
We have unified our financial conditions indices (FCIs) for the G10 economiesn

using models that are methodologically consistent with one another while still
allowing for structural differences between the economies.  All ten FCIs are
updated daily, and are published on Bloomberg.

Each FCI is calculated as a weighted average of a policy rate, a long-term risk-freen

bond yield, a corporate credit spread, an equity price variable, and a
trade-weighted exchange rate; in the Euro area we also include a sovereign credit
spread.  The weights mirror the effects of the financial variables on real GDP
growth in our models over a one-year horizon.

The FCIs for the US, Euro area and Japan are unchanged from their recentn

revamp but we made a number of significant changes to the other G10 FCIs. The
updated FCIs now generally have a smaller weight on the policy rate, a bigger
weight on long-term interest rates and corporate spreads, and a smaller weight
on the exchange rate. The FCIs for Australia and New Zealand no longer contain
commodity and house prices. But we now also provide extended monthly
measures that contain commodity prices for Australia, New Zealand, Canada and
Norway.  We produce an FCI for Switzerland for the first time.                              

Differences in weights across economies reflect differences in financial systemsn

and economic structures.  Economies with larger shares of variable-rate
borrowing also have larger weights on short-term rates.  Similarly, equity prices
and corporate credit spreads generally have the biggest weights in countries
where these markets are more common sources of firms’ funding.  The exchange
rate is much more important in the small open economies than in the US.

Our revised FCIs have meaningful predictive power for growth, especially in then

large G10 economies.  We find that financial conditions have played an important
role in supporting the recent pickup of growth across the advanced economies.
The FCI impulse is currently most positive in the US, UK, Sweden and Norway; it
is more neutral in Australia, New Zealand, Japan and Switzerland. Our estimates
point to a continued boost from financial conditions this year, consistent with our
expectation of above-trend growth in most G10 economies.
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We have long emphasized the importance of financial conditions for the economic and
monetary policy outlook, and have therefore developed financial conditions indices
(FCIs) for each of the world’s large economies as well as many smaller ones.1. Last year
we revamped the FCIs of the US, Euro area and Japan to make them easily comparable,
by adopting the same broad modelling structure for each.2. This brought the benefit of
using a consistent model, but with enough flexibility to allow for structural differences
among the economies. Today we extend this new approach to the remaining G10
economies, namely the UK, Canada, Australia, New Zealand, Sweden, Norway, and
Switzerland.

We update all ten FCIs on a daily basis, and publish the data on Bloomberg.  The tickers
are reported in Appendix A below.

Our New FCIs
Exhibit 1 plots our new G10 FCIs against the prior versions.  The US, Euro area and
Japan FCIs are unchanged from their recent update, but some of the other G10 FCIs
now look quite different.  Exhibit 2 shows how the weights have changed from the prior
version.  The box on page 5 provides an overview of the input variables. Appendix B
discusses the underlying econometric models and Appendix C provides a detailed
description of the variables used in each country. 

We make the following changes to our FCIs in the smaller G10 economies: 

Most importantly, we now apply the same modeling approach across alln

economies, to estimate the partial impact of changes in each financial variable while
holding the other variables constant.  This avoids giving too much weight to some
variables—such as the short-term policy rate—whose effect on GDP actually comes
via their impact on other series such as long-term yields and the exchange rate.  

Corporate credit spreads are now included in all economies. Incorporating creditn

measures is particularly important for the US and UK, where credit risk has played an
important role in the business cycle in recent years.

We now scale equity prices by a 10-year moving average of earnings.  Thisn

eliminates the artificial trend toward a higher equity variable and easier financial
conditions that results from using a nominal equity price index.

To make the daily FCIs comparable across countries, we exclude commodity andn

house prices from all series.  This affects the old Australia and New Zealand FCIs,
but sharpens the focus towards purely financial variables for day-to-day moves in
financial conditions.  But since commodity prices are particularly relevant to Canada,
Norway, Australia, and New Zealand, we also produce an extended FCI at monthly
frequency, which incorporates relevant commodity prices for each.3.

