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National Financial Conditions Index

The National Financial Conditions Index (NFCI)

Weekly update on U.S. financial conditions at chicagofed.org/nfci

e Weighted average of 105 indicators of financial activity
e Weights capture relative importance to historical fluctuations

e Broad coverage of the financial system

© Money markets
@ Debt and Equity markets
© Traditional and “Shadow” banking systems

Useful in monitoring financial stability and forecasting
e Brave and Butters (2011)

Economic Research (FRB Chicago) 2/7


https://chicagofed.org/research/data/nfci/background
https://chicagofed.org/publications/nfci/index
https://chicagofed.org/~/media/publications/nfci/nfci-indicators-list-pdf.pdf?la=en
https://chicagofed.org/publications/economic-perspectives/2011/1q-brave-butters

National Financial Conditions Index

Interpreting the NFCI and ANFCI
Risk measures get positive weights, Credit and Leverage negative weights

Leads to the following NFCI interpretation:
e Scale is in standard deviations from average conditions
o Positive values denote tighter-than-average conditions

o Negative values denote looser-than-average conditions

Adjusting for economic conditions (ANFCI)
o ANFCI isolates uncorrelated component of financial conditions
e Zero means financial conditions typical for given growth and inflation

e Positive values denote tighter conditions; negative values, looser
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The NFCI and ANFCI
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https://chicagofed.org/~/media/publications/nfci/nfci-faqs-pdf.pdf
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Risk, Credit, and Leverage
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Risk is a coincident, Credit a lagging, and Leverage a leading indicator of financial stress

Diagnosing the Financial System



http://www.ijcb.org/journal/ijcb12q2a6.htm
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Nonfinancial Leverage
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Nonfinancial leverage is a leading indicator of financial stress and recessions
Detecting Early Signs of Financial Instability
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https://chicagofed.org/publications/chicago-fed-letter/2012/december-305
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Additional information available at chicagofed.org/research/data/index
Contacts:

Laura LaBarbera

Media Relations

Federal Reserve Bank of Chicago
312-322-2387

Scott Brave

Economic Research

Federal Reserve Bank of Chicago
312-322-5784

sbrave®@frbchi.org
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https://chicagofed.org/research/data/index
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