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Abstract

This paper examines what information equity investors can extract from
macroeconomic releases — from survey-based leading indicators (ISM and global
purchasing managers' indices, ifo, ZEW, consumer sentiment, Tankan) as well as
from official statistics (employment reports, job openings, price and monetary
aggregates such as M3, activity indicators). It analyses the dual transmission of the
data: directly, via earnings expectations and the discount rate, to equity prices
(supportive or adverse), and indirectly, via the central banks' reaction functions
(hawkish or dovish), to interest rates and currencies. A systematic comparison of
the United States, Europe, and Japan covers institutions, indicator landscapes, and
exchange rate channels.

The event-study literature supplies precise magnitudes: more than 60 percent of
the equity risk premium accrues on a small number of announcement days (Savor
and Wilson, 2013); an unexpected 25-basis-point cut in the policy rate lifts US
equity prices by about 1 percent on average (Bernanke and Kuttner, 2005); and
the same labour market news works in opposite directions depending on the
business cycle regime — rising unemployment is good for stocks in expansions and
bad in recessions (Boyd, Hu, and Jagannathan, 2005). The inverted yield curve
remains the most reliable single recession indicator (Estrella and Mishkin, 1996,
1998), and a large share of the equity market's return has historically accrued in
the 24 hours before Fed decisions (Lucca and Moench, 2015).

From these findings the paper derives a three-step framework for investment
practice — surprise, regime, expected policy response — while marking its limits:
data revisions, forecast accuracy, and market efficiency place tight bounds on
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macro-based timing. The paper is intended as a didactic synthesis of the literature,
not as investment advice.

Keywords. macro indicators - leading indicators - announcement effects - monetary
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JEL codes: E32, E44, E52, E58, F31, G12, G14.



Non-Technical Summary

Every month a stream of economic numbers washes over financial markets: purchasing
managers' indices, the ifo business climate, ZEW expectations, consumer sentiment,
employment reports, inflation rates, monetary aggregates. For equity prices these numbers
matter for two reasons: they change expectations about corporate earnings, and they change
expectations about central bank policy. Together, the two decide whether a number acts

. .2
supportively or adversely on prices.

The core question of this paper is: how does an equity investor read these numbers correctly?
The answer has three parts. First, what counts is not the number itself but the surprise — the
deviation from the consensus of analyst expectations, because whatever is expected is already
in the price. Second, the effect depends on the economic environment: in an ongoing expansion,
weak economic data are often good news for equities because they make rate cuts more likely;
in a recession, the same data are bad news because they herald earnings slumps. Third, the
most important channel runs through the central banks: numbers that point to inflation
pressure make policy hawkish (rising rates, adverse); numbers that point to cooling make it

dovish (falling rates, supportive).

The paper explains the most important leading indicators and official statistics of the United
States, Europe, and Japan, their typical effect on equities, interest rates, and currencies, and
the guidelines for their interpretation — such as the 50-point threshold of the purchasing
managers' indices or the warning function of an inverted yield curve, which has heralded

recessions more reliably than any other single indicator.

A central research finding: a large part of total equity market returns arises on a few days
around major data releases and central bank meetings. A continuously invested position collects
this premium automatically; an interim exit risks missing precisely those days. Macro data are
therefore less suited to short-term in-and-out trading than to steering expectations, risk

budgets, and portfolio tilts.

The practical conclusion: know the calendar, watch surprises rather than levels, determine the
business cycle regime, think through the central bank response — and respect the limits.
Economic numbers make no one a prophet; but they make the informed investor a better risk

manager.