1. See William C. Dudley and Jan Hatzius, “The Goldman Sachs Financial Conditions Index: The Right Tool for
a New Monetary Policy Regime,” Global Economics Paper No. 44, June 8, 2000.
2. See Jan Hatzius, Sven Jari Stehn and Nicholas Fawcett, “Financial Conditions: A Unified Approach,” Global
Economics Analyst, September 20, 2016.
3. Details of the commodity series are included in Appendix C. Some of these series are composite
measures weighted by commodity production, rather than consumption; but although the path of commodity
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prices obtained by the former rather than the latter may differ at times, the gap is unlikely to be systematically
big.

Exhibit 1: Our New G10 FCIs
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Exhibit 2: New vs. Old Weights

FCI Weights
US EA JP GB CA* CH NO* SE AU* NZ*

Policy Rate 4.4 17.3 12.6 13.7 12.2 6.2 12.9 6.4 11.8 2.6
46.0 45.0 - 35.8 35.8 5.1 10.0

Riskless Bond Yield 45.1 34.3 59.1 38.2 46.6 56.0 50.4 46.2 59.7 59.6
34.0 - - 35.8 35.8 29.7 5.0

Corporate Spread 39.6 11.4 19.3 33.6 27.7 13.7 18.7 27.9 17.0 24.7
- 35.0 - - - 5.0 15.0

Sovereign Spread - 27.0 - - - - - - - -
- - - - - - -

Equity Price 4.9 2.1 2.0 3.7 2.5 3.3 2.6 2.3 2.5 2.2
3.0 5.0 - 3.5 3.5 6.6 10.0

Trade-Weighted Exchange Rate 6.0 7.8 7.1 10.9 11.0 20.8 15.5 17.2 9.0 11.0
17.0 15.0 - 25.0 25.0 3.6 20.0

Note: Italics indicate old weights. 
* There is also an extended monthly FCI that includes commodity prices for these economies (see Appendix C for details).

Source: Goldman Sachs Global Investment Research
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Different Weights for Different Economies
Given our common approach, we can relate differences in the weight of a particular
variable across economies to differences in economic or financial structure.  Three
points are worth noting here. 

1. Policy rates.  The weight on the policy rate in all economies (except Australia) is now
smaller than in the previous version of our FCIs.  But there are still wide variations in the
weight, which partly reflects differences in the share of short-term borrowing, as
illustrated in Exhibit 3.  It may also reflect the fact that banks—which typically benefit
from a lower policy rate because it tends to steepen the yield curve and increase net
interest income—play a more important role in some financial systems, such as Europe
and Japan, than in the US.4.

4. Admittedly, the direct effect of policy rate cuts may be smaller if rates are already negative and banks are
unable to pass through additional cuts to their depositors. Even if that is the case, however, the distortions to
the FCI would be small. For example, the weight of the policy rate in Japan is 12%, so that a 10bp rate cut
eases our FCI directly by only 1.2bp.  And if it is true that negative policy rates hurt the economy, as some
believe, this would presumably show up in tighter conditions via the FX or equity markets, which we do pick

Box:  Data description

The FCI components generally cover six areas, although the precise setup for each economy depends on
its structure.  Details of all the components are listed by country in Appendix C, so this box provides a
high-level overview.

Interest rates.  We use the policy rate and the nominal 10-year risk-free rate.n

Corporate spread.  We use investment-grade domestic corporate spreads over equivalent-durationn

government bond yields.

Sovereign spread.  For the Euro area we also include a measure of sovereign risk within the bloc, byn

including GDP-weighted 10-year government yields, and take the spread of this over the 10-year swap
rate.

Equity prices.  To get a stationary series for equity prices, we use the ratio of a broad-based equityn

index to a lagged 10-year average of earnings per share, which has become known as the “Shiller P/E”
ratio.

Commodity prices.  To reflect the importance of commodity prices in Canada, Norway, Australia, andn

New Zealand, we also include commodity prices in an extended monthly FCI.  The daily FCI series for
all G10 countries focus solely on financial series, and exclude commodity prices.

Trade-weighted exchange rate.  We use the broad GS nominal trade-weighted exchange rate index.n

This is the trade-weighted average of 36 bilateral exchange rates, with weights that reflect each
economy’s exports, imports and third-market competition of domestic firms vis-à-vis foreign firms.

