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Yield Curve and Predicted GDP Growth Update Scheduls

Last updated
May 27, 2021
[ES0 Rl Background snd Rezourcez  Archivesz
Govering April 24, 2021 - May 21, 2021
- Background: The yisld curve —which measures the zpread bstwesn the yields on sheri- and long-tsrm maturity bonda—iz Next update

often uzad to pradict recezsions. Juns 24, 2021

Description: We usa past values of the slope of the yisld curve and GDP growth to provide predictiona of futurs GOP growth
and the probability that the sconomy will fall info s recession over the next year,

Further Info
P t changs fr i th
arcent changs from previous mon Explanation of the mods|

May April March Rezsarch behind the modsl

3-month Tressury bill rate (percent) 0.0 0.02 0.02 Related ressarch

New York Fed's eatimates of
10-yesr Treasury bond rate (parcant) 1.84 158 1.88 g

racession probabilities 4
‘izl curve slope (basis points) 182 155 184
Prediction for GOP growth (pereent) 23 23 1.1

Contact Us
Probability of recession in 1 year (percent) 5.3 5.1 58

For further information, please contact
¥ CLEV Public Information.

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

Yield-Curve-Predicted GDP Growth

= GDP growth (year-over-year) wu Incompiets quarterly average. D4DH/Z021 to DS/21/2021
= 10-year minus 3-month yield spread = Fredicted GDF growth
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Source: Bureau of Economic Analysis, Federal Reserve Board, Federal Reserve Bank of Cleveland, Haver Analytics




Yield-Curve-Predicted GDP Growth | Probsbility of Receszzion Calculsted from the Yield Curve

Probability of Recession Calculated from the Yield Curve =

Clickidrag fo zoom
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Mote: Shaded bars indicate recessions.

Souroe” Federal Resarve Board, Federal Resense Bank of Cleveland, Haver Anzlytics.
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Yield Curve and Predicted GDP Growth

Lateat Data Jackground and Resources Archivea

The Yield Curve as a Predictor of Economic Growth

The =lopa of the yield curve—tne difference between the yisidz on zhort- and long-term maturity bondz—has achieved 2ome notoristy 22 &
asimpls foracaster of aconomic growth. The ruls of thumb s that an invertsd yield curve (short rates above long rates) indicates & receasion
in about & year, and yisld curvs inversions heve preceded each of the last 2even recsesions (a2 defined by the NEER # ). Ons of the
recezsiona predicted by the yield curve was the moat recent one: The yisld curve inverted in Auguat 2008, a bit mors than & year befors the
moat recent racezzion sterted in Dscember 2007 There have been two notsbls fales positivea: an inversion in late 1986 and & very fiat

curva in late 1008,

Mors gansrally, = fiat curve indicstsa weak growth and, convarsaly, 3 atesp curve indicates atrong growth. Ona mesaurs of slops, the
apraad betwaen 10-ysar Treazury bondsz and 3-month Tresaury billz, beara out this relation, particularly when real GOP growth ia lagged =
year to line up growth with the zpread that predicts it.

¥igld Curve Epread and Resl GDP Growth | Yield Curve Spread and Lagged Real GDP Growth

Yield Curve Spread and Real GDP Growth

Click/drag to z0am

= GDP growth (year-overyear) e 10-year minus 3-month yield spread
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Note: Shaded bars indicate recessions.
Source: Bureau of Economic Analysis, Federal Reserve Board, Haver Analyfics

Contact Us
For further information, plasee contact
&% CLEV Public Information.



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

Yield Curve Spread and Lagged Real GDP Growth

Cliekidrag to znom
= Ong-year lag of GDF growth (year-over-year)

= 10-year minus 3-month yield spread
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Sourse: Sureau of Economic Analysis. Federal Reserve Baard, Haver Analytics



Predicting GDP G
We uss past valuse of the yield 2presd snd GDP growth to project what real GDP will be in ths futurs. W typically calculsts snd post the

pradiction for real GDP growth ons year farward.

Predicting the Probability of Recession

Whils we can uzs the yisld curve to predict whether futurs GDP growth will be abovs or below sverags, it dosz not do 2o well in pradicting
an actusl number, sapecially in the caze of recsasions. Alternatively, we can employ festursz of the yield curve fo pradict whather or not
the sconomy will be in & receasion at a given peint in the future. Typically. we calculate snd post the probability of recezaion one year
forward

Of courss, it might not be sdvisable to taks thess numbera guits 20 fiterally, for two reasans. Firat, this probability s itss!f subject o smor.,
82 iz the caze with =il statisticsl sstimaisa. Sscond, other rezearchers have postulated that the undenying dstarminantz of the yield zpread
today are materially differsnt from the determinants that gensratad yisld apreada during prior decades. {For & recent example. 2se

Differences cowd arize from changes in international capital fiows and inflation expectations, for example. The

bottom fine i= that yield curves contain important information for busineaz cycle analyziz, but, like other indicators, 2hould be intsrpreted
with caution

Research on the Yield Curve’s Ability to Signal Recessions

= “Doesz the Yield Curve Signal Recszaion?” Thiz article provides more detail on izzuee relsted to using the yield curve to

pradict recessions.

Additional Resources

+ “The Yiskd Gurve, Recessions, and the Cradibility of the Manstary Regime.” This working paper sxamines yisld curves based

on sscuritiss other than Traseury sacurity and thair ability to pradict recsasiona.

+ *Recession Probabilitisa.” Thic article discusees the question of whether the underlying determinanta of the yield spread
todsy ars materially different from the detsrminants that generated yield spresds during grior decads.
= The Mew York Fed's sztimate of the probability of receszsion. 4 Thiz webaite containg much useful information along with an

sstimate of the probability of & recession in the United Statez 12 months ahead
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