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发言人1   00:04
Welcome to pinko pod. In this episode, we discuss how financial conditions are shaping federal reserve policy and the outlook for interest rates. Stay tuned after the conclusion of the podcast for additional important information. 

发言人1   00:25
请关注公众号，思维纪要社，更多纪要请加V西安20210130。Monetary policy through the lens of financial conditions by Tiffany wilding in recent months, major central banks have placed a greater emphasis on broader financial conditions. 

发言人1   00:47
When describing the sense of monetary policy, chairman Kevin walsh characterized the federal reserves september rate hike as removing a dose of accommodation so that financial and credit conditions would be more consistent with the feds objectives. President Christine legal framed the european central bank's decision in september around its assessment of financial and monetary conditions. At the recent g twenty summit, bank of japan governor gazoo wada explicitly linked the policy rate path to financial conditions, noting that the BOJ hopes to continue raising interest rates as financial conditions remain accommodative. 

发言人1   01:26
Finally, governor Michelle bullet argued this week that the reserve bank of australia needs to make sure we have financial conditions tight enough to bring inflation down. For investors, this shift in emphasis raises important questions. How are financial conditions measured? Are they supporting or restricting economic growth? And what does this mean for monetary policy going forward? 

发言人1   01:51
To briefly answer the last question, first, equity market performance and its impact on wealth and spending has contributed to easier than ideal special conditions. However, higher interest rates since june for U. S. Treasuries, mortgages and corporate debt should help cool off what would otherwise be a stronger equity impulse to growth. More importantly, the tightening and financial conditions needed to bring inflation more quickly to target appears nowhere near the adjustment required in twenty twenty two. 

发言人1   02:23
Measuring how monetary policy transmits to markets over the last decade, the fed has often described its policy stance by comparing short term interest rates with the equal liberum neutral rate, which economists call r star or r star, consistent with economic output, a potential and inflation at the feds two percent target. However, because our star is unobservable able and estimates are highly uncertain, there are practical limitations to using IT as a real time indicator. For more details, see last week's macro sign posts. 

发言人1   03:00
The short term interest rate controlled by the fed is only one component of financial conditions, and the transmission of monetary policy implicity depends on how changes in short term interest rates influence a range of other asset Prices. The fed has long recognized these transmission channels in the wake of the pandemic. Equity and house Prices have featured prominently in discussions of consumption and wealth effects. 

发言人1   03:26
Credit spreads were in the spotlight during the global financial crisis and covered nineteen pandemic as policymakers grappled with the financial accelerator mechanism, that is, when asset Price dislocations exacerbate an economic downturn. The recent emphasis on broader financial conditions simply makes their role more explicit in current monetary policy deliberations. To summarize these influences, researchers have developed financial conditions indexes, or F, C, is that combine interest rates and asset Prices using weights intended to capture their relative importance for the economy. 

发言人1   04:03
But how should those weights be determined? One approach developed by economists that the federal reserve board is the financial conditions impulse on growth FCIG index, which weight seven financial variables according to their estimated effects on GDP growth. Those seven variables are the fed funds rate, ten year U, S, treasury yield, thirty year fixed mortgage rate, B, B, B, corporate bond yield, stock Prices, house Prices and the broad U. 

发言人1   04:34
S, dollar. Importantly, F, C, IG measures the impulse from changes in financial conditions on subsequent G, D, P, growth, not whether the absolute level of financial conditions is accommodative or restrictive. Positive readings of FCIG indicate headwinds to growth. A reading of plus one indicates that financial conditions are estimated to subtract one percentage point PPT from GDP growth over the following year. Conversely, negative readings represent tail winds to growth. 

发言人1   05:07
The latest reading of FCIG and two q twenty twenty six is minus zero point nine, which implies that at the end of the second quarter, changes in financial conditions over the last several years were set to add an estimated zero point nine percentage points to U. S. Growth over the coming year. 

发言人1   05:25
This is substantially more supportive than what we saw twenty twenty two to twenty twenty three, when aggressive hikes in the policy rate contributed to a tightening and financial conditions, which subtracted a roughly estimated zero point five to one P. P. T. 

发言人1   05:41
From growth. Our decomposition of FCIG suggests that equity market performance has provided the largest boost to overall U. S. Growth over the past year. FCI targeting theory and practice. 

发言人1   05:55
In our view, chairman walsh's comments in september suggest the fed does not want to actively ease financial conditions by fAiling to deliver a rate hike that was already embedded in market pricing, as doing so could unintentionally add to inflationary pressures. But that raises a more fundamental question, how much support or restraint from financial conditions is consistent with inflation returning to the feds two percent target? FCIG alone cannot answer this question, as IT does not tell us what level of financial conditions is consistent with an economy growing at potential. 

发言人1   06:33
Answering that question requires a target for financial conditions that varies over time with economic fundamentals. One way to construct such a target is to calculate the change in asset Prices that underlies fci measures required to close the output gap. That gap is itself uncertain. 

