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Yield Curve and Predicted GDP Growth Update Schedule

Lest updated
June 25, 2020
May 23, 2020 - Juns 18, 2020

Background and Resourcss Archives

. The yisid hich the apread between the yislda on short- and long-term maturity bonde—is et update
often uszed to predict recsesions. July 30, 2020
* Desoription: Ws uzs past valuss of ths slops of the yisld curve and GDP growth fo provide predictions of futurs GDP growth
and the ity that the y will fall into & ion over the naxt yaar
Further Info
Highlights Explenation of the modal
June  May  April Ressarch behind the modsl
3-month Treasury bill rate (percent) 017 | 012 | 012 Raelated ressarch
Mew York Fed's estimatea of
10-year Treasury bond rate (percent) 072 068 081 recession probabilities A
Yield curve slope (basis points) 55 57 48
Prediction for GDP growth (percent) 18 18 1.8 Contact Us

For further information. pleass contact

2 ot My B | pee | i CLEV Public Information.

Yield-Curve-Predicted GDP Growth | Probsbility of Recession Calculated from the Yield Curve

Yield-Curve-Predicted GDP Growth

= GOP growth (year-aver-year) = Incomplete quarterly avarage, 04101/2020 to 08/18/2020
= 10-year minus 3-month yield spread = Predicied GDP growth
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Source: Burzau of Economic Analysis, Federal Reserve Board, Federal Reserve Bank of Claveland, Haver Analytics



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

Probability of Recession Calculated from the Yield Curve =

Clickidrag te zoam
== Probability of recession s Forecast
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Source: Federal Reserve Board, Federal Reserve Bank of Cleveland, Haver Analytics



Yield Curve and Predicted GDP Growth

Latest Data

The Yield Gurve as a Predictor of Economic Growth

The zlope of the yisld curve—the difference batwsan the yisids on short- and long-tsrm maturity bonds —has achisved some notoristy se a
simpls forscastsr of sconomic growth. The rule of thumb is that an inverted yield curvs (short rates abovs long rates) indicates & recession
in about a ysar, and yisld curvs inversions havs precaded sach of the last asven racsasions (as defined by ths NBER 4 ). One of the
racessions predictsd by the yisld curvs was ths most racent one: The yisld curvs invertsd in August 2006, a bit mors than & year befors the
most recent recssaion startsd in Dscembsr 2007. Thers have bsen two notable falss positives: an inversion in late 1868 and a very flat

curve in late 1908

Mors generally. a flat curve indicatse wsak growth and, conversely, a steep curve indicates strong growth. Gne measurs of siops, the
spread betwesn 10-yesr Treasury bonds and 3-month Trassury bills, bears out this ralstion, particularly when real GDF growth iz lagged &
year to line up growth with the spread that pradicts it.

Yield Curve Spread and Real GDP Growth | Yield Curve Spread and Lagged Real GDF Growth

Yield Curve Spread and Lagged Real GDP Growth =

Clickidrag to zoom

= One-year lag of GOP growth (ysar-overyear) == 10-year minus 3-month yield spread
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Yield Curve Epread and Real GDP Growth | Yisld Gurve Spread and Lagged Real GDP Growth

Yield Curve Spread and Lagged Real GDP Growth =

Clickfdrag to zoom
= One-yaar lag of GDP growth (ysar-overyear) s 10-year minus 3-month yield spread
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Predicting GDP Growth
We use past values of the yield spread and GDP growih to praject what real GDF will bs in the future. W typically calculate and post the
pradiction for real GDP growth one year forward.

Predicting the Probability of Recession

Wihils we 5an use the yield curve ta pradict whather futurs GOP growth will be abovs or below averags, it dose not do so wsll in predicting
an actusl numbsr. sspecially in the cass of recessions. Alternstivsly, we can employ festurss of the yisld curve to predict whether or not
the sconamy will bs in a recsasion st s given point in the futurs. Typically, ws caleulsts and post the probability of recession ons yasr
forward

Of courss, it might not be advisabls to taks these numbers quits 2o litsrally, for two reasons. First, this probability is itzslf subjsct to srror.
2 iz the cass with all statistical estimates. Sacond, other ressarchsrs have postulated that the underlying determinarta of the yield spread
buday are materially iffersnt from the dstsrminants that ganerated yisld spreads during pricr dscadss. (For & recsnt sxample. ss=

") bi could ariss from changes in intsrnational capital flows and inflstion expsctations, for exampls. The
battom line is that yield curves contain impertant information for business oycle analysis, but, like other indicators, should be interprated
with caution_

Research on the Yield Curve’s Ability to Signal Recessions

* “Doaz the Yisld Curve Signal Racsazion?” Thiz articls provides mors detail on isauss relatsd to using the yisld curve to

pradict racessions.

Additional Resources

* “The Yisld Curve, Recsssions, and the Credibility of tha Monetary Regime.” This working paper examinse yisld curves based
on eacurities other than Treasury sscurity and their bility to predict recessiona.

* “Rscszsion Probabilities.” This articls di the question of whether the undarlying determinants of the yisld aprasd
todzy ara materially differsnt from the determinants that gensrated yisld spreads during prior decads.

* The New Yark Fad’s sslimats of the probability of racession. # Thia websits containa much ussful information along with an

estimate of the probability of a recession in the United Statez 12 monthz ahead.
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