Our daily GSFCIs with the variables above start in the early 2000s, and we set them equal to 100 for the
average since 2000 (or the first data point, if later).   Deviations of the GSCFIs from 100 show how far
financial conditions have deviated from “normal” during this period.
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2. Equity and corporate credit markets.The weight on equity prices and corporate
credit spreads is relatively large in the US, where these markets are more central for
consumers and businesses than elsewhere.  Exhibit 4 shows the share of household
wealth held in equities for a range of countries, and illustrates the wide range of
variation between them.  Moreover, Exhibit 5 shows that US corporations obtain a much
larger share of their borrowing from the bond and commercial paper markets than
corporations in the other G10. 

up.  A good example is the January 2016 BoJ cut, which was followed by a meaningful tightening in the Japan
FCI.

Exhibit 3: More Variable Rate Mortgages in Europe and Australia
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Exhibit 4: The Importance of Equities in Total Household Wealth Varies Markedly Across Countries
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3. Exchange rates. While the equity and credit markets are more important in the US
than elsewhere, the exchange rate is less important because the US is less dependent
on foreign trade than other economies.  Exhibit 6 shows that exports as a share of GDP
are only 13% for the US, compared, for example, with 28% for the Euro area or 63% for
Switzerland.

Weights vs. Importance
The importance of our financial variables for financial conditions depends not just on the
weights of the different variables shown in Exhibit 2 but also on their volatility.  For

Exhibit 5: Corporate Borrowing From Bond Markets vs. Banks
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Exhibit 6: Smaller Economies Also Tend to Be More Open
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example, while the long-term risk-free bond yield has a much higher weight than the
equity market or the trade-weighted exchange rate, it also moves around a lot less, so it
is not obvious which variable is more important.  To get a better sense of relative
importance, Exhibit 7 shows the average contributions of the absolute annual changes
in each component, since 2000.   

The results show that the currency and equity markets have a substantially greater
impact on our FCIs than suggested by the relatively small weights in Exhibit 2.  The
equity market is particularly important in the US, while the currency markets are more
important elsewhere, such as Japan, New Zealand and Switzerland.  Bond markets and
credit spreads are also important, but generally less so than one might think based only
on their relatively large weights in Exhibit 2.  The disconnect is more pronounced for
Japan, possibly reflecting the fact that short and long rates have been more constrained
by the zero lower bound than in the US and Euro area.

The Link with Growth
Our revised FCIs have meaningful predictive power for growth, although the extent
varies across countries.  We construct a simple vector autoregression model for each
country to estimate the impact of a 100bp FCI tightening on real GDP.5. Exhibit 8 shows
the impulse responses for the US, Euro area, Japan and the UK.  Appendix C provides
details for each country. The effects build gradually over the first year before generally
leveling off in the second year.  The effect of a 100bp FCI tightening is around 0.9pp in

5. The VARs use quarterly data and include only the FCI and real GDP in the US, Euro area and Japan. In the
smaller G10 economies we also include a measure of foreign demand in the VAR (except in Australia). In the
commodity-producing economies (Australia, New Zealand, Canada and Norway) we also include measures of
commodity prices. Since it is not clear theoretically how to order the variables when computing the impulse
responses—as causation within a given quarter likely runs in both directions—Exhibit 8 shows an average of
the impulse responses for two different orderings (one orders GDP before the FCI; the other orders the FCI
before GDP growth). We order the FCIs last in Australia and Switzerland.

Exhibit 7: Exchange Rates and Equities Drive Most of FCI Changes

0

20

40

60

80

100

0

20

40

60

80

100

Short Rate Long Rate Corporate Spread Sovereign Spread Equity TWI

Percent Percent 
Contributions to Change in the FCI 

Source: Goldman Sachs Global Investment Research

20 April 2017 Page  8

Goldman Sachs Global Economics Analyst



the US, 0.8 in the Euro area, and 0.7pp in Japan. The impact is statistically significant at
the 5% level in the US and Japan, and at the 10% level in the Euro area and the UK. 

Exhibit 9 shows a summary of the four-quarter effects for all G10 economies. The
one-year impact of a 100bp tightening on real GDP growth after one year clusters
around 0.9pp across the G10 economies. The estimated growth effects of financial
shocks tend to be less precisely estimated in the smaller G10 economies.

We can use these VARs to generate an “FCI impulse” for each G10 economy, defined as
the effect of lagged financial conditions shocks on GDP growth. This impulse provides a
summary of how financial conditions are influencing growth at any point in time.6.

