
Financial conditions – which have tightened significantly since the summer – describe the 

changes in financial asset prices and the impact they have on economic growth. The 

more financial conditions tighten, the more they weigh on economic growth. The more 

they ease, the more they boost growth. Many existing measures of financial conditions 

are misleading, in our view – so we have created our own financial conditions indicator 

(FCI). It provides a measure of the impact that financial conditions are exerting on the 

growth outlook, as indicated by our BlackRock Growth GPS. Highlights:

• The sell-off in financial markets since September has led to much tighter financial 

conditions. This – along with other factors such as slowing fiscal stimulus and trade 

concerns – impacts growth. 

• Our FCI suggests that the median Federal Reserve projection of four more rate hikes 

by the end of 2019 would tighten financial conditions enough to arrive at a 

sustainable level of growth – without the expected effects of other factors on growth.

• The fading boost to GDP from fiscal stimulus and trade tensions will together likely 

weigh on growth and reduce the requirement for Fed hikes, we believe. And another 

financial market sell-off would further tighten financial conditions.

• Existing FCIs can be misleading, we believe. This is because unadjusted financial 

asset prices tend both to reflect growth news as well as drive growth news. After we 

apply our adjustments to rates and yields the FCI reaction is more as one would 

expect – an unexpected rise in rates and yields reduces growth expectations. 

• Our FCI also provides a more intuitive depiction of past financial episodes – it does a 

better job of picking up the tightening in conditions well before the financial crisis. 

But it is just one aspect affecting the monetary policy outlook. 
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Economic snapshot
BlackRock Growth GPS vs. G7 consensus, 2015-2018

There is no guarantee any forecasts made will come to pass. Sources: BlackRock Investment Institute, with data from Bloomberg and 
Consensus Economics, December 2018. Notes: The GPS in green shows where the 12-month consensus forecast may stand in three 
months’ time for G7 economies. The blue line shows the current 12-month economic consensus forecast as measured by Consensus 
Economics.

View GPS website
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https://www.blackrockblog.com/blackrock-macro-gps/


The implications of tighter conditions
The recent correction in risk asset markets has caused a noticeable tightening in financial conditions. This means 

financial conditions are providing less of a boost to economic growth – and could potentially cause the Federal 

Reserve to alter its policy decision making, we believe. 

We only want to capture the impact of financial conditions on the outlook for growth – and not the impact of the 

current growth outlook on financial conditions. While most existing financial conditions indices (FCIs) measure the 

impact of the business cycle on financial conditions, they do not account for the fact that current economic 

expectations also affect today’s financial conditions. This forward looking factor has also been removed from our 

new FCI. Once this is done the FCI then behaves more closely in line with economic theory: For instance an 

increase in interest rates and yields following better growth news does not lead to an assessment that financial 

conditions have tightened. The differences between our FCI and existing indices is explained in detail on page 3.

The aim of our FCI is to provide a measure of the impact that financial conditions are exerting on the growth 

outlook – as proxied by the BlackRock Growth GPS. Tighter financial conditions suggest that growth in the US and 

Europe will likely decelerate in the coming twelve months. See the Tighter times chart. 

The sell-off in financial markets since the summer and ongoing Fed policy tightening would be consistent with US 

GDP growth slowing to just under 2.5% next year from almost 3% now. The market sell-off since September has 

alone caused a tightening in financial conditions equivalent to a 35 basis point decline in the US Growth GPS. 

What does our FCI say about monetary policy? The median Fed projection from September is for four more rate 

hikes by the end of 2019. Our FCI suggests this would tighten financial conditions enough to arrive at 2% growth 

by 2020 – without the expected effects of other factors on growth. But the fading boost to GDP from fiscal stimulus 

– which alone could lower US GDP growth by 25-75 basis points, according to our estimates – and trade tensions 

will together likely weigh on growth and reduce the requirement for Fed hikes, we believe. And another financial 

market sell-off would further tighten financial conditions.

We believe monetary policy tightening – beyond that priced by the market – would only be required by the Fed to 

engineer a “soft landing” if other factors do not bring growth down to around 2%. Growth at 2% is the level that 

we and the Fed believe to be sustainable because it is in line with the pace of growth of potential output. 

