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THE FINANCIAL PLAN

The Fiscal Year 2020 Preliminary Expense Budget is $92.2 billion. This is the fortieth consecutive budget
which is balanced under Generally Accepted Accounting Principles (GAAP), except for the application of
Statement No. 49 of the Government Accounting Standards Board (GASB 49) which prescribes the accounting
treatment of pollution remediation costs. The following chart details the revenues and expenditures for the five
year financial plan.

($ in Millions)
FY 2019 FY 2020 FY 2021 FY 2022 FY 2023

REVENUES
Taxes

General Property Tax $27.865 $29,529  $30,909 $32,150 $33,110

Other Taxes 31,759 32,389 33,138 34,059 35,064

Tax Audit Revenue 1,057 998 721 721 721

Subtotal: Taxes $60,681 $62,916 $64,768 $66,930 $68,895
Miscellaneous Revenues 7,633 6,799 6,772 6,747 6,735
Unrestricted Intergovernmental Aid 151 — — — —
Less: Intra-City Revenue (2,154)  (1,794)  (1,796) (1,794)  (1,792)
Disallowances Against Categorical Grants 91 (15) (15) (15) (15)

Subtotal: City Funds $66,402 $67,906 $69,729 $71,868 $73,823
Other Categorical Grants 1,198 926 868 862 862
Inter-Fund Revenues 690 661 662 661 661
Federal Categorical Grants 8,471 7,327 7,205 7,133 7,120
State Categorical Grants 15,258 15,390 15,837 16,305 16,353

Total Revenues $92,019 $92,210 $94,301 $96,829 $98,819
EXPENDITURES
Personal Service

Salaries and Wages $29.016 $30,240 $31,258 $31,115 $31,642

Pensions 9,850 9,951 10,418 10,864 11,070

Fringe Benefits / 10,643 11,536 12,028 12,705 13,385

Subtotal: Personal Service $49,509 $51,727 $53,704 $54,684 $56,097
Other Than Personal Service

Medical Assistance 5915 5915 5915 5915 5915

Public Assistance 1,595 1,617 1,617 1,617 1,617

All Other ’ 31,524 29,319 29,469 29,759 29,942

Subtotal: Other Than Personal Service $39,034 $36,851 $37,001 $37,291 $37,474
Debt Service ’2 6,737 7,345 7,658 8,337 9,086
FY 2018 Budget Stabilization & Discretionary Transfers ! (4,576) — — — —
FY 2019 Budget Stabilization ? 3,169 (3,169) — — —
Capital Stabilization Reserve — 250 250 250 250
General Reserve 300 1,000 1,000 1,000 1,000
Less: Intra-City Expenses (2,154 (1,794  (1,796)  (1,794)  (1,792)

Total Expenditures $92,019 $92,210 $97,817 $99,768 $102,115

Gap To Be Closed ($3,516) ($2,939) ($3,296)

1. Fiscal Year 2018 Budget Stabilization and Discretionary Transfers total $4.576 billion, including GO of $1.902 billion, TFA-FTS of $2.174 billion, Retiree
Health Benefits of $300 million, and subsidies of $200 million.
2. Fiscal Year 2019 Budget Stabilization totals $3.169 billion, including GO of $850 million and TFA-FTS of $2.319 billion.




ECONOMIC AND TAX REVENUE FORECAST

Economic Overview

Real GDP growth accelerated in the middle of 2018, but likely slowed in the final quarter, impeded by the
federal shutdown, financial market volatility, trade frictions, and slowing global growth. While the shutdown
curtailed federal spending, the impact was not large enough to alter the above-trend forecast for 2018. However,
the fiscal stimulus from the Tax Cuts and Jobs Act (TCJA) and the tailwind from higher federal spending caps
have started to wane. In addition, the pace of investment appears to be fading. Business investment saw a strong
rise earlier in 2018 due to the incentives in the TCJA, but growth has since slowed. Residential investment has
been subtracting from growth all year, as higher mortgage rates dampen housing sales. Furthermore, the second
quarter boom in net exports due to Chinese purchases of U.S. agricultural products prior to the imposition of
countervailing tariffs has been replaced by a widening trade gap, which will be a drag. Due to the combined
effect of these factors, national growth is projected to slow through the forecast horizon.