A separate chapter compares the regions: in the United States the labour market matters most,
because the Federal Reserve is responsible for employment as well as stable prices; in Europe,
inflation, ifo, and ZEW take centre stage; in Japan, rising wages and prices were recently even

welcome after decades of deflation. And because interest rate differentials between regions

? The figures in this paper are schematic depictions of typical relationships, not reproductions of historical data
series; sources are stated beneath each figure.



move exchange rates, the currency belongs in the picture — the Japanese equity market
traditionally does better when the yen is weak, and a strong US dollar signals either American

strength or global fear.
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1 Introduction

Few events structure the trading day in equity markets as reliably as the macroeconomic
data calendar: at 8:30 a.m. Fastern Time markets stand still when the US employment
report appears, and the releases of the ISM index, the ifo business climate, or consumer
prices move billions within seconds. This attention is rationally founded: a substantial
share of the entire equity risk premium is earned on precisely these days (Savor and Wilson,
2013), and price discovery after data surprises is completed within minutes, sometimes
seconds (Andersen, Bollerslev, Diebold, and Vega, 2003, 2007). For the equity investor this
poses a double question: what do the numbers say about future earnings — and what do
they say about the future policy of the central banks?’

The academic literature has measured both channels. Chen, Roll, and Ross (1986)
established macroeconomic variables as systematic risk factors of equity valuation; Fama
(1981) showed the close interlocking of real activity, inflation, and stock returns. The event-
study literature — Pearce and Roley (1985), McQueen and Roley (1993), Flannery and
Protopapadakis (2002), Boyd, Hu, and Jagannathan (2005) — documented that the price
reaction to data surprises depends systematically on the business cycle regime. The central
bank channel was quantified by Kuttner (2001) and Bernanke and Kuttner (2005) using
interest rate futures; Giirkaynak, Sack, and Swanson (2005) decomposed policy surprises
into a target and a path component, and Lucca and Moench (2015) discovered the striking
price drift ahead of Fed meetings. For the forecasting power of the yield curve stand
Estrella and Hardouvelis (1991), Estrella and Mishkin (1996, 1998), and Stock and Watson
(2003); for the German survey indicators, Hiifner and Schréder (2002).

The contribution of this paper lies in a practice-oriented synthesis of this literature for
the equity investor: it orders the most important leading indicators and official statistics
of the three major currency areas, explains their typical effect on equity prices (supportive
or adverse) and on the central banks' reaction functions (hawkish or dovish), traces the
transmission through interest rates and exchange rates, and condenses the findings into a
three-step framework for investment decisions — including a sober discussion of its limits.
All response patterns described are typical, historically documented regularities, not laws.

Institutionally, the calendar flows from a handful of sources: in the United States, the
Bureau of Labor Statistics (labour market, prices), the Bureau of Economic Analysis (GDP,
PCE), and the Census Bureau (retail, orders) publish on fixed, long pre-announced dates
under strict embargo; in the euro area, Eurostat and the national offices, above all Destatis,
play the same role, supplemented by the flash estimates at month-end; in Japan, the
Statistics Bureau, METI, and the Bank of Japan are the relevant senders. The

3 All statements in this paper describe typical, historically documented response patterns; in any given episode
markets may react differently. The paper does not constitute investment advice.



predictability of the dates is a boon for event research — and, for the investor, the basis
for expecting volatility rather than being surprised by it.

The paper is structured as follows. Section 1 (the present section) frames the research
question and surveys the literature. Section 2 develops the transmission mechanism from
data release via surprise to the equity price. Section 3 treats the survey-based leading
indicators, Section 4 the official statistics from the labour market through prices to the
money supply. Section 5 turns to the yield curve as an aggregated leading indicator. Section
6 systematises the effect of the data on equity prices including its regime dependence,
Section 7 the effect on central bank policy between hawkish and dovish. Section 8 adds
fiscal policy. Section 9 compares the United States, Europe, and Japan, and Section 10
traces the transmission through currencies and interest rates. Section 11 condenses the
findings into a timing framework together with its limits, and Section 12 concludes with

practical recommendations.

2 From Data Point to Price: The Transmission of
Macroeconomic News

2.1 Two Valuation Channels: Earnings and the Discount Rate

Why do economic numbers move equity prices? The answer lies in the present value logic

of equity valuation: the price is the discounted expectation of all future cash ﬂovvs,4
Py =X EICF] /(1 + 1) (1)

Equation (1) shows the only two channels through which a macro number can move the
price Po: via expected cash flows E[CF] in the numerator — the business cycle drives
revenues, margins, and earnings — or via the discount rate r in the denominator. Every
data interpretation reduces to the question of which of the two channels the number hits
harder.

r=rr+ ERP (2)

Equation (2) decomposes the discount rate into the risk-free rate rt, which central bank
expectations and the yield curve determine, and the equity risk premium ERP, which rises
with recession fear and falls with confidence. Macro data act on all three quantities at once
— numerator, risk-free rate, and risk premium — and the sign of the sum decides whether

the effect is supportive or adverse.