Exhibit 10 provides a summary of the FCI impulses across the G10 since 2014. The
Appendix provides additional details for how we calculate the FCI impulses and shows
the results for each of the ten economies. 

6. This summary is specific to the setup of the model. Of course, growth will be affected by other factors—
such as fiscal policy—which we do not capture explicitly in the model.

Exhibit 8: G4 Impulse Responses

Note: Shaded area indicates +/- 2 S.D. error band.

0 1 2 3 4 5 6 7 8
-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

Quarters after shock 

US GDP Response to 100bp FCI Tightening 

Percentage points Percentage points 

0 1 2 3 4 5 6 7 8
-2.5

-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

-2.5

-2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

Quarters after shock 

EA GDP Response to 100bp FCI Tightening 

Percentage points Percentage points 

0 1 2 3 4 5 6 7 8
-1.5

-1.0

-0.5

0.0

0.5

-1.5

-1.0

-0.5

0.0

0.5

Quarters after shock 

JP GDP Response to 100bp FCI Tightening 

Percentage points Percentage points 

0 1 2 3 4 5 6 7 8
-4.0

-3.0

-2.0

-1.0

0.0

1.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

Quarters after shock 

UK GDP Response to 100bp FCI Tightening 

Percentage points Percentage points 

Source: Goldman Sachs Global Investment Research

20 April 2017 Page  9

Goldman Sachs Global Economics Analyst



Our estimates show that the FCI impulses across the G10 have generally turned more
positive over the last year. Financial conditions acted as a drag across the big four G10
economies in late 2015/early 2016, but then swung to a boost in late 2016. Our
estimates suggest that financial conditions will boost G4 growth by an average of 1/2pp
this year, before beginning to fade next year. The FCI impulse is most positive in the UK
(due to the sharp depreciation of Sterling after the EU referendum) and the US.7.

Financial conditions are only somewhat supportive for growth in the Euro area and
Japan this year.

7. The projected UK FCI impulse comes with the caveat that the model does not take into account the impact
of greater uncertainty in the UK surrounding the EU referendum, or our UK economists’ view that higher
inflation will weigh on real disposable incomes, both of which could drag on growth.

Exhibit 9: Impact of a 100bp FCI Tightening Varies Across Countries
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Exhibit 10: FCI Impulses Have Turned Positive
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The FCI impulses are also positive in the smaller G10 economies, except in Switzerland.
Conditions are particularly growth supportive in Sweden, due to the effects of highly
expansionary monetary policies. The FCI impulse in Switzerland has generally been
negative in recent years, given the strength of the Swiss Franc.

Exhibit 11 aggregates the individual impulses to a G10 FCI impulse. We see that financial
conditions have played an important role in supporting the pickup of growth across the
advanced economies since last summer.  The G10 FCI impulses point to a continued
boost from financial conditions this year, consistent with our expectation of above-trend
growth in most advanced economies.

Nicholas Fawcett
Sven Jari Stehn
Jan Hatzius

Exhibit 11: A G10 FCI Impulse
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We would like to acknowledge helpful comments from Andrew Benito, Andrew Boak, Mike Cahill, Lasse Holboell 
Nielsen and Bill Zu in preparing the new FCIs.   The earlier work also benefited from discussions with Naohiko Baba 
and Huw Pill.  Mishel Ghassibe contributed to the project while an intern in the Global Investment Research division.
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Appendix A: Bloomberg Tickers

Country FCI Extended
US GSUSFCI --

Euro Area GSEAFCI --
Japan GSJPFCI --

UK GSGBFCI --
Canada GSCAFCI GSCAFCIE

Switzerland GSCHFCI --
Norway GSNOFCI GSNOFCIE
Sweden GSSEFCI --
Australia GSAUFCI GSAUFCIE

New Zealand GSNZFCI GSNZFCIE

Note: The tickers are indices in Bloomberg; for example the US FCI is GSUSFCI Index <Go>.           
The main FCIs have a daily frequency, while the extended FCIs have a monthly frequency.

Source: Goldman Sachs Global Investment Research
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Appendix B:  Building a Unified Framework for Financial Conditions

Model details

Our stylized macro models are broadly the same for all G10 economies and similar to
the models we have used in recent research.8. We specify a set of long-run behavioral
relationships that link the components of GDP to some underlying drivers.  This partly
determines short-run movements in the model, as each component tends back towards
its long-run equilibrium relationship; recent dynamics also explain changes in the short
run.