Despite the headwinds, the economy continues to produce jobs at a robust pace, and wage pressure appears to
be building. The unemployment rate at the end of 2018 was close to a 49-year low, and labor force participation
rates — which have been trending lower since 2000 — have started to rise, as sidelined workers are enticed back
into the labor market. Nearly all of the Fed’s district banks reported tight labor markets or labor shortages. These
conditions and the rollout of new minimum wage floors by 18 states appear to have finally produced stronger
wage growth. Average hourly earnings for production and non-supervisory employees hit the strongest pace in a
decade by the end of 2018, and similar strength was evident in other wage measures. Since it is unlikely that the
supply of labor will significantly expand in the near future due to downward demographic pressures, the forecast
projects decelerating hiring with increasing wage growth.

Financial markets were unsettled in 2018, following a tranquil 2017. Equity markets dropped steeply in
the first and fourth quarters, driven by fears of escalading trade frictions, tighter monetary policy, fading fiscal
stimulus, and federal shutdowns. Measures of equity price volatility jumped from all-time lows in late 2017 to
the highest levels in three years, while the S&P 500 and Dow were down for the year — the first full-year losses
since 2015, when falling energy prices and turmoil in China and Europe derailed markets. Conditions have
settled considerably at the start of this year, with reassurance from the Fed that the case for higher rates appeared
to be weakening. Strong corporate profits and active buyback activity, funded partly by the corporate tax cuts,
have also supported equity markets. Nonetheless, retail investors are becoming more risk-averse, pulling money
out of equity and bond funds in 2018. Wall Street firms weathered the turbulence well, with profits increasing
robustly through the first three quarters of 2018. Preliminary evidence from fourth-quarter bank earnings
revealed marginally slower activity due to challenging conditions that weakened trading activity. After trending
up for most of 2018, bond yields dropped at the end of the year due to shifts into safe-haven assets. At the same
time, the yield curve has been flattening — a possible signal of deteriorating economic conditions. As late as
last December, the Fed appeared willing to continue raising its target fed funds rate though 2019. However, the
last Fed statement dropped references to rate hikes, and financial markets are now expecting the Fed’s policy to
remain neutral this year.

The New York City economy continues to grow at a steady pace. The labor market remains stable, with the
job expansion extending to a ninth year, the longest episode since the start of employment data in 1950. The
unemployment rate dipped to a record low in 2018, and the labor force participation rate grew. With the labor
market near full employment, the forecast projects that the trend of decelerating employment growth that began
in 2014 will continue through the end of the forecast period. The monthly employment data shows a discernable
slowdown in office-using employment, composed of the professional and business services, financial activities,
and information sectors. However, early evidence from more comprehensive jobs data reveals stronger growth
than indicated by the survey reports. The tight labor market has pushed wages higher with average hourly wages



growing above three percent in each of the last two years. However, wage earnings growth is projected to decline
due to more modest Wall Street bonuses and decelerating employment growth.

The commercial real estate sector had a strong year in 2018 with leasing rising to record levels due to a full
pipeline of new developments entering the market. The City’s office inventory hit a record high by the end of
the year with significant additions in Hudson Yards and Downtown. As a result, vacancy rates drifted higher
while overall asking rents softened. However, the residential market has been slowing, reflecting national trends.
In particular, sales transactions for single-family homes, co-ops, and condos all dropped through the first three
quarters of 2018. Over the same period, condo prices suffered steep declines, while co-ops and single-family
home prices advanced. Waning sales activity has also slowed permit issuance, which is expected to decline on
an annual basis. The slowdown in purchases is driving an upturn in rental markets, with rental rates rising at the
end of 2018 to the highest pace since 2016. Tourism continues to be a consistent engine of growth, with visitor
volume projected to rise for a ninth consecutive year. Additions to hotel inventory slowed in 2018, which drove
room rates higher.



Tax Forecast Summary

New York City is expected to collect $60.7 billion in tax revenue in fiscal year 2019. This represents growth
of 2.7 percent over the previous year. Property taxes are forecast to increase 6.3 percent, while non-property
taxes are forecast to increase 0.6 percent.” Economic growth is expected to continue into the year 2020 as tax
revenue is expected to grow 3.7 percent, resulting in a total revenue of $62.9 billion. Property tax revenue in
2020 is forecast to increase 6.0 percent while non-property tax increases 2.0 percent.

