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ABSTRACT

We propose a statistical model of the term structure of U.S treasury
yields tailored for long-term probability-based scenario generation and
forecasts. Our model is easy to estimate and is able to simultaneously
reproduce the positivity, persistence, and factor structure of the yield
curve. Moreover, we incorporate heteroskedasticity and time-varying
correlations across yields, both prevalent features of the data. The model
also features a regime-switching short-rate model. We evaluate the out-
of-sample performance of our model in terms of forecasting ability and
coverage properties, and find that it improves on the standard Diebold
and Li model.
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