Long-run consumption (Ct) is determined by real disposable income (Y
d
t) and wealth

(We
t).

9. For the US and Euro area models, total wealth is broken down into equity and
housing components, and for other economies where consistent equity wealth data are
unavailable, we use real equity prices:

Non-residential investment as a share of potential GDP (INRt) is driven by real
corporate borrowing costs.  This is measured by combining the 10-year government safe
rate (rlt) with a corporate borrowing spread (spreadt).  In the Euro area model, we also
find that the ratio of equity prices to nominal GDP is an important determinant, and for
Australia and New Zealand we include commodity prices deflated by the GDP deflator. 

There are substantial differences in the sources of funding for firms across the
economies.  For example, Euro area firms make more extensive use of bank loan
financing than US firms; the latter make greater use of corporate debt markets.  To
account for this, our corporate spread variable incorporates a blend of different
borrowing costs, with weights depending on the economy. 

Residential investment (IRt/Y
*
t) is driven by a weighted average of real short-term (rst)

and long-term interest rates and the growth rate of potential GDP (gt):

The trade equations are similar for both imports (Mt) and exports (Xt).  The two are
modelled as shares of domestic and trade-weighted world demand respectively, and
depend on the real effective exchange rate (RERt).  We allow for deterministic trends in
both long-run relationships, to capture structural changes in world trade, for example
caused by globalization.

8. See, for example, “Japan’s Easing Options,” Global Economics Analyst, July 27, 2016; and “The Bank of
England’s Trade-off,” Global Economics Analyst, August 2, 2016.
9. We also include an aging variable in Japan to capture demographic changes.
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GDP is then determined as the sum of the projections of these components.

Table 1 reports the values of key parameters in the equations above for each of the
economies.  Some of these parameters are estimated, using quarterly data, while
others are known to be hard to pin down directly—in particular the sensitivity of
investment to interest rates, and the sensitivity of trade flows to the exchange rate.
We have therefore calibrated these parameters based on our previous work,10. our
reading of the academic literature and existing country models.

Simulating the effect of FCI component shocks
We shock each of the FCI components separately to compare their effect on GDP.  This
comparison generates the component weights in the overall FCI.  In order to isolate the
impact of each component on the model, we proceed as follows: we introduce a
permanent shock to one component (a 100bp increase for interest rates and spreads, a
1% fall in equities, and a 1% rise in the TWI, and for the monthly extended FCIs, a 1%
rise in commodity prices) but hold all other financial variables constant.  This gives the
cleanest estimate of the direct impact of that component on activity, without
inadvertently double-counting effects that come through the other financial variables.

The country-by-country charts in the Appendix trace out this exercise for each economy.
A permanent 100bp shock to the long-term safe rate, for example, triggers a fall in GDP
three years later of just under 0.4% in the US, around 0.4% in the Euro area and around
0.14% in Japan.  By contrast, a permanent 10% fall in equity prices leads to a fall in
GDP of between 0.1% and 0.2% in all three economies. 

10. See “How much does the exchange rate matter for growth?”, Global Economics Analyst, 10 September
2016.

Table 1: Comparison of Model Parameters Across Economies
US EA JP GB CA SE NO AU NZ CH

-0.13 -0.75 -0.61 -0.46 0.25 -0.17 1.71 0.23 1.24 0.02
 0.03  0.03  0.06 0.03 0.03 0.05 0.02 0.03 0.05 0.03
 0.06  0.04 -- -- -- -- -- -- -- --

-4.13 -3.20 -4.94 -4.79 -3.76 -3.92 -3.19 -2.97 -4.31 -3.96
 0.03  0.04  0.01 0.025 0.025 0.03 0.025 0.02 0.025 0.025

--  0.12 -- -- 0.1 0.08 -- -- -- 0.19

§§ §§ §§ §§ §§ §§ §§ §§
-2.81 -4.01 -3.54 -4.2 -2.57 -2.64 -2.92 -3.08 -3.74 -3.75
0.01  0.02  0.03 0.03 0.025 0.015 0.025 0.025 0.025 0.025