Property Tax revenue is forecast to grow 6.3 percent in 2019 to $27.9 billion and 6.0 percent in 2020 to
$29.5 billion. Total market value grew 5.8 percent from the 2019 final roll to the 2020 tentative roll. On the
tentative roll, Class 1 properties saw an increase of 6.2 percent in their market value and an increase in the
billable assessed value of 4.3 percent. Small Class 2 properties saw market value growth of 6.1 percent while
large Class 2 properties saw market value growth of 6.7 percent. Overall, Class 2 market value increased 6.6
percent and billable assessed value grew 10.7 percent. Class 3 properties saw a slight market value increase of
1.3 percent. Class 4 properties grew in market value by 4.6 percent, with an increase in billable assessed value
of 8.1 percent.

Non-property Tax revenue growth is forecast to grow 0.6 percent in 2019 and increase 2.0 percent in 2020.
Personal income tax revenue totals $12.4 billion in 2019, a decrease of 7.0 percent. The fall is indicative of a
return to a long-run trend after Federal tax law changes drove estimated payments to a peak in 2018. Personal
income tax revenue is forecast to increase 4.4 percent in 2020.

Business income tax revenues (business corporation and unincorporated business taxes) are forecast at $6.0
billion, an increase of 6.0 percent over the prior year. Business corporation tax revenue is forecast to increase
10.5 percent over the prior year. This is likely a result of a healthy growth in corporate profits. Unincorporated
business tax revenue is forecast to decline 1.3 percent in 2019. In 2020, business income tax revenues are
forecast to be nearly flat, reflecting an anticipated decline in Wall Street profitability and a slowing economy.

Sales tax revenue growth was propelled by a combination of strong consumer confidence, record low
unemployment and robust holiday shopping. Sales tax revenue is forecast to grow 4.9 percent to $7.8 billion
in 2019. In 2020, sales tax revenue is forecast to grow 4.6 percent to $8.2 billion. Sales tax revenue growth is
forecast to average 3.4 percent annually from 2021 through 2023, reflecting a slight cooling in wage growth and
a stable local economy.

Hotel tax revenue is forecast at $621.0 million in 2019, 4.0 percent growth over 2018. This is attributed
to a healthy level of tourism as NYC welcomed a record number of visitors in 2018. Hotel tax collections are
expected to experience 2.4 percent growth in 2020.

Transaction tax revenue (mortgage recording tax and real property transfer tax) is expected to increase 7.7
percent to $2.6 billion in 2019 and then decrease 9.6 percent in 2020 to $2.4 billion. The increase in transaction
taxes is due entirely to stronger than expected commercial activity, as the market recovers from a slump last year.
This offsets the decline in the residential real estate market caused by weakness in the high-end luxury segment.
Growth averages 2.1 percent from 2021 through 2023.

In summary, revenues from non-property taxes are forecast to total $31.8 billion in 2019. Non-property tax
revenue is forecast to grow 2.0 percent in 2020 and average an annual growth of 2.7 percent from 2021 through
2023. Total tax revenue will grow 3.7 percent in 2020 and average an annual growth rate of 3.1 percent from
2021 through 2023.

1 Total non-property taxes exclude audits.



The U.S. Economy

Although the national economy grew strongly in the second and third quarters, the pace likely moderated in
the fourth, hampered by the five-week federal shutdown, financial market volatility, and slowing global growth.
The government shutdown ended in late January with the signing of a three-week continuing resolution. The
Congressional Budget Office estimates that the direct effect of the furlough shaved 0.2 and 0.4 percentage points
(ppt) off fourth and first quarter GDP growth, respectively, due to delayed federal expenditures. However, much
of the loss is expected to be made up through higher growth later in 2019. NYC OMB'’s forecast was completed
before the federal disruption and, as such, does not include the shutdown’s impact. Prior to the disruption, OMB
expected the national economy to grow 2.8 percent in the fourth quarter at an annualized rate. However, a 0.2
ppt reduction to 2.6 percent is not large enough to alter the full-year forecast of 2.9 percent, well above the 2.2
percent five-year average pace. Real-time GDP trackers at the NY Fed and the Atlanta Fed put fourth quarter
growth in the 2.5 to 2.6 percent range, but the advance estimate of fourth quarter 2018 GDP has been delayed
by BEA due to the shutdown. The waning fiscal stimulus and slowing global growth will result in decelerating
activity, with OMB projecting growth to fall to 2.5 percent in 2019 and 2.0 percent in 2020.

