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Overview

® National Financial Conditions Index (NFCI)
— Counterpart to Chicago Fed’s National Activity Index (NAI)

®m Comprehensive weekly update on U.S. financial conditions
— Money markets
— Debt and Equity markets
— Traditional and “Shadow” banking systems

® Includes prices and volumes and surveys of financial activity
B Coverage that extends back to 1973

m Useful in monitoring financial stability and forecasting
— See Brave and Butters (2009, 2010)



What is the National Financial Conditions Index?

m Weighted average of 100 indicators of U.S. financial activity
— Quarterly (25), Monthly (34), and Weekly (41)
— Varied start and end dates extending back to early 1970’s

Number of Data Series in the Chicago Fed's NFCI
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What is the National Financial Conditions Index?

® Broad coverage of the financial system

— Includes repo, derivative, and other “shadow” bank measures

Category Financial Market Count of Indicators
Money Markets: Repurchase Agreements 10
Treasuries 9
Commercial Paper 5
Interbank Lending 4
Money Markets: Total 28
Debt and Equity Markets: Corporate Bonds 8
Securitized Debt 6
Stock Markets 6
Municipal Bonds 4
Collateral Prices 3
Debt and Equity Markets: Total 27
Banking System: Consumer Credit Conditions 12
Banking System Conditions 9
Shadow Bank Assets and Liabilities 9
Business Credit Conditions 8
Commercial Bank Assets and Liabilities 7
Banking System: Total 45

Grand Total 100



How Does NFCI Compare to Other Indexes?

Index # of Indicators Frequency of Indicators Frequency of Index | First Period | Estimation method
MNFCI 100 Mixed — Weekly-Ouarterly Weekhy 1973W1 Dymamiic Factor
USMPFFCI 40 Quarterky CQuarterhy 157001 PCA
KCF5I 11 Monthly PMomnthly 1950mM2 PCA
STLFSI 18 Weekly Weekly 1993W52 PCA
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Interpreting the NFCI

Weights capture relative importance to historical fluctuations
— Risk and liquidity measures tend to receive negative weights
— Leverage measures tend to receive positive weights

Leads to the following NFCI Interpretation:
— Positive values denote tight conditions
— Negative values denote loose conditions
— Degree measured in standard deviations from historical mean

Adjusted National Financial Conditions Index (ANFCI)
— Economic and financial conditions tend to be correlated
— ANFCI isolates uncorrelated component of financial conditions
— Zero means financial conditions typical of economic conditions
— Positive then denotes tighter, Negative denotes looser



The History of NFCI and ANFCI
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Capital Markets vs. Banking System

m Capital markets account for ~60% of variation captured by NFCI

m But nearly 80% of variation captured by ANFCI

Contributions to the Variance Explained by each Index
FCI ANFCI

I Money Markets I Debt/Equity Markets I Money Markets
I Banking System I Banking System

B Debt/Equity Markets




Important Indicators in the NFCI

Financial Market

Indicator w/ the Greatest Weight in the NFCI

Repurchase Agreements
Treasuries

Commercial Paper
Interbank Lending
Corporate Bonds
Securitized Debt

Stock Markets
Municipal Bonds

Collateral Prices
Consumer Credit Conditions

Banking System Conditions
Shadow Bank Assets and Liabilities
Business Credit Conditions

Commercial Bank Assets and Liabilities

Total Repo Market Volume

2-year Interest Rate Swap/Treasury yield spread

1-month Nonfinancial commercial paper A2P2/AA credit spread
3-month TED spread (LIBOR-Treasury)

Merrill Lynch High Yield/Moody's Baa corporate bond yield spread
Citigroup Global Markets ABS/5-year Treasury yield spread

CBOE S&P 500 Volatility Index (VIX)

Bond Market Association Municipal Swap/20-year Treasury yield spread

MIT Center for Real Estate Commercial Property Price Index
Senior Loan Officer Opinion Survey: Tightening Standards on RRE Loans

Credit Derivatives Research Counterparty Risk Index
Total Assets of Funding Corporations/Nominal GDP
Senior Loan Officer Opinion Survey: Tightening Standards on Small C&I Loans

Commercial Bank C&I Loans/Total Assets



Important Indicators in the ANFCI

Repurchase Agreements Fed Funds/Overnight Treasury Repo rate spread
Treasuries 2-year Interest Rate Swap/Treasury yield spread
Commercial Paper 1-month Nonfinancial commercial paper A2P2/AA credit spread
Interbank Lending 3-month TED spread (LIBOR-Treasury)
Corporate Bonds Citigroup Global Markets Financial/Corporate Credit bond spread
Securitized Debt Citigroup Global Markets ABS/5-year Treasury yield spread
Stock Markets S&P 500 Financials/S&P 500 Price Index
Municipal Bonds Bond Market Association Municipal Swap/20-year Treasury yield spread
Collateral Prices MIT Center for Real Estate Commercial Property Price Index
Consumer Credit Conditions Senior Loan Officer Opinion Survey: Tightening Standards on RRE Loans
Banking System Conditions S&P US Credit Card Quality Index Excess Rate Spread

Total Assets of Agency and GSE backed mortgage pools and GSE
Shadow Bank Assets and Liabilities mortgages/Nominal GDP
Business Credit Conditions Senior Loan Officer Opinion Survey: Tightening Standards on CRE Loans

Commercial Bank Assets and Liabilities Commercial Bank C&I Loans/Total Assets



Summary

m See www.chicagofed.org/nfci
— List of data series for the NFCI
— Recent values of the weights
— Frequently Asked Questions
— Atrticles describing the statistical methodology and applications

B NFCIl and ANFCI released each Wednesday at 8:30 ET

B Email alerts available at
http://www.chicagofed.org/webpages/utilities/subscribe.cfm