In the eurozone, our FCI suggests a slowdown in GDP growth to substantially less than 1.5% next year – financial 

conditions are already tight enough for growth to moderate to a level close to potential. We believe this implies 

that the ECB may decide to keep interest rates at record lows for most of 2019. But fiscal stimulus among member 

states could also support eurozone growth, changing the picture for the ECB. 
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There is no guarantee any forecasts made will come to pass. Sources: BlackRock Investment Institute, with data from Bloomberg, December 2018. Notes: The BlackRock 

Growth GPS (green line) shows where the 12-month forward consensus GDP forecast may stand in three months’ time. The blue line shows the rate of GDP growth implied 

by our financial conditions indicator (FCI), based on its historical relationship with our Growth GPS. The FCI inputs include policy rates, bond yields, corporate bond spreads, 

equity market valuations and exchange rates. The FCI is moved forward six months, as it has historically led changes in the Growth GPS. In the grey area, we project our FCI 

out to the end of 2019. We assume that the FCI inputs remain unchanged with the exception of the Fed policy rate which moves up four times from now until the end of 

2019 in line with the median Fed projection, and the ECB’s short-term policy rate which moves up once at the end of 2019 in line with ECB staff assumptions. 

Tighter times
The BlackRock FCI and the BlackRock Growth GPS, for the US and the eurozone, 2014-2020
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Growth drivers and growth reflectors
We think many of the existing FCIs give misleading pictures of financial conditions. This is because unadjusted 

financial asset prices tend both to reflect growth news as well as drive growth news. For an FCI to accurately 

measure the financial impact on the near-term macro outlook, both past cyclical dynamics and expectations 

about future growth need to be stripped from the underlying components – a range of asset markets including 

government bonds, corporate credit, equity markets and the exchange rate.

We believe an unexpected increase in the Fed policy rate and the US 10-year bond yield would hit sentiment 

and borrowing – and therefore growth. This would represent a genuine tightening of financial conditions. But 

better growth news has also historically driven up yields and rates. Many FCIs that take rates and yields as inputs 

without adjustment interpret such moves as a tightening in financial conditions that cuts the growth outlook. We 

want to keep only the part of the Fed policy rate and the 10-year yield that is doing the autonomous driving of 

the growth outlook, and discard the part that reflects expectations of the growth outlook. 

There is no guarantee any forecasts made will come to pass. Sources: BlackRock Investment Institute, December 2018. Notes: We show the estimated response of our US 

Growth GPS following an unexpected rise in the Fed policy rate (chart on the left) and following an unexpected change to the spread between the real Fed policy rate and 

the neutral rate of interest (chart on the right). The estimates are performed via a standard vector autoregression using data at a monthly frequency. The shaded area 

denotes the 95% confidence interval around our estimates. 

That’s more like it
Response of US Growth GPS to a shock in the Fed policy rate (left) and to the real policy rate-neutral rate spread 
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We do this by taking only the spread between the real 

(inflation adjusted) Fed policy rate and the neutral rate 

of interest (the rate at which monetary policy neither 

stimulates nor restricts growth), and by taking only the 

real risk premium part of the 10-year yield. Existing 

FCIs pick up the fact that yields and rates historically 

rise with better growth news. After we apply our 

adjustments to rates and yields we believe the 

outcome is more as one would expect – an 

unexpected rise in rates and yields reduces growth 

expectations. See the That’s more like it chart. We also 

make adjustments for equity prices and the exchange 

rate. Our FCI seeks to provide a more intuitive 

depiction of past financial episodes – note how it picks 

up the tightening in conditions well before the 

financial crisis. See the Let history be the judge chart. 

Our FCI – like other daily FCIs – is currently based on a 

small set of financial market variables so it can be 

updated on a daily basis. But financial conditions are 

also represented by other information that includes 

surveys of credit conditions, interest rates charged 

and paid by banks, and the amount of financing that is 

being made available to the private sector. This paves 

the way for future extensions of our FCI.

Sources: BlackRock Investment Institute, with data from Bloomberg, December 

2018. Notes: Our FCI is shown against the simple average of two commonly used 

existing FCIs (from Bloomberg and the Chicago Fed). These other FCIs have been 

rescaled so that they can be expressed on the same scale as our own FCI and GPS.

Let history be the judge
BlackRock FCI vs. existing FCIs, 2003-2018
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General Disclosure: This material is prepared by BlackRock and is not intended to be relied upon as a forecast, research or investment advice, and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of December 2018 and may change
as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRock to
be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no responsibility arising in any
other way for errors and omissions (including responsibility to any person by reason of negligence) is accepted by BlackRock, its officers, employees or agents. This
material may contain ’forward looking’ information that is not purely historical in nature. Such information may include, among other things, projections and forecasts.
There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader. This material is intended
for information purposes only and does not constitute investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment
strategy nor shall any securities be offered or sold to any person in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities
laws of such jurisdiction. Investment involves risks. Past performance is not a reliable indicator of current or future results and should not be the sole factor of
consideration when selecting a product or strategy.