Based on available data, the fundamentals for the U.S. economy remain sound. According to the last GDP
estimate, the U.S. economy grew 3.4 percent in the third quarter, down from 4.2 percent in the second. As
usual, most of the growth came from consumption spending, which accounted for roughly 2.4 ppt of growth. In
addition, over the last year government consumption has been providing an atypically large tailwind of about a
quarter-percentage point per quarter, primarily due to federal spending generated by the Bipartisan Budget Act of
2018, which lifted prior spending caps dating back to the Obama-era debt ceiling fights of 2011. Over the prior
five years, the average federal government growth contribution has been slightly negative.
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TCJA did not cause their firms to change hiring or investment plans. Fourth quarter durable goods orders data
is mixed, with nondefense capital goods excluding aircraft (a proxy for business investment) flat through the end
of November 2018.

Residential investment has been a drag on growth since the beginning of 2018, and the fourth quarter offered
little respite. New home sales contracted 3.6 percent and 4.1 percent in the second and third quarters, respectively,
as 30-year fixed mortgage rates climbed from 4 percent at the start of the year to 4.9 percent by November. Sales
in October and November were down 8.3 percent over the same two month period in 2017. Housing starts
likewise slowed, falling 4.3 percent and 2.1 percent in the second and third quarters and 1.6 percent in the first
two months of the fourth quarter. While not as significant to economic activity as new home sales, existing home
sales also flagged in 2018 with 5.3 million units sold, down from 5.5 million in 2017 — the first drop in annual
sales since 2014. Although all four regions reported by the National Associated of Realtors have suffered annual
declines, the largest percentage drops have occurred in the Northeast (down 5.5 percent) and West (down 6.6
percent). As these are relatively higher tax regions compared to the Midwest and South, it is suggestive that the
TCIJA restrictions on state and local tax and mortgage interest deductions may be affecting activity.

Net exports flipped from a tailwind in the second quarter to a headwind in the third. After the one-time
surge in second quarter exports due to Chinese purchases of soybeans ahead of tariff deadlines, exports quickly
decelerated, leading to a net export subtraction of nearly two percentage points from third quarter growth.
Soybean exports to China soared 125 percent in the second quarter according to seasonally adjusted trade data,
only to contract by 25 percent in the third after China imposed countervailing tariffs on U.S. exports. The
October trade report showed a further 47 percent reduction (month-over-month) in U.S. soybean exports to start
the fourth quarter. In October, the rapid drop in exports and strong demand for imports supported by the 2017
tax cuts produced the largest trade deficit in a decade. In an effort to close the persistent current account gap, the
U.S. placed tariffs on about half of the $500 billion in goods imported from China as well as imports from other
major trade partners. The Trump administration has threatened to further increase tariff rates on $200 billion of
Chinese goods should the current negotiations fail.

The economy continues to produce jobs at a robust clip. On an average annual basis, the national job market
added 2.4 million jobs in 2018 (or 1.7 percent), up from 2.3 million in 2017. This corresponded to a seasonally
adjusted monthly increase of about 220,000 jobs, double the 110,000 jobs estimated by the Atlanta Fed required
to absorb new entrants into the labor market and maintain the unemployment rate at the year-end 3.9 percent.
As a result, job growth above this threshold requires either faster population or immigration growth or a higher
labor force participation rate, which, for demographic reasons, had been trending lower from 2000 through 2014,
but moved sideways thereafter. Participation rates appear to be responding weakly to heightened labor demand,
increasing to 63.2 percent in January, a five-year high. The broadest measure of unemployment (the U-6 rate),
which includes the unemployed, marginally attached workers, and those employed part-time who would like to
work full-time, has been falling faster than the overall unemployment rate. Over the last two years, the headline
unemployment rate has dropped 0.8 ppt, while the U-6 measure has fallen 1.5 ppt. However, there is still some
room for improvement — the year-end U-6 level of 7.6 percent was still 0.8 ppt above the record low of 6.8
percent set at the end of the tech boom. Nevertheless, since it is unlikely that the supply of labor will significantly
expand over the forecast horizon, the forecast projects a gradually cooling labor market, dropping below one
percent annual growth by 2021.