4 Chen, Roll, and Ross (1986) identify industrial production, inflation surprises, and changes in the term structure
and risk premia as systematically priced macro factors of the US equity market.



This decomposition explains why strong economic data are not automatically strong price
data: a surprisingly robust employment report lifts earnings expectations (numerator
positive) but simultaneously raises expected policy rates (denominator negative). Which
effect dominates depends on the starting point — in a boom with inflation worries the rate
effect dominates, in an early recovery the earnings effect. Chen, Roll, and Ross (1986)
showed that precisely such macro variables are systematic, priced risk factors of the equity
market; Fama (1981) documented the close positive relation between real activity and
stock returns and the burdening role of inflation.

The interest rate sensitivity of the equity market is, moreover, not a constant but a
function of its valuation and composition: the higher the price-earnings ratio, the further
in the future lie the valuation-relevant cash flows and the stronger every change in r acts
— the equity market has, in the language of bond analysis, a duration, and growth stocks
have the longest. A technology-heavy index such as the Nasdaq therefore reacts
systematically more strongly to rate surprises than a value-tilted European index — a
structural constant that the regional comparison of Section 9 takes up again.

On the numerator side, meanwhile, operating leverage is at work: corporate earnings
fluctuate many times more than gross domestic product, because fixed costs translate
revenue swings into disproportionate earnings swings. A one-point growth slowdown can
depress aggregate earnings by a multiple of that — which is why seemingly small economic
surprises can justify large price reactions, and why the equity market must be read as a

levered business cycle indicator.

2.2 Only the Surprise Counts: Consensus and Announcement Effects

In informationally efficient markets (Fama, 1970), the expected part of a release is already
in the price; only the unexpected part can move it. The event-study literature therefore

standardises it as the surprise:5
S—(A—EA) /o (3)

Equation (3) defines the standardised surprise S as the difference between the published
value A and the consensus expectation E[A], scaled by the historical dispersion o of forecast
errors. An ISM reading of 52 is thus not good news if 54 was expected — for the price

reaction, only the sign and size of S matter.

The empirical weight of announcement days is substantial: Savor and Wilson (2013) show
for 1958 to 2009 that US equities earned an average excess return of 11.4 basis points on
days with inflation, labour market, or interest rate announcements, against only 1.1 basis

points on all other days — more than 60 percent of the equity risk premium arises on these

5
° Consensus estimates are collected from economists by data providers (e.g., Bloomberg, Reuters) ahead of each
release; standardising by the historical dispersion of forecast errors makes surprises comparable across indicators.



few days, at a tenfold Sharpe ratio. Flannery and Protopapadakis (2002) identify, among
dozens of releases, inflation and monetary numbers as well as real activity data as priced
risk factors, and Andersen, Bollerslev, Diebold, and Vega (2003, 2007) document with high-
frequency data that adjustment to surprises is completed within minutes — the private
investor cannot trade after the news, but can use its interpretation for positioning.
Announcement dates also shape the second dimension of market activity, volatility:
options markets visibly price the event risk of major releases in implied volatility, which
rises ahead of dates and falls once uncertainty resolves. For the investor this has two
practical implications: hedges are cheaper to buy away from the dates; and a reading of
the realised swings around releases as disorderly market behaviour confuses scheduled
uncertainty resolution with fresh crisis — the volatility of data days is the normal operation

of price discovery, not its disturbance.

2.3 Regime Dependence: When Bad News Is Good News

Perhaps the most important insight of the event literature is the regime dependence of the
signs. Boyd, Hu, and Jagannathan (2005) show it for US unemployment news: in
expansions, equities react positively to rising unemployment; in recessions, negatively. The
resolution of the apparent paradox lies in equation (1): a labour market release bundles
information about future interest rates, risk premia, and earnings. In an expansion the
interest rate information dominates — weaker employment means lower policy rates, the
denominator falls faster than the numerator —, in a recession the earnings information
dominates, because further cooling hits already falling earnings while the rate lever is
exhausted.’