-2.27 -2.58 -1.41 -1.58 -1.45 -1.6 -1.43 -1.44 -1.45 -0.66
 0.10  0.15  0.1 0.15  0.1 0.25  0.1 0.08  0.1  0.1

-15.46 -- -104.37 -91.9 -19.66 -53.47 -22.12 -68.03 -30.19 -49.1

 3.32  2.1  6.72 9.68 2.24 2.29 2.61 8.87 0.19 0.35
 0.15  0.20  0.10 0.10 0.20  0.10 0.15 0.20 0.20  0.10

-17.26 -17.99  1.90 -28.12 64.75 21.96 91.22 -60.26 45.16 28.44

Consumption

Non-Residential Investment

Residential Investment

Imports

Exports

Source: Goldman Sachs Global Investment Research
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We then use the GDP effect four quarters after the shock to calculate the weight of
each component in the FCI.  So the fact that, for the US, the impact of a shock to the
10-year Treasury yield is nearly seven times as big as the impact of a shock to the
exchange rate means that its weight should be nearly seven times as big.

From model weights to FCI weights
Some of the financial variables in our economic models differ from those in our FCI.
This affects the equity variable, and some of the elements in the corporate spread.  To
map from the model spread components to the FCI spreads detailed in the box on page
5, we relate the former to the latter using a simple regression for each country and find
that there is a strong relationship between the two.  The estimated link also allows us to
translate the model weights into FCI weights for the corporate spread.  The equity
weight is scaled by the relative volatility of the model equity indices and the equity
series used in the FCI.  The overall component weights are then normalized to ensure
they sum to one.

Constructing FCI Impulse
The FCI impulse is designed to measure the contribution of current and past financial
conditions on real GDP growth. It is calculated in four steps:

First, we estimate a statistical model linking changes in financial conditions and real
GDP growth. This vector autoregression model (VAR) comprises changes in the FCI and
qoq annualized real GDP growth, and—for smaller economies more open to trade—
trade-weighted foreign demand and—for commodity producers—commodity prices.11.

The models use quarterly data, and the sample period and number of lags differ across
countries.

Second, we make assumptions on the order in which financial conditions and growth
respond to each other. We identify the VAR using a Cholesky decomposition. As it is
difficult to take a strong view on the ordering, we consider two orderings, one in which
the FCI appears before GDP, and vice versa, holding the position of any other elements
of the VAR unchanged.12. The impulse responses show a significant effect of shocks to
financial conditions on real GDP for either ordering.

Third, we make assumptions for financial conditions going forward. Specifically, we
assume that the FCI remains at its current (daily) level until the end of the forecast
horizon. We also use the VAR to generate a baseline projection for real GDP growth over
this horizon.

Fourth, we use statistical techniques to calculate the historical and projected FCI
impulse. We decompose historical and projected real GDP growth into contributions
from FCI and growth using the structural shocks calculated in step two above. We
calculate the impulse for each of the two possible orderings and define the average as
our FCI impulse.

11. We do not include foreign demand in the Australia VAR.
12. We order the FCI last in Australia and Switzerland.
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Appendix C: Country details

United States: Components
Variable Description Weight
Nominal Policy Rate Target Federal Funds Rate 4.4%

Nominal Riskless Bond Yield 10-Year Treasury Yield 45.1%

Corporate Spread iBoxx Domestic Non-Financials BBB 15Y+ Spread over 10-year 
Treasury Yield 39.6%

Equity Price S&P 500, Scaled by 10-year Moving Average of Earnings 4.9%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 6.0%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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Euro Area: Components
Variable Description Weight
Nominal Policy Rate 3-month OIS Swap Rate 17.3%

Nominal Riskless Bond Yield 10-year Swap Rate 34.3%

Corporate Spread iBoxx Investment Grade Corporate, 
Spread over 10-year EUR Swap Rate 11.4%

Sovereign Spread GDP-weighted Average of 10-year Government Yields, Spread 
over 10-year Swap Rate 27.0%

Equity Price STOXX 50, Scaled by 10-year Moving Average of Earnings 2.1%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 7.8%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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Japan: Components
Variable Description Weight
Nominal Policy Rate Overnight Uncollateralized Call Rate 12.6%