In the U.S., this material is intended for public distribution. In Canada, this material is intended for permitted clients only. In the EU issued by BlackRock Investment
Management (UK) Limited (authorised and regulated by the Financial Conduct Authority). Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Registered in
England No. 2020394. Tel: 020 7743 3000. For your protection, telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management
(UK) Limited. This material is for distribution to Professional Clients (as defined by the FCA Rules) and Qualified Investors and should not be relied upon by any other
persons. For qualified investors in Switzerland, this material shall be exclusively made available to, and directed at, qualified investors as defined in the Swiss Collective
Investment Schemes Act of 23 June 2006, as amended. Issued in the Netherlands by the Amsterdam branch office of BlackRock Investment Management (UK) Limited:
Amstelplein 1, 1096 HA Amsterdam, Tel: 020 - 549 5200. In South Africa, please be advised that BlackRock Investment Management (UK) Limited is an authorised
Financial Services provider with the South African Financial Services Board, FSP No. 43288. In Dubai: This information can be distributed in and from the Dubai
International Financial Centre (DIFC) by BlackRock Advisors (UK) Limited ‒ Dubai Branch which is regulated by the Dubai Financial Services Authority (“DFSA”) and is only
directed at 'Professional Clients’ and no other person should rely upon the information contained within it. Neither the DFSA or any other authority or regulator located in
the GCC or MENA region has approved this information. This information and associated materials have been provided for your exclusive use. This document is not
intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution would be unlawful under the securities laws of such. Any
distribution, by whatever means, of this document and related material to persons other than those referred to above is strictly prohibited. In Singapore, this is issued by
BlackRock (Singapore) Limited (Co. registration no. 200010143N). In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not
been reviewed by the Securities and Futures Commission of Hong Kong. In South Korea, this material is for distribution to the Qualified Professional Investors (as defined
in the Financial Investment Services and Capital Market Act and its sub-regulations). In Taiwan, Independently operated by BlackRock Investment Management (Taiwan)
Limited. Address: 28F., No. 100, Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: (02)23261600. In Japan, this is issued by BlackRock Japan. Co., Ltd. (Financial
Instruments Business Operator: The Kanto Regional Financial Bureau. License No375, Association Memberships: Japan Investment Advisers Association, the Investment
Trusts Association, Japan, Japan Securities Dealers Association, Type II Financial Instruments Firms Association.) For Professional Investors only (Professional Investor is
defined in Financial Instruments and Exchange Act) and for information or educational purposes only, and does not constitute investment advice or an offer or solicitation
to purchase or sells in any securities or any investment strategies. In Australia, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975 AFSL
230 523 (BIMAL). This material is not a securities recommendation or an offer or solicitation with respect to the purchase or sale of any securities in any jurisdiction. The
material provides general information only and does not take into account your individual objectives, financial situation, needs or circumstances. BIMAL, its officers,
employees and agents believe that the information in this material and the sources on which it is based (which may be sourced from third parties) are correct as at the date
of publication. While every care has been taken in the preparation of this material, no warranty of accuracy or reliability is given and no responsibility for the information is
accepted by BIMAL, its officers, employees or agents. No guarantee as to the repayment of capital or the performance of any product or rate of return referred to in this
material is made by BIMAL or any entity in the BlackRock group of companies. In China, this material may not be distributed to individuals resident in the People's
Republic of China ("PRC", for such purposes, excluding Hong Kong, Macau and Taiwan) or entities registered in the PRC unless such parties have received all the required
PRC government approvals to participate in any investment or receive any investment advisory or investment management services. For Other APAC Countries, this
material is issued for Institutional Investors only (or professional/sophisticated/qualified investors, as such term may apply in local jurisdictions) and does not constitute
investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy nor shall any securities be offered or sold to
any person in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. In Latin America and Iberia,
for institutional investors and financial intermediaries only (not for public distribution). This material is for educational purposes only and does not constitute investment
advice or an offer or solicitation to sell or a solicitation of an offer to buy any shares of any fund or security and it is your responsibility to inform yourself of, and to observe,
all applicable laws and regulations of your relevant jurisdiction. If any funds are mentioned or inferred in this material, such funds may not been registered with the
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The information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax situation.
Investment involves risk including possible loss of principal. International investing involves risks, including risks related to foreign currency, limited liquidity, less
government regulation, and the possibility of substantial volatility due to adverse political, economic or other developments. These risks are often heightened for
investments in emerging/developing markets or smaller capital markets.

© 2018 BlackRock Inc. All rights reserved. BlackRock® is a registered trademark of BlackRock, Inc., or its subsidiaries in the United States and elsewhere. All other
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BlackRock Investment Institute
The BlackRock Investment Institute (BII) provides connectivity between BlackRock’s portfolio managers; originates 

economic, markets and portfolio construction research; and publishes investment insights. Our goals are to help 

our portfolio managers become even better investors and to produce thought-provoking investment content for 

clients and policymakers.
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