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Financial Stress Indexes

Conclusion

What is Financial Stress?

Financial stress does not have a single, clear definition, but has commonly agreed 
upon ways in which it manifests itself in market data.
How to Measure Financial Stress?
● Machine Learning: Principal Component Analysis (PCA) 
● Creation of Financial Stress Indexes (FSI)
What I Do:
● Replicate the St. Louis Financial Stress Index (STLFSI) 
● Create my own index for 5 countries
● Investigate spillover effects between measured levels of stress

A Consistent International Approach
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Spillover Over Time

Diebold and Yilmaz (2009) Methodology
● VAR(2) on all FSI
● Forecast Error Variance Decomposition (FEVD) looking 3 months ahead 
● Construct spillover table with FEVD averages for all possible data orders
● Produce a spillover index (SOI) with a 40 month rolling window.

How to Measure Spillover?

Financial stress measures  have been increasing since 2017.

Conversely, spillover measures have been declining over that same period. 

Thus, to gauge the health of the global financial system, both FSIs and SOI must 
be analyzed together to capture vulnerability of shocks to spread across markets. 