For practice this yields the central reading rule of this paper: the same number can act
supportively or adversely — only the business cycle regime turns the data point into a
signal. Figure 1 summarises the entire transmission mechanism schematically: from the
release via the surprise into the two valuation channels, moderated by the regime and

channelled through the expected central bank response.

0 McQueen and Roley (1993) were the first to show formally that the price reaction to identical macro surprises
depends on the state of the business cycle.



Data release
(e.g. labour market report,
ifo, CPI)

Surprise Rate and central bank
S = (actual — consensus) / 0 expectations (hawkish/dovish)

v y v

Business cycle regime Earnings expectations Discount rate
(expansion / recession) E[CF] r=r_f+ ERP

Share price
(tailwind / headwind)

Figure 1: Transmission mechanism of macroeconomic data surprises to equity prices
(schematic).
Source: own illustration.

The scheme also makes visible why central bank expectations are the single most important
node: they stand between almost every macro number and the discount rate. Section 7 is
therefore devoted to this channel in detail; first, the signal sources themselves must be
ordered — the leading indicators (Section 3) and the official statistics (Section 4).
Systematically, the price-relevant variables thus fall into four groups: sentiment and
expectation indices (Section 3), fundamental economic data (Section 4), the interest rate
market and monetary policy (Sections 5 and 7), and market-specific indicators — the equity
market itself as a leading indicator and the market-based sentiment measures (Sections 3.1
and 5.3).

A final preliminary remark concerns the asymmetry of attention: markets do not weight
news constantly but by situation. In inflation regimes, price data dominate the market
reactions; in growth scares, the activity data — the market reaction itself thus reveals
which worry is currently being priced. Observing which numbers the market reacts to and
which it ignores makes the investors' current risk focus directly visible — meta-information

often more valuable than any single release.

3 Leading Indicators: Surveys as an Early Warning System

3.1 Lead Properties and Cycle Position

Survey-based indicators owe their value to a simple property: they measure expectations
and intentions before these show up in production, employment, and earnings. A

purchasing manager reporting new orders describes revenues that will be booked only
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months later; a financial analyst revising his outlook anticipates data releases that appear
only quarters later. Figure 2 orders the typical time staggering: leading indicators run
ahead of the real economy by about six to nine months, the equity market — itself a

leading indicator — by about four to six months.”

Deviation from trend (normalised)

—— Real economy (GDP)
— — Equity market (lead approx. 4-6 months)
Leading indicators (lead approx. 6-9 months)

6 lb Zb 3’0 4‘0 5‘0
Months (stylised cycle)

Figure 2: Stylised lead properties: leading indicators, equity market, and real economy over
the business cycle (schematic).
Source: own illustration.

An often overlooked consequence follows from the staggering: because the equity market
leads the real economy, the turning point of prices is regularly reached earlier than the
turning point of the data. Waiting for confirmation from official statistics typically means
buying into a recovery that has already run; using leading indicators operates at the only
place in the calendar where data can still be ahead of the market. This is precisely why
this paper turns to the survey indicators first.

Beyond the single surveys there are composite leading indicators bundling several
series: the OECD Composite Leading Indicator combines, country by country, order data,
sentiment, the yield curve, and equity prices into an amplitude-adjusted turning point
signal; the Conference Board's Leading Economic Index does the same for the United
States. Their advantage is robustness to the noise of single series; their drawback is
familiarity: what a composite aggregates from published series contains little information
the market has not already processed piece by piece — its value lies in disciplining one's

own regime assessment, not in an information edge.

7 Equity prices themselves belong to the classic leading indicators of business cycle research — they are
components of the standard leading indicator composites of the OECD and the Conference Board.