Nominal Riskless Bond Yield 10-year Japanese JGB Yield 59.1%

Corporate Spread Bank of America Merrill Lynch Corporate Yield to Worst, Spread 
over 10-year JGB 19.3%

Equity Price Topix 500, Scaled by 10-year Moving Average of Earnings 2.0%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 7.1%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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UK: Components
Variable Description Weight
Nominal Policy Rate BOE Bank Rate 13.7%

Nominal Riskless Bond Yield 10-year Gilt Yield 38.2%

Corporate Spread iBoxx Investment Grade Corporate, 
Spread over 10-year Government Bond Yield 33.6%

Equity Price FTSE 100, Scaled by 10-year Moving Average of Earnings 3.7%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 10.9%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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Canada: Components
Variable Description Weight
Nominal Policy Rate Bank of Canada Policy Rate 12.2%

Nominal Riskless Bond Yield 10-year Benchmark Government Bond Yield 46.6%

Corporate Spread Bank of America Merrill Lynch Corporate Yield to Worst, Spread 
over 5-year Benchmark Government Yield 27.7%

Equity Price S&P/TSX Composite Index, 
Scaled by 10-year Moving Average of Earnings 2.5%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 11.0%

Commodity Price BOC Commodity Price Index - 4.3%

Extended Weight
11.7%

44.7%

26.5%

2.4%

10.5%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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Switzerland: Components
Variable Description Weight
Nominal Policy Rate Average of SNB Target Rate Upper and Lower Limit 6.2%

Nominal Riskless Bond Yield 10-year Benchmark Government Bond Yield 56.0%

Corporate Spread Bloomberg Investment Grade Corporate, 
Spread over 5-year Benchmark Government Yield 13.7%

Equity Price Swiss Exchange Swiss Market Index, 
Scaled by 10-year Moving Average of Earnings 3.3%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 20.8%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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Norway: Components
Variable Description Weight
Nominal Policy Rate Norges Bank Sight Deposit Rate 12.9%

Nominal Riskless Bond Yield 10-year Benchmark Government Bond Yield 50.4%

Corporate Spread Bloomberg Investment Grade Corporate, 
Spread over 4-year Benchmark Government Yield 18.7%

Equity Price Oslo OSE All Share Index, 
Scaled by 10-year Moving Average of Earnings 2.6%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 15.5%

Commodity Price European Brent Oil Spot Price (USD) - 3.5%

Extended Weight
12.8%

49.5%

18.3%

0.6%

15.3%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.

94

96

98

100

102

104

106

108

94

96

98

100

102

104

106

108

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

New
Extended
Old

Norway Financial Conditions Index 

Index Index 

-0.14

-0.12

-0.10

-0.08

-0.06

-0.04

-0.02

0.00

-0.14

-0.12

-0.10

-0.08

-0.06

-0.04

-0.02

0.00

0 1 2 3 4 5 6 7 8 9 10

Policy Rate (100bp)
10y Gov Bond (100bp)
Corporate Spread (100bp)
Equities (-1%)
TWI (+1%)

Percentage points Percentage points 

NO GDP Response of  
Shocks to FCI Components 

0 1 2 3 4 5 6 7 8
-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

Quarters after shock 

NO GDP Response to 100bp FCI Tightening 

FCI

Extended

Percentage points Percentage points 

2010 2011 2012 2013 2014 2015 2016 2017
-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

FCI

Extended

Percentage points Percentage points 

Real GDP Growth Impulse  
from NO FCI Impulse, qoq ann. 

Source: Goldman Sachs Global Investment Research

20 April 2017 Page  22

Goldman Sachs



Sweden: Components
Variable Description Weight
Nominal Policy Rate Riksbank Repo Rate 6.4%

Nominal Riskless Bond Yield 10-year Benchmark Government Bond Yield 46.2%

Corporate Spread Bloomberg Investment Grade Corporate, 
Spread over 4-year Benchmark Government Yield 27.9%

Equity Price OMX Stockholm 30, 
Scaled by 10-year Moving Average of Earnings 2.3%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 17.2%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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Australia: Components
Variable Description Weight
Nominal Policy Rate RBA Cash Rate Target 11.8%

Nominal Riskless Bond Yield 10-year Benchmark Government Bond Yield 59.7%

Corporate Spread Bank of America Merrill Lynch Corporate Yield to Worst, Spread 
over 5-year Benchmark Government Yield 17.0%