An ongoing puzzle during this expansion has been the lack of wage pressure. However, it appears that
compensation is finally starting to accelerate, driven by both tight labor conditions and minimum wage increases.
The unemployment rate ended 2018 at 3.9 percent, up from the 49-year low of 3.7 percent in November, and
surveys indicate that locating qualified workers has become a major challenge in most regions. In the Fed’s most
recent Beige Book report, eleven of twelve district banks report tight labor market conditions or labor shortages.
The National Federation of Independent Businesses (NFIB) survey reported that 54 percent of its members
found few or no qualified applicants for the positions they were trying to fill in December. Twenty-three percent



said that the difficulty of finding qualified workers is the single most important business problem, a higher share
of firms than those identifying the perennial issue of high taxes — the number one problem a year ago. Minimum
wage laws are also putting upward pressure on wages, with 18 states raising their wage floors in 2018. Because
of these factors, average hourly earnings of production and non-supervisory employees climbed to 3.5 percent
year-over-year (YoY) in December, the strongest pace in nearly a decade. Similar strength was evident in the
BLS’s broader hourly earnings for all employees, the Employment Cost Index, and the Atlanta Fed’s wage
growth tracker (which corrects for composition changes in the sample of employees).

The volatility that roiled financial markets at the end of 2018 appears to have subsided for now, but last
year’s turbulence is a stark reminder that the tranquil period in 2017 was an outlier. After a first quarter 2018
sell-off, the S&P 500 climbed 13.5 percent from early April to the end of September followed by a 14 percent
collapse in the fourth quarter. For the entire year, the S&P 500 and Dow 30 were down 6.2 percent and 5.6
percent, respectively, the first full-year declines since 2015, when falling energy prices and turmoil in Europe and
Asia derailed markets. The roots this time were mostly domestic, including fear of the ongoing trade war with
China, a fading fiscal stimulus, tighter monetary policy, and the federal shutdown.

Not surprisingly, volatility
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similar fashion. In 2017, only
3.2 percent of trading days saw
large index moves. In the first quarter 2018, the share jumped to nearly 38 percent, but after dropping over the
summer, the ratio rebounded to 44 percent in the fourth quarter. For full-year 2018, 25 percent of trading days
saw large jumps or declines, the highest since the 2009 recession.

In early 2019, equity prices rebounded through January with the S&P 500 and Dow jumping 7.9 and 7.2
percent, respectively, regaining most of the December losses. Expected volatility declined, with the VIX trending
down to 16.6 by the end of January, matching the 2018 average. While the monthly trading days ratio for January
dropped to 29 percent, down from 53 in December, it is still elevated compared to the five-year average of 18.
Despite the recovery, retail investors have been cautious. According to Investment Company Institute (ICI)
data, investors pulled $38 billion from long-term mutual and exchange-traded funds linked to equities in 2018, a
reversal from a net addition of $187 billion in 2017. Of this, $44 billion was redeemed in December alone and
the preliminary January data shows net outflows. Flows into bond funds were also negative in the fourth quarter
but have recovered modestly in January.



Several factors underlie the market resiliency. Corporate profits have been strong and firms have been
actively buying back their own shares — both of which were triggered by the tax cut legislation signed at the end
of 2017. Before-tax corporate profits accelerated strongly in the first half of 2018 after the tax cut was enacted,
growing 6.6 percent annually, more than double the 3.2 percent pace set in full-year 2017. Third quarter 2018
saw further acceleration, with profits growing over 10 percent YoY. Preliminary reports from about 40 percent
of S&P 500 firms that have released fourth quarter earnings indicate that earnings per share are up 31 percent
YoY, the fastest growth since 2010. This pace will decline in 2019 as year-over-year comparisons move to base
periods post-tax cut. Another factor for the jump is strong corporate buybacks, partly funded by tax savings.
S&P Dow Jones reported that S&P 500 firms repurchased $583 billion of their own shares through the first three
quarters of 2018, up 53 percent from 2017. This is about $190 billion higher than the five-year average buyback
volume for the three-quarter period.

Wall Street firms posted strong earnings in the third quarter, with profits of $6.9 billion. Year-to-date through
the first three quarters of 2018, profits are up nearly 16 percent over the prior year. The third quarter results were
due to strong revenue growth in trading & investments and in other revenue related to securities. This latter
category includes interest and dividends accruing from investments, which have been rising as yields climb. The
other side of the coin, however, is a sharp increase in interest expenses, which jumped nearly 69 percent YoY
in the third quarter. However, compensation expenses have been weak. Through the first three quarters, NYSE-
member firms have raised employee compensation by just 4.4 percent.

