




Figure 1. Actual and Implied Treasury Yields and Credit Spreads

The figure shows the actual and model implied slope and curvature of the Treasury yields (row one) and the actual and

model implied 1- and 10-year credit spreads for AAA, BBB and B credits, respectively (rows two through four). The model

estimation period is 1992:2–2006:1. The implied quantities for the out-of-sample period 2006:2–2008:3 are calculated using

the original parameters and updated data (dash-dotted lines). The shaded regions show the NBER recessions.
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Figure 2. Credit Spreads and Treasury Yields: Expectations and Term Premia

The figure shows the decomposition of the implied credit spreads and Treasury yields into a part based on expectations

about the future short rate and a term premium. The model estimation period is 1992:2–2006:1. The quantities for the

out-of-sample period 2006:2–2008:3 are calculated using the original parameters and updated data (dashed lines).
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Figure 3. Factor f1, B Spreads and Index of Tighter Loan Standards

Panel A plots the quarterly time series of the estimated factor f1 against 3-month and 10-year B spreads. Panel A also

contains a plot of the factor f1 that is estimated by maximizing the correlation with the prewithened index of tighter loan

standards, denoted f1 (corr). Correlations between f1 and the credit spreads are 67% and 60%, respectively, the correlation

between the two f1 time series is 98%. Panel B plots the factor f1 against the prewithened index of tighter loan standards

from the Senior Loan Officer Opinion Survey. The correlation between the two series is 64%. The prewithened series are

residuals from regressing the original series on eight lags of inflation and real activity. All series are normalized to facilitate

comparison. The model estimation period is 1992:2–2006:1. The factors and residuals up to 2008:3 are calculated using the

original parameters and updated data (dotted and dash-dotted lines). The shaded regions show the NBER recessions.
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Figure 4. Factor f2, Treasury Yields and Federal Funds Target Rate

Panel A plots quarterly time series of the estimated factor f2 from the base model against 3-month and 10-year Treasury

yields. Panel A also contains a plot of the factor f2 that is estimated by maximizing the correlation with the prewithened

Fed funds target rate, denoted f2 (corr). Correlations between f2 and the Treasury yields are 77% and 85%, respectively,

the correlation between the two f2 time series is 96%. Panel B plots the factor f2 against the prewithened Federal funds

target rate. The correlation between the two series is 70%. The prewithened series are residuals from regressing the original

series on eight lags of inflation and real activity. All series are normalized to facilitate comparison. The model estimation

period is 1992:2–2006:1. The factors and residuals up to 2008:3 are calculated using the original parameters and updated

data (dotted and dash-dotted lines). The shaded regions show the NBER recessions.
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Figure 5. Normalized Factor Loadings

The figure shows how Treasury yields and credit spreads change in response to a one standard deviation change in the

state variables g, ¼, f1, f2 and f3. Panel A shows the reactions to a one standard deviation change in the credit factor

f1, panels B and C show the reactions to a one standard deviation change in the level and slope factors f1 and f2 and

panels D and E show the reactions to a one standard deviation change in the macro variables g and ¼. The responses

are all expressed in standard deviations to facilitate comparison, the maturities are expressed in quarters on the x-axis.
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Figure 6. Decomposition of Implied Spreads

The figure shows the implied credit spreads and the decompositions thereof into the contributions from the various factors.

The projection piece includes the constant, the direct contribution of the macro variables and the projection. The contribution

of the orthogonalized factors is calculated by multiplying the factor loading by the realizations. The model estimation period

is 1992:2–2006:1. The decomposition up to 2008:3 is calculated using the original parameters and updated data (dashed and

dotted lines).
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Figure 7. New Information Response Functions for Real Activity

The figure plots responses of quarterly GDP growth to one standard deviation shocks in the credit (f1, panel A), level (f2,

panel B) and slope (f3, panel C) factors, respectively. The 95% confidence bounds are calculated via parametric bootstrap.

The time horizon for all new information response functions is 12 quarters.
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Figure 8. Out-of-Sample Credit Factor and Forecasting GDP Growth

Panel A shows the evolution of the 1-year B spread, the corresponding macro component and the credit, level and slope

factor over the 2005:4–2008:4 time period. All time series are standardized to facilitate comparison. Panels B to D compare

model based GDP growth forecasts with realized average GDP growth and survey forecasts for the one quarter, two quarters

and one year horizons, respectively. Model based forecasts are generated using the estimated parameters per 2006:1 and

updating the data subsequently, i.e. without re-estimating the model. The survey forecasts are taken from the Survey

of Professional Forecasters (SPF), the Livingston survey (LS) and Blue Chip Economic Indicators (BCEI). Realized GDP

growth includes data up to 2009:2. The shaded region shows the current NBER recession.
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Figure 9. Treasury Yields and Credit Spreads

Panel A shows the 3-month, 1-year and 10-year Treasury yields, and 10-year corporate bond yields for AAA, BBB and B

credits, respectively. Panels B and C show the 1-year and 10-year spreads for AAA, BBB and B credits, respectively. The

time period is 1971:3–2008:3 although corporate bond data are only available starting in the 1990s. The shaded regions

show the NBER recessions.
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