发言人1   06:51
While the U. S. Labor market is widely viewed as Operating at potential estimates that also incorporate investment and wealth effects suggest that output is currently about one to one point five percentage points above potential. 

发言人1   07:06
Inserting those estimates into the phillips curve, which translates the output gap into inflationary pressures, implies a relatively minor inflationary impulse of roughly zero point one to zero point three percentage points since the economy's productive capacity is continually expanding and households spending adjusts only gradually, some support from financial conditions is Normally required simply to keep demand growing in line with supply. A permanent negative supply shock, by contrast, would imply that tighter financial conditions are needed to Better baLance supply and demand. AI is a complicating factor because IT potentially represents both a positive demand shock through higher investment and a positive supply shock through higher productivity. 

发言人1   07:55
Recently, economists that M, I, T and yale have developed a methodology to estimate the target level of F, C, I, consistent with closing the output gap. Adapting their methodology, we find that financial conditions were modestly easier than the theoretical ideal as of the end of two q. According to these measures, financial conditions were around fifty basis points. B, P, S, too easy at the end of two q, arguing that the fed should shift policy to lean against the earlier easing. 

发言人1   08:26
In reality, the required adjustment could occur through myriad combinations of asset Price changes and over different time frames to illustrate the magnitude, the estimated realignment in financial conditions would be equivalent to a seventy basis point increase in the ten year treasury yield that passes through one for one to mortgage rates and corporate yields, a nine percent decline in equities, a four percent increase in the broad trade waited U. S. Dollar or some combination of those and changes in the other components of F, C, ig. 

发言人1   09:00
Importantly, these figures are not forecasts but rather illustrative equivalence. As of this writing, the ten year treasury yield has risen by roughly eighty basis point point since june, suggesting that the rates market is doing much of the work needed to cool the economy. Indeed, extending the F, C, IG series with the latest market data and assuming markets follow the paths Priced into their respective futures curves, the rates market hypothesis ally has already more than close the gap. 

发言人1   09:32
More fundamentally, financial conditions respond to many forces that the fed does not control. Investor risk tolerance can reset abruptly following a geopolitical shock, growth scare or fiscal surprise. Currently, financial conditions are supported by optimism around AI and perspective productivity growth, but that could change in the future, so the policy rate needed today to retaliate ate financial conditions may not be the same policy rate needed tomorrow. 

发言人1   10:02
The fact that rates have done most of the tightening so far may give way to other asset classes sharing some of the burden in the future implications. Our analysis continues to suggest that the fed's recent rate increase is Better viewed as a retaliation tion of policy than the beginning of a prolonged hiking cycle. U. 

发言人1   10:23
S. Financial conditions may have been somewhat easier than ideal as of two q, supporting an economy Operating modestly above potential, providing a rational for the fed to remove a dose of accommodation. But the required adjustment appears relatively modest, particularly compared with twenty twenty two. 

发言人1   10:43
Moreover, the rise in ten year treasury yield since june suggests that markets may have already delivered much of the tightening needed if the fed is increasingly focused on broader financial conditions rather than the distance between the policy rate and an uncertain estimated neutral IT need not rely exclusively on repeated rate hikes to remove accommodation, higher long term yields, softer equity Prices, wider credit spreads or a stronger dollar can do some of the work. Finally, viewed through the lens of financial conditions, AI could be a transformative force for the fed's policy framework. Elevated investment demand now, coupled with positive wealth effects that are necessary tighter financial conditions could eventually give way to a positive supply impact from higher productivity growth that could allow for easier financial conditions without inflationary implications. 

发言人1   11:44
Thank you for listening. That was monetary policy through the lens of financial conditions for future insights. Please follow us on your favorite podcast platform, micro o signposts highlights weekly take away from the data analysis conducted by our team of economists and other macro o experts. 

发言人1   12:02
For pinkos official views on the global economy, please visit pinko dot com. This episode uses an AI generated voice. The discussion and content provided within this podcast is intended for informational purposes only and may not be appropriate for all investors. 

发言人1   12:17
Reliance upon information provided in a podcast is that the sole sponsibility of the listener, the information included here and is not based on any particularized financial situation or need, and is not intended to be and should not be construed as a forecast, research, investment advice or a recommendation for any specific pinko or other security strategy, product or service. Past performance is not a guarantee of future results. All investments contain risk and may lose value. 

发言人1   12:44
Investors should speak to their financial advisors regarding the investment mix that may be be right for them based on their financial situation and investment objective. Podcasts may involve discussions with non pinko personnel, and such content contain the current opinions of the speaker, but not necessarily those of pinko. Other podcasts may consist of audio recording of an existing pinko article, and such material contains the current opinions of the manager. 

发言人1   13:09
The opinions expressed in all podcasts are subject to change without notice. Information contained herein has been obtained from sources believed to be reliable but not guaranteed. Pko, as a general matter, provide services to qualified institutions, financial intermediaries and institutional investors. This is not an offer to any in any jurisdiction where unlawful or unauthorized. For additional important information, go to WWW dot pko dot com slash GBL slash EN slash general slash legal dash pages, slash podcast dash disclosures. 
