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Chart of the week
For now, tighter financial conditions appear unlikely to
cause damage to real-economic activity
Incoming economic data suggests that the economy is doing fine.
At the same time, financial markets are struggling, after a strong
start into 2018. Is this just a return of market normality after an
unusually calm 2017? Or are we seeing a significant worsening
of the financial environment, which could derail the economy? To
address these questions, we take a look at a financial-conditions
index in this week’s “Chart of the Week”.
Comparing the Goldman Sachs Financial Conditions Index1 for the
U.S. with the ISM Manufacturing Index (also known as the ISM
Purchasing Manager Index), we find that there seems to be some
correlation. Of course, sentiment in the corporate sector is not
only driven by financial markets, hence the two indicators do not
entirely move in sync. Where do we stand right now? “Obviously,
the easing in financial conditions, which we have observed in
2017, has come to an end”, notes Josh Feinman, DWS’s Chief
Global Economist. While properly measuring financial conditions
is far from straightforward, the readings so far on this and other
measures do not indicate that the economy is in trouble. It would
take, for example, a substantial further rise in credit spreads, or
decline in stock prices, to have a significant negative impact on
the economy. The last time this happened, namely in late 2015 and
early 2016, we witnessed a deterioration in financial conditions. The
ISM index indeed duly fell below 50, indicating shrinking activity.
Currently, such a scenario is still some way off.

Sources: Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH as of 4/4/18
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The Goldman Sachs Financial Conditions Index is a weighted sum of a short-term bond yield, a long-term corporate yield, the exchange rate,
and a stock market variable. Source: FINANCIAL CONDITIONS INDEXES: A FRESH LOOK AFTER THE FINANCIAL CRISIS, by Jan Hatzius, Peter
Hooper, Frederic S. Mishkin, Kermit L. Schoenholtz, Mark W. Watson. NBER Working Paper 16150, July 2010. http://www.nber.org/papers/
w16150
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Glossary
Correlation
Correlation is a measure of how closely two variables move
together over time.
ISM Purchasing Managers Index
The ISM Purchasing Manager Index, published by the Institute for
Supply Management, measures economic activity by assessing the
sentiment among purchasing managers. It is an important indicator
of the economic health.
Spread
The spread is the difference between the quoted rates of return on
two different investments, usually of different credit quality.
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Important Information
Nothing contained herein is fiduciary or impartial investment
advice that is individualized or directed to any plan, plan
participant, or IRA owner regarding the advisability of any
investment transaction, including any IRA distribution or
rollover.
This document has been prepared without consideration of
the investment needs, objectives or financial circumstances of
any investor. Before making an investment decision, investors
need to consider, with or without the assistance of an
investment adviser, whether the investments and strategies
described or provided by Deutsche Bank, are appropriate, in
light of their particular investment needs, objectives and financial
circumstances. Furthermore, this document is for information/
discussion purposes only and does not and is not intended to
constitute an offer, recommendation or solicitation to conclude
a transaction or the basis for any contract to purchase or sell
any security, or other instrument, or for Deutsche Bank to enter
into or arrange any type of transaction as a consequence of
any information contained herein and should not be treated
as giving investment advice. Deutsche Bank AG, including its
subsidiaries and affiliates, does not provide legal, tax or accounting
advice. This communication was prepared solely in connection
with the promotion or marketing, to the extent permitted by
applicable law, of the transaction or matter addressed herein, and
was not intended or written to be used, and cannot be relied
upon, by any taxpayer for the purposes of avoiding any U.S.
federal tax penalties. The recipient of this communication should
seek advice from an independent tax advisor regarding any tax
matters addressed herein based on its particular circumstances.
Investments with Deutsche Bank are not guaranteed, unless
specified. Although information in this document has been obtained
from sources believed to be reliable, we do not guarantee its
accuracy, completeness or fairness, and it should not be relied
upon as such. All opinions and estimates herein, including forecast
returns, reflect our judgment on the date of this report, are subject
to change without notice and involve a number of assumptions
which may not prove valid.
Investments are subject to various risks, including market
fluctuations, regulatory change, counterparty risk, possible delays
in repayment and loss of income and principal invested. The value
of investments can fall as well as rise and you may not recover
the amount originally invested at any point in time. Furthermore,
substantial fluctuations of the value of the investment are possible
even over short periods of time. Further, investment in international
markets can be affected by a host of factors, including political
or social conditions, diplomatic relations, limitations or removal
of funds or assets or imposition of (or change in) exchange
control or tax regulations in such markets. Additionally, investments
denominated in an alternative currency will be subject to currency
risk, changes in exchange rates which may have an adverse effect
on the value, price or income of the investment. This document does
not identify all the risks (direct and indirect) or other considerations
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which might be material to you when entering into a transaction.
For certain investments, the terms will be exclusively subject to the
detailed provisions, including risk considerations, contained in the
Offering Documents. Review carefully before investing.
This publication contains forward looking statements. Forward
looking statements include, but are not limited to assumptions,
estimates, projections, opinions, models and hypothetical
performance analysis. The forward looking statements expressed
constitute the author’s judgment as of the date of this material.
Forward looking statements involve significant elements of
subjective judgments and analyses and changes thereto and/
or consideration of different or additional factors could have a
material impact on the results indicated. Therefore, actual results
may vary, perhaps materially, from the results contained herein.
No representation or warranty is made by Deutsche Bank as
to the reasonableness or completeness of such forward looking
statements or to any other financial information contained herein.
We assume no responsibility to advise the recipients of this
document with regard to changes in our views.
No assurance can be given that any investment described herein
would yield favorable investment results or that the investment
objectives will be achieved. Any securities or financial instruments
presented herein are not insured by the Federal Deposit Insurance
Corporation (“FDIC”) unless specifically noted, and are not
guaranteed by or obligations of Deutsche Bank AG or its affiliates.
We or our affiliates or persons associated with us may act
upon or use material in this report prior to publication. DB may
engage in transactions in a manner inconsistent with the views
discussed herein. Opinions expressed herein may differ from the
opinions expressed by departments or other divisions or affiliates
of Deutsche Bank. This document may not be reproduced or
circulated without our written authority. The manner of circulation
and distribution of this document may be restricted by law or
regulation in certain countries. This document is not directed to,
or intended for distribution to or use by, any person or entity
who is a citizen or resident of or located in any locality, state,
country or other jurisdiction, including the United States, where
such distribution, publication, availability or use would be contrary
to law or regulation or which would subject Deutsche Bank to
any registration or licensing requirement within such jurisdiction
not currently met within such jurisdiction. Persons into whose
possession this document may come are required to inform
themselves of, and to observe, such restrictions.
Past performance is no guarantee of future results; nothing
contained herein shall constitute any representation or warranty
as to future performance. Further information is available upon
investor’s request. All third party data (such as MSCI, S&P &
Bloomberg) are copyrighted by and proprietary to the provider.
Deutsche Bank AG is authorised under German Banking Law
(competent authority: European Central Bank and the BaFin,
Germany’s Federal Financial Supervisory Authority) and by the
Prudential Regulation Authority and subject to limited regulation
by the Financial Conduct Authority and Prudential Regulation
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Authority. Details about the extent of our authorisation and
regulation by the Prudential Regulation Authority, and regulation by
the Financial Conduct Authority are available from us on request.
© 2018 Deutsche Asset Management Investment GmbH, Mainzer
Landstraße 11-17, 60329 Frankfurt am Main, Germany. All rights
reserved.
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