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Yield Curve and Predicted GDP Growth Update Schedule
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* Background: The yiskd curve —which meaaure the apread between the yisida on shori- and long-term maturity bonda—iz
often ussd to pradict recessiona. HNext updste
* Description: s uss past vaiuss of the ziope of thi yisld curve and GDF growth to provide predictions of futurs GDF growth January 28, 2021
and the probahility that the econormy will fall into & receasion over the nexd yesr.
Percent change from previous month Further Info
December Novembar October Expianation of the model
Fiseearch behind the model
3-month Treasury bill rate (percent) 008 008 0.10
Rolated ressarch
10-year Treasury bond rate (percent) 083 087 083 MNew Yori Fac's eatimates of
raceasion probabiliiies 4
ield curve slops (basis points) a5 0 73
Prediction for GDP growth (percant) a1 oo 01
Contact Us
Probaility of recession in 1 year (percent) 148 150 123 o furthes inforsmiioe: pléias co
% GLEV Public Information.
Yisld-Curve-Predicted GDP Growth | Probability of Recession Calculated from the Yisld Gunve
Yield-Curve-Predicted GDP Growth =
= GOF growth (year-over-year) = Incomplete quarterly average, 10/01/2020 o 121182020
== 10-year minus 3-month yield spread = Predictzd GOF growth
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Source: Buresu of Economic Analysis, Federal Resarve Board, Feders] Reserve Bank of Clevelznd, Haver Anslytics.
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Yigld-Curve-Predicted GDP Growth | Probsbdlity of Recsssion Calculated from the Yisld Curve

Probability of Recession Calculated from the Yield Curve

Click/drag to zoom
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Source: Federal Reserve Board, Federal Reserve Bank of Cleveland, Haver Analytics



Yield Curve and Predicted GDP Growth

femerpa frennes

The Yield Gurve as a Predictor of Economic Growth

The slope of the yisld curve—the differsnce between the yislds on 2hort- and long-term maturity bonda —has achisved some noforisty a2 a
simple forscaster of economic growth. The nule of thumib ia that an inverted yield curve (short ratea sbove long rates) indicates & recaasion
in boust a ysar, and yield curve inveraions hevs precedsd each of the last seven receasiona (aa defined by the NEER 4 |. Ona of the
receasionz predicted by the yield curve waa the most recent one: The yield curve inverted in Auguet 2008, & bit mors than & year before the
most recant receasion started in Decsmber 2007. Thers have been two notable falss positives: an inversion in lats 1958 and a very flat
curve in late 1998,

Mers generally, a fiat curve indicates weak growth and, converssly, = stesp curve indicates strong growih. One meaaurs of slops, the
apread between 10-year Tressury bonds snd 3-menth Tressury bills, bears out this relation, parficulary when real GDP growth iz lsgged &
ysar to line up growth with the apreed that predicts it

Yield Gurve Spread and Resl GOP Growth | Yisld Curve Spread and Lapged Real GDP Growth

Yield Curve Spread and Real GDP Growth =

Chickidrag to zoom

== GDF growth (year-over-yssr) s 10-year minus -month yield spresd
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Mote: Shaded bars indicate recessions.
Source: Bureau of Economic Analysis, Federal Reserve Board, Haver Analyfics
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*isid Gurve Spread snd Real GO Growth | Yisid Curve Sprasd and Lapged Resl GDP Growth

Yield Curve Spread and Lagged Real GDP Growth

Chckidrag o zoom

—10-year minus 3-month yiskd spread

— One-year lag of GDP growth (yesr-over-year
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Predicting GDP Growth
We use past valuse of the yield apread and GDP growth to projsct what real GDP will be in the future. We typically caloulsts and post the
prediction for real GDP growth one year forward.

Predicting the Probability of Recession

While we can uss ihe yisld curve to predict whethsr future GDP growth will be above or below aversgs, it doss not do =0 wall in prediciing
=n actusl number, sepecially in the caze of recsesiona. Alternatively, we can employ features of the yield curve to predict whether or not
the sconomy will ba in & recession at 8 given peint in the future. Typically, we calcuiste and post the probability of recession one yesr
forward.

Of courzs, it might not ba advizshle to take thees numbarz Quite o litsrally, for two ressona. First, this probability iz itesif subject to arrar,
a2 ia the case with all stsfietioal eatimates. Second, other researchers have postulsted that the undsriying determinanta of the vield spread
todsy are materially diffsrent from the determinants tht gensrated yieid =preads during prior decadss. {For & recent example. ase
“Fiscsssion Probabiitiss *) Differencss could sriss from chengea in infemationsl capits! flows and inflation expsctations, for sxample. The
bottom lins i that yisld curves contsin important information for businsss cycle anslysis, but, liks other indicstors, should be infsrpreted
with caution.

Research on the Yield Curve’s Ability to Signal Recessions

* =Dose tha Yield Curve Signal Fecession?” This article provides mors detsil on isause related to using the yisld curve to
predict recessiona.

Additional Res

* *Ths Yisid Curve, Recessions, and the Cradibility of the Monstary Fegime.” Thiz working paper examines yield curves bazsd
on securties other then Treasury sscurity end their abiity to peedict recesaions.

* “Recession Probabifties " Thia ariicle discusasa the question of whether the undsrying dsterminants of the yisld spread
today are materially different from the dsterminants that generated yisid apreads during prior decads.

* Tha New ork Fad's satimats of the probahility of recazsion. 4 This websits contsina much ussful information slong with an
satimate of the probability of a receasion in the United States 12 montha shead.
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