A moderate amount of volatility often assists Wall Street profits as clients rebalance portfolios and engage
in additional hedging to protect themselves from risk. However, too much turmoil eventually forces investors
onto the sidelines as uncertainty grows. For example, in 2015, a weakening energy sector and steep drops
in domestic and international equity markets resulted in Wall Street losses as trading dried up. Preliminary
evidence from fourth quarter earnings reports issued by the largest banks paint a mixed picture. Fourth-quarter
earnings were down 7.2 percent compared to 2017 at the investment banking units of the Big-5 banks, with net
revenue contracting by 3.6 percent.” Consolidated results including the commercial and retail arms of the banks,
however, were up 9.2 percent YoY due to higher net interest margins. Revenue from trading dropped on a year-
over-year basis at all banks except for Goldman Sachs.

Another consequence of the corporate tax cut has been a reduction in the borrowing requirements of firms
that are enjoying higher cash flows. Corporate bond issuance in 2018 declined nearly 20 percent, the first annual
decline in seven years and the steepest drop since the financial crisis. At the same time, the swelling federal
deficit is increasing Treasury issuance, which jumped 21 percent. The CBO estimates that the annual deficit
will be about $900 billion in 2019 and will surpass $1 trillion by 2022. This will require an expansion of the
federal debt by more than $11 trillion over the next ten years, bringing the debt-to-GDP ratio to 93 percent, the
highest since just after World War II. The predicted market response to this new financing pressure is higher
interest rates, and for most of 2018, rates moved up. In particular, the benchmark 10-year Treasury yield rose 84
basis points (bps) from the start of 2018 to a peak of 3.2 percent in early November. However, the end-of-year
volatility led to safe-haven purchases of Treasuries, which consequently drove rates back down to 2.7 percent
by the end of 2018 corresponding to a yearly gain of about 30 bps. The two-year Treasury likewise increased by
60 bps last year. One worrisome consequence is that these movements have flattened the yield curve. Inverted
curves (with longer yields below shorter rates) have been reliable leading indicators of economic downturns. The
spread between the ten and two year Treasury yields tightened from 50 bps to 21 bps over the year, but did not
become negative. The forecast projects that 10-year rates will resume modest increases, exceeding three percent
in 2019.

Financial markets have been focusing recently on the changing stance of the Fed, which ended 2018 with
a fourth rate hike. This action moved the fed funds target range to 2.25 to 2.5 percent and the effective federal

1 Bank of America, Citigroup, Goldman Sachs, JP Morgan, and Morgan Stanley
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funds rate to 2.40 percent as of early January 2019, a full percentage point higher than a year ago. A number of
Fed officials believed that economic growth would remain robust in 2019 and inflation would climb above two
percent. The recent strong employment reports have helped support this view. However, the Fed also recognized
growing concerns over escalating trade frictions, financial market volatility, and the emerging global slowdown.
As a result, the Fed announced in the January FOMC meeting that it would hold the federal funds target rate
in the current range and Chairman Powell stated that the case for raising rates had weakened. Nevertheless,
he continued to reiterate the Fed’s data-driven approach to rate setting for 2019. However, the 35-day partial
government shutdown delayed some of the key economic data used by the Fed, which some argued to be one
factor behind the January pause.

The Fed’s policy path critically depends on labor market conditions and inflation pressures. As of January
2019, the seasonally adjusted unemployment rate remained at a low four percent, while wages continued to grow
at better than three percent on an annual basis. Inflation slightly increased but remained under the Fed’s target.
The headline PCE grew 1.8 percent in November, while the Core PCE (the Fed’s preferred inflation measure)
gained 1.9 percent as of November, up from 1.8 percent in October but still below the Fed’s target of 2 percent in
the longer run.? OMB forecasts that the Core PCE will remain under two percent throughout 2019. However, the
current trade dispute could potentially change that due to higher material costs resulting from tariffs on imported
materials.

December’s Beige Book
reported that some businesses
are increasingly concerned by

U.S. Interest Rates
The yield curve is forecast to flatten further as short-term yields climb faster than longer rates.
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financial conditions. One early
indicator of recession is the
slope of the yield curve with an inverted yield curve signaling a future downturn. The most common yield curve
measures — the 10-year minus 2-year and the 10-year minus 3 months — remained above 20 bps in the fourth
quarter of 2018, down from 50 bps at the end of 2017. According to the Federal Reserve Bank of New York,
which bases its recession prediction model on yield spreads, the probability of a recession in the next 12 months
increased to 21.3 percent in December, up from 15.8 