3.2 Diffusion Indices: The ISM and the Global PMIs

The prototype of the diffusion index is the ISM Manufacturing Index: purchasing managers
answer whether new orders, production, employment, delivery times, and inventories are
higher, equal, or lower than the previous month; the index is the share of positive answers
plus half the share of neutral ones. Hence the central reading rule: 50 points separate
expansion from contraction — the threshold itself, not the distance from a long-run mean,
carries the message. Readings above 50 signal growing activity (tendentially supportive),
below 50 shrinking activity (tendentially adverse), and sustained readings below about 45
have historically been associated with recessions. Figure 3 shows the interpretation zones

schematically.®

Expansion zone (> 50): tailwind
60

55

50

Diffusion index (points)

Recession warning zone (< 44)

45 fm e\ N

Contraction zone (< 50): headwind
40

0 20 40 60 80 100
Months (stylised path)

Figure 3: Interpretation zones of a diffusion index, illustrated for a purchasing managers'
index (schematic path).
Source: own illustration.

Professional readers look beyond the level to the composition: the new orders
subcomponent is the best leading element in the index, and the ratio of new orders to
inventories is regarded as a condensed signal of production momentum in the months
ahead. Direction matters too: a rise from 46 to 48 is better cyclical news than a fall from
56 to 54, although the level is higher in the second case — markets trade the second
derivative. For the equity investor the PMIs are doubly valuable because they are compiled
worldwide by the same methodology, enabling the regional comparison that Section 9

deepens.

¥ The ISM Manufacturing PMI has been compiled by the Institute for Supply Management since 1948, making it
one of the longest monthly business surveys in the world; the global PMI counterpart is compiled by S&P Global
and partners in more than 40 countries.



Two refinements raise the information content further. First the sector split: the
services PMI covers the far larger part of modern economies, but the manufacturing PMI
remains the more cyclical and, for equity markets, often more relevant leading indicator,
because industrial earnings fluctuate more than services earnings. Second the employment
components: they are the natural precursor of the employment reports and are read by
markets as an early estimate of payrolls — a chain from survey to official statistic that the

data calendar works through week after week.

3.3 The European Survey Landscape: ifo, ZEW, and Relatives

For the euro area — and, given Germany's industrial weight, for European equities
altogether — two surveys are decisive. The ifo business climate surveys about 9,000 firms
monthly on current conditions and expectations; as a business survey it is regarded as the
most reliable single indicator of the German economy. The ZEW economic expectations,
by contrast, survey financial analysts and therefore lead the ifo index by about one month
— at the price of higher volatility and greater proximity to market sentiment itself (Hiifner
and Schroder, 2002). The combination of the two is more informative than either alone: if
first the ZEW and then the ifo expectations turn, a cyclical turning point is taking shape.9

The gap between the ifo's current conditions and expectations carries information of
its own: when expectations exceed the assessment of current conditions, businesses are
pricing an improvement — the classic constellation of early recovery phases, in which
cyclical equities have historically performed best. In addition, the European Commission's
Economic Sentiment Indicator offers the broadest European coverage and the Sentix index
a weekly, investor-based reading. The common message of the European surveys for the
equity investor: they signal turning points of the export-heavy industrial cycle — and hence
of the DAX and EURO STOXX — well ahead of the official data.

The ifo institute additionally condenses conditions and expectations into its business
cycle clock with four phases: upswing (conditions poor, expectations rising), boom (both
good), downswing (conditions good, expectations falling), and crisis (both poor). The clock
operationalises the regime assessment of Section 2.3 for the euro area: the same data
surprise reads differently in the upswing quadrant than in the downswing quadrant — the

survey thus supplies not only the signal but also the context of its interpretation.

