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BANKC OF THAILAND Three approaches used to construct FCl
Principle component (PC) Combined VAR and PC
VAR IRF “Pure” Financial variables Welghted FC'FX and FCInon_FX with VAR
Vs Vs
“Purged” Financial varibles Use VAR to assign signs to “Pure”

\ / K / k Financial variables /
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a8: Z-scores
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FCI: VAR Impulse Response Function
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“Pure”

Financial variables

FCI: Principal Component

NEER wag SET return i common variance N
\A389MY loadings ldain PC1 anakiidulumudaanafignumaasegia lnsnisAdy

0.8 0.2

NEER (RHS)

0.1

SET return 01

-0.2
0 11 12 13 14 15 16 17 18 19 20

“Purge” the financial variables from the influences of real GDP

growth and CPI inflation, such that the extracted principal

“Purged”

component collects only exogenous information from the financial

Financial variables ,
variables and not endogenous feedback from the real economy

=

Hatzius et al. (2010), Wacker et al. (2014) and HKMA (2016)

Xit = B; (L)Y, + €, €Eir = .Fl:-FE'IfC
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FCl “Pure”

W98: Z-scores
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“Pure” vs “Purged”

FCI_PC ia2nuRUNIULpen I
FCl_VAR
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N1 VAR uaz reweight 1152
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Use VAR to assign signs to “Pure” Financial varibles
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Compare FCI

1i8: Z-scores GEC
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RMSE 224 FCI usiaztduluni1s11 nowcasting

* In-sample: n15ld FCI Ty BOTMM

RMSE: 26 Periods rolling out-of-sample forecast R
¥281l% goodness of fit YaauN1S
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(NAFF PCA) : i
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*  FCl 1% RMSE fingada PC

pure

12/13



sumMsuvisdszwnelng
BANK OF THAILAND

Key takaways
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