
The probability of a US recession in the next 12 months is 25% (as shown in Exhibit 1), which is a reversal 

from the 38% registered in August — a level last witnessed in the past two downturns, the financial crisis 

and dot-com bubble.1 The model arrives at that figure by calculating the interest rate difference between 

the 10-year and 3-month US Treasury note. 

Since the 1960s, the yield curve has inverted — meaning that the 2-year US Treasury note begins to yield 

a higher percentage than the 10-year note — seven times. Each time recession has followed, although it 

sometimes has taken up to two years to materialize.

Exhibit 1: Probability of recession relative to other recent downturns  

Source: Haver Analysis and Federal Reserve Bank of New York as of 30 November (monthly). This model uses the 
differences between the 10-year and 3-month Treasury rates to calculate the probability of a recession in the United 
States 2 months ahead. Shaded areas represent recessions.
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Key takeaways
 ■ While economic and capital markets performance varies, macroeconomic dynamics affect interest 

rates, fiscal and monetary policies, investor confidence and investor spending habits. 

 ■ We believe that fading fiscal stimulus, the potential of being late in the cycle and the additional burden 

of trade war and tariffs could further increase the probability of recession.

 ■ With current US Federal Reserve policy rates already low and the balance sheet still high, it is unclear 

how the Fed would react should economic conditions deteriorate. 
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Endnote
1 New York Federal Reserve Bank, as of 11/30/19.
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