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Yield Curve and Predicted GDP Growth Update Schedule

Laat updated
) Auguat 27, 2020
Background and Rescurces  Archives
July 25, 2020 - Auguat 21, 2020
. The yield curve —which the spread batwesn the yiskds on zhort- and lang-term maturity bands—ia Next update
often used to predict recessions. Segtember 30, 2020
+ Deacription: Ws use past valusa of the slops of the yield curve and GDP growth to provids pradictions of futurs GDP growith
and the probability that the y will fallino & jon over the next year.
Further Info
Highlights Explanation of the modal

August | July  June Ressarch bahind the modal

2-month Treasury bill rate (percent) 010 | 042 047 Related ressarch
New York Fed'a satimatea of
10-year Treasury bond rate [percent) 067 | 080 072 recsasion probsbilitiea 4
Yield curve slope [basis points] 57 48 55
Prediction for GDP growth (percent} 0z 03 18 Contact Us
o — e For furthar information, pleass contact
3 Bt ik = g i % CLEV Public Information.

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

Yield-Curve-Predicted GDP Growth

== GDF growth (year-over-year) = incomplete quarterly sverage, 07/01/2020 to 07/24)
w= 10-year minus 3-menth yield spread == Fradicted GOP growth
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Source: Bureau of Ecenomic Analysis, Federal Reserve Beard, Fedess| Reserve Bank of Cleveland, Haver Analytics



*igld-Curve-Predicted GDP Growth | Probebility of Recession Calculated from the Yield Curve

Probability of Recession Calculated from the Yield Curve

Cligvdrag te zoom
== Frobability of recession e Forecast
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Source: Feders| Reserve Board, Federal Reserve Bank of Cleveland, Haver Analytics
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Yield Curve and Predicted GDP Growth Contact Us

For further information, pleaze contact

% % CLEV Public Information.
Latest Data ackground and Reaow Archivea

The Yield Curve as a Predictor of Economic Growth

The alope of the yield curve—the difference between the yielde on shart- and long-tarm maturity bonda— has achiaved 2ome notoristy a2 &
simple forecastar of aconomic growth. The rule of thumb iz that an inverted yisid curve {shori rates above long rates) indicates a receasion
in about @ year, and yisid curva invsrzions have preceded each of the Iast 2even recezeionz (22 defined by the NEER 4 }. One of the
receasions predicted by the yield curve was ths moat recent one: The yield curve inverted in Auguat 2008, a bit mors than a year befors the
most recent recezzion started in Decsmber 2007 Thers have been two notebls falas positives: an inverzion in lats 1986 and a very flat
curva in lats 1008

More ganerally, a flat curve indicatea weak growth and, conversely. 8 stasp curve indicates atrang growtn. One maaaure of siops, the
apread betwsen 10-ysar Treasury bondz and 3-month Treaaury bills, beara out thia relstion, parficularly when real GDP growth ia lagged a
year to line up growth with the apread thst pradicta it

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

Yield Curve Spread and Real GDP Growth

Clicddrag to zoom
== GDF grawth [yearoveryear) == 10-year minus 3-manth yield spread
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Yisld Gurve Spread and Real GDP Growth | Yield Curve Spread and Lagged Real GDF Growth

Yield Curve Spread and Lagged Real GDP Growth =

Clickidrag to zoom

= Oneyear lag of GDP growth (yesr-overyear) == 10-yesr minus 3-month yield spread
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Predicting GDP Growth
Wa use past valuse of the yisld sprasd snd GDF growth to project what resl GDP will ba in the future. Wa typically calculste end post the
prediction for real GDP growth ons year forward.

Predicting the Probability of Recession
While we can uss the yield curve to predict whether future GDP growth will be above or below average. it dosa not do 2o well in pradicting
sn sctual number, sapecially in the case of fvaly, we can employ festurea of the yisld curva to predict whethar or not

the sconomy will b in & receasion at a given peint in the futurs. Typically, wa caloulste and poat the probability of recession one year

forward

Of courss, it might not be advizabls to take thess numbers quits 2o literally, for two reasons. First, this probability iz itssif subjsct to emar.
gz iz the caze with =il statistical estimates. Second, other have p that the ying i of the yield epread
today ars materially differsnt from the determinants that generated yield spreada during prior decades. (For a recent sxample, z8s
“Recezzion Probabilitiss ") Differencez could arize from changas in intemational capitsl flows snd infiation expactationa, for example. The
bottom line i that yield curves centain impertant information far business cycle analysia, but, like othar indicators, should bs inferpreted

with caution.

Research on the Yield Curve’s Ability to Signal Recessions

# “Doaz the Yield Gurve Signal Receasion?” Thiz articls providez more detsil on izauea related to using the yisld curve to

pradict recassiona.

Additional Resources

* *The Yield Curve, Recessions, and the Credibility of the Manstary Regime.” This working paper examines yisld curves based
on securities other than Treasury sscurity and their ability to predict recessions.

* “Recession Probabilitiea * Thiz article diacusses the queation of whether the underlying determinanta of the yisld apread
today ars materially different from the detsrminants that generated yield apreads during prior decads.

* The Naw York Fad'a aatimsts of the probability of receszion. 4 Thiz website containa much useful information along with an

estimate of the probability of a recession in the United States 12 months ahead.