Equity Price Stock Price Index All Ordinaries, 
Scaled by 10-year Moving Average of Earnings 2.5%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 9.0%

Commodity Price RBA Commodity Price Index -

8.8%

Extended Weight
11.5%

58.5%

16.7%

2.3%

2.2%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.
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New Zealand: Components
Variable Description Weight
Nominal Policy Rate RBNZ Official Cash Rate 2.6%

Nominal Riskless Bond Yield 10-year Benchmark Government Bond Yield 59.6%

Corporate Spread Average of Bloomberg 0+/0-5 Year Corporate Yield,  Spread over 
5-year Benchmark Government Yield 24.7%

Equity Price NZX 50 Total Return Index, Scaled by 10-year Moving Average of 
Earnings (spliced with NZSX All Indexes prior  to 2004) 2.2%

Trade-Weighted Exchange Rate GS Broad Trade-Weighted Index 11.0%

Commodity Price ASB Commodity Price Index

10.8%

1.9%

Extended Weight
2.6%

58.4%

24.2%

2.1%

Source: Goldman Sachs Global Investment Research

Note: Shaded area indicates +/- 2 S.D. error band.

-0.40

-0.35

-0.30

-0.25

-0.20

-0.15

-0.10

-0.05

0.00

-0.40

-0.35

-0.30

-0.25

-0.20

-0.15

-0.10

-0.05

0.00

0 1 2 3 4 5 6 7 8 9 10

Policy Rate (100bp)
10y Gov Bond (100bp)
Corporate Spread (100bp)
Equities (-1%)
TWI (+1%)
Commodity prices (-1%)

Percentage points Percentage points 

NZ GDP Response of  
Shocks to FCI Components 

0 1 2 3 4 5 6 7 8
-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

Quarters after shock 

NZ GDP Response to 100bp FCI Tightening 

FCI
Extended

Percentage points Percentage points 

2010 2011 2012 2013 2014 2015 2016 2017
-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

FCI
Extended

Percentage points Percentage points 

Real GDP Growth Impulse  
from NZ GSFCI, qoq ann. 

96

97

98

99

100

101

102

103

104

105

96

97

98

99

100

101

102

103

104

105

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

New
Extended
Old

New Zealand Financial Conditions Index 

Index Index 

Source: Goldman Sachs Global Investment Research

20 April 2017 Page  25

Goldman Sachs



Disclosure Appendix

Reg AC
We, Jan Hatzius, Sven Jari Stehn, Nicholas Fawcett and Karen Reichgott, hereby certify that all of the views expressed in this report accurately reflect
our personal views, which have not been influenced by considerations of the firm’s business or client relationships.

Unless otherwise stated, the individuals listed on the cover page of this report are analysts in Goldman Sachs’ Global Investment Research division.

Disclosures
Global product; distributing entities
The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis.
Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics,
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in
Brazil by Goldman Sachs do Brasil Corretora de Títulos e Valores Mobiliários S.A.; in Canada by either Goldman Sachs Canada Inc. or Goldman, Sachs &
Co.; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co.,
Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs New Zealand Limited; in Russia by
OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by
Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and European
Union. 

European Union: Goldman Sachs International authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority, has approved this research in connection with its distribution in the European Union and United Kingdom; Goldman
Sachs AG and Goldman Sachs International Zweigniederlassung Frankfurt, regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht, may also
distribute research in Germany. 

General disclosures
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst’s judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division.
Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org). 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities
discussed in this report, which impact may be directionally counter to the analyst’s published price target expectations for such stocks. Any such
trading strategies are distinct from and do not affect the analyst’s fundamental equity rating for such stocks, which rating reflects a stock’s return
potential relative to its coverage group as described herein.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act
as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research. 

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase and
sales of options such as spreads. Supporting documentation will be supplied upon request. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
research by third party aggregators. For research, models or other data available on a particular security, please contact your sales representative or go
to http://360.gs.com.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.

© 2017 Goldman Sachs.

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written
consent of The Goldman Sachs Group, Inc. 

20 April 2017 Page  26

Goldman Sachs Global Economics Analyst

http://www.sipc.org
http://www.theocc.com/about/publications/character-risks.jsp
http://360.gs.com
http://www.gs.com/research/hedge.html

