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Yield Curve and Predicted GDP Growth Update Schedule

Last updated
- October 29, 2020

Latest Data Eackground and Resources Archivez 3
Govering Seplember 26. 2020 - October 23,
2020

*+ Background: The yield curvs—which meaaursa the apread betwaen the yielde on shart- and long-tarm maturity bondz—iz
often uzed to predict recessions. Neod update:
+ Description: Wae usze past values of the slops of the yisld curve and GDP growth to provids pradictions of futurs GDF growth November 25, 2020
and the probahility that the sconomy will fall into & recezsion over the next yesr.
Highlights Further Info
October September August Explanation of the modal

Fesearch bahind the modei

3-month Treasury bill rate (percent] 0.10 010 010
Related ressarch

10-year Treasury bond rate {percent) 0.83 067 087 New York Fec's satimates of
recesgion probabiitien 4

Yield curve slope {basis points) 73 57 57

Prediction for GDF growth (percent) 0.1 02 E i
Contact Us

Probability of recession in 1 year 183 20.0 208 o Bt bbsemnntion: ke mowact

{percent) i GLEV Pubiic information.

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

Yield-Curve-Predicted GDP Growth

= GOF growth (year-over-year) we= Incompleta quarterly average, 10/01/2020 to 10/23/2020
== 10-year minus 3-month yield spread == Predicted GOP growth

Percent
L4

2004 2008 2008 2010 2012 2014 208 ans 2020 2022

D — s L

Source: Bureau of Economic Analysis, Federal Reserve Board. Federal Reserve Bank of Cleveland. Haver Analytics



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

Probability of Recession Calculated from the Yield Curve =

Click/drag te zoom

= Frobabifiy of recession == Forecast
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Mote: Shaded bars indicate recessions.
Source: Federal Reserve Board, Federal Reserve Bank of Cleveland. Haver Analytics
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Yield Curve and Predicted GDP Growth

Latest Data e id and Rasources Archives

The Yield Curve as a Predictor of Economic Growth

The alope of the yield curve —the differsnca between the yielda on short- and long-term maturity bondz—haa ashieved some notoristy sa &
simpls foracaster of sconomic growih. The rule of thumb ia that an inverted yisld curve (short rates abova long rates) indicatss a recession
in sbout & year. and yisld curve inversionz have precedsd sach of the last ssven receasiona (s defined by the NEER 4 ). Ons of the
raceasions predictad by the yisld curve waz the moat recent ons: The yield curve inverted in August 2008, 2 bit more than a year befors the
most recent receasion started in December 2007. Thers have been two notabls falss positives: an inveraion in lste 1968 and a very flat
curve in lats 1008

More generally, 2 fiat curve indicatse weak growth and, comverssly, 8 steep curve indicates strong growth. One meszure of slope, the
apread between 10-year Treaaury bonda and 3-manth Treaaury bille, baara out thia relation, parficularly when real GDP growth iz lagged &
year to line up growth with the spresd that predicts it

Yield Curve Spread and Real GDP Growth | Yield Curve Spread and Lagged Rea! GDP Growth

Yield Curve Spread and Real GDP Growth =

Clickidrag te z00m

w= GDF growth (year-over-year) s 10-year minus 3-month yiekd spread
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Mote: Shaded bars indicate recessions.

Source: Bureau of Economic Analysis, Fedaral Reserve Board, Haver Analytics



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

Clickidrag to zoom

Yield Curve Spread and Lagged Real GDP Growth

= 10-year minus 3-month yield spread

= One-year lag of GDP growth (year-over-year)

10

Percent

1990 2000 2010 2020

1980

-10 #
1080 1870
Note: Shaded bars indicate recessions.
‘Source: Bureau of Economic Analysis, Federal Reserve Board, Haver Analytics



Predicting GDP Growth
We uzs past valuss of the yield spresd snd GDP growth to project what resl GDP will b in the futurs. We typically calculsts snd post the
predistion for real GDP growth one year forward.

Predicting the Probability of Recession

While we can uas the yield curve to predict whether future GDP growth will be ahovs or below Sverags, it doss not do 20 well in pradicting
an actual number, szpecially in the caas of recessions. Altsrmatively, we can employ featursa of the yield curve to predict whether or not
the economy will ba in & recession t a given paint in the futurs. Typically, we calculste and post the probability of recession ane year
forward,

Of course, it might not be advisabls to take thezs numbere quits 2o Iterslly, for two rsazonz. Firat, thiz probability ie teeif subjsct to sror,
32 iz the cass with alf ststistical estimates. Second, other have postulated that the undarlying determinants of the yisld spread
today are islly diffsrant from the that yisld spreads during prior decades. {For s recant example, zss
“Recssaion Probahilitie.”) Differences could anes from changae in intsmationa! capital flows and inflation expectations, for sxample. The
bottom line iz that yisid curvez contain imporiant information for businezz cycle analysia, but, like other indicators, should be interpreted
with caution.

Research on the Yield Curve’s Ability to Signal Recessions

* “Doea the Yield Curve Signal Recezsion?” Thia article providea more detail on izausa related to using the yield curve to

pradict racezzions.

Additional Resources

* *The Yisid Gurve. Recsssiona. and the Gradibi
on eacuritias other than Treasury ascurity and their ability to pradict racessiona.

*Recsszion Probahiitis=.” This arficle dizcuzzsa the question of whather the undsrlying determinants of the yield spread
today are matarially diffrent from the determinants that gensratsd yield spreada during prior decade.

The Mew York Fed's satimate of the probability of recezsion. 4 Thia webaite containe much uzeful information along with an
satimats of the probebility of & recaasion in the United States 12 monthe ahead.

v of the Monstary Regime.” This working paper examines yisk curves based



