yield Curve Spread and Real GDP Growth =

Chckidrag to zoom

mm GOF growth (year-over-year) s 10-year minus 3-month yield spread
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Nete: Shaded bars indicate recessions.
Source: Bureau of Economic Analysis, Federal Reserve Board, Haver Analytics
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Yield Curve Spread and Real GDP Growth =
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Predicting GDP Growth
We uze past values of the yisld spread and GDP growth to projsct what resl GDP will be in the future. We typically calculate and poat the
prediction for real GOP growth one yesar forward.

Predicting the Probability of Recession

Whils we can uze ths yield curve to predict whether future GDP growth will be above or below averags, it does not do =0 well in predicting
an actual number, especially in the case of receasiona. Alternatively, we can employ festures of the yield curve to predict whether or not
the economy will be in & receasion at a given point in the future. Typically, we calculate and post the probability of recezzion one vear

forward.

Of courzs, it might not be adviaable to taks theae numbers quite 2o literally, for two reazona. First, this probability iz itaslf subject to ermor,
as iz the case with all statiatical estimates. Second, other researchers have postulated that the underiying determinanta of the yield apread
today are materially different from the determinants that generated yield spreads during prior decades. (For a recent example, ase
“Recezzion Probabilitise.”) Differences could arizs from changes in international capital flows and inflation expsctationz, for sxampls. The
bottom line iz that yisld curves contain important information for buziness cycle analysiz, but. like other indicators, should be interpreted

with caution.

Research on the Yield Curve’s Ability to Signal Recessions

= “Does the Yeeld Curve Signal Recession?™ This arficle providea more detail on izsues related to using the yield curve to

predict receszionz.

Additional Resources

= “The Yield Curve, Recessions, and the Credibility of the Monstary Regime.” This working paper examines yield curvea based
on zecurities other than Treazury securty and their ability to predict receasions.

= *“Recezzion Probabilitisz.” Thiz article dizcusses the gquestion of whether the undertying determinantia of the yisld apread
toeday are materiafly different from the determinanta that genersted yield spreads during prior decade.

= The MNew York Fad'a eztimate of the probabilty of racezzion. # Thiz webaits containa much uzaful information slong with an

eztimate of the probability of a recazszion in the United Statsz 12 monthz ahead.
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