3.4 Consumer Sentiment and the Tankan: From Michigan to Tokyo

Consumer sentiment adds the demand side to the business surveys: the Michigan index
and the Conference Board Consumer Confidence in the United States, the GfK consumer

climate in Germany, and the European Commission's consumer confidence measure

? Hiifner and Schroder (2002) show with Granger causality tests a lead of about one month of the ZEW
expectations over the ifo expectations; both indicators significantly forecast German industrial production.
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households' willingness to spend and income expectations. Their forecasting power for
private consumption is moderate, but their signal value at turning points is real: slumps
in consumer sentiment accompany virtually every recession, and the household inflation
expectations contained in the Michigan index are explicitly monitored by the Fed — they
thus feed directly into the hawkish-dovish channel of Section 7. In Japan, finally, the Bank
of Japan's quarterly Tankan is the counterpart to ISM and ifo; its focus on large
manufacturers makes it the natural leading indicator of the export-driven Japanese equity
market. Among the limits of sentiment data, however, are their vulnerability to systematic
distortions: falling response rates, the politicisation of survey answers along party lines,
and the growing gap between reported sentiment and actual spending have recently
weakened the forecasting power of individual consumer barometers — one more reason to
check sentiment against hard transaction data. Table 1 orders the most important leading

N 10
indicators.

Table 1: Major survey-based leading indicators and their interpretation

Indicator Region / frequency Respondents Reading rule and typical signal

ISM Manufacturing /  USA / monthly purchasing threshold 50; new orders as leading

Services managers component; below 45 recession warning

S&P Global PMI global / monthly  purchasing like ISM; internationally comparable, incl.
managers euro area and Japan

ifo business climate Germany / monthlyca. 9,000 firms  conditions vs. expectations; rising

expectations = early recovery signal

ZEW economic Germany / monthly financial analysts ca. 1 month lead over ifo; more volatile,

expectations sentiment-driven

Michigan / Conference USA / monthly households consumption and inflation expectations;

Board slumps accompany recessions

GfK consumer climate Germany / monthly households demand side of domestic consumption

Tankan Japan / quarterly ca. 10,000 firms threshold 0 (favourable/unfavourable

balance); focus on large manufacturers and
capex plans

OECD Composite OECD countries / composite amplitude-adjusted aggregate; turning point
Leading Indicator monthly signal with ca. 6-9 months lead

Source: own illustration; compiled from the studies cited in the text.

For all survey indicators, the surprise logic of equation (3) applies unchanged: what moves
prices is the deviation from consensus, not the level. Their particular strength is timeliness
— published days to weeks before the official data of the same month, with practically no
later revision. Their weakness is their sentiment nature: they measure intentions, not
transactions, and overshoot in phases of general anxiety. The official statistics of the next

section are the corrective.

% The Bank of J apan's Tankan surveys about 10,000 firms quarterly; its diffusion index is defined as favourable
minus unfavourable, so the critical threshold is zero, not 50.
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4 Official Statistics: Labour Market, Prices, Money Supply,
and Activity

4.1 The Labour Market: The Month's Most Important Data Package

No data package moves markets as reliably as the US employment report on the first
Friday of the month: nonfarm payrolls, the unemployment rate, and average hourly
earnings in a single release. Its market power has three sources: it is early (the first
comprehensive monthly indicator), it is broad (employment, income, and wage pressure at
once), and it touches both halves of the Fed's mandate — maximum employment and price
stability. The hourly earnings are the secret headline number: they connect the labour
market to inflation and hence to the hawkish-dovish channel.™*

Around the monthly report cluster complementary series: weekly initial jobless claims
are the highest-frequency business cycle indicator of all and report labour market turning
points first; job openings (JOLTS) measure labour market tightness as the ratio of
vacancies to unemployed — a quantity the Fed explicitly communicated as a steering
variable in the 2021-2023 inflation cycle. For the regime assessment of Section 2.3 the
labour market is blessing and curse at once: it is the most reliable mirror of the cycle, but
it lags — employment regularly turns only after the recession has begun.

A professional reading of the report presupposes knowledge of its construction details.
The payrolls number stems from the establishment survey, the unemployment rate from
the separate household survey — the two can diverge for months. Statistical model
components such as the birth-death model for firm creation smooth the first estimate, and
the annual benchmark revisions correct entire years by hundreds of thousands of jobs after
the fact. What moves prices is nevertheless always the first release — a textbook
illustration that markets react to information flows, not to final truths.

For the weekly claims a reading discipline of its own has evolved: what matters is the
four-week moving average, which smooths the noise of holidays and weather; a sustained
rise of more than roughly a fifth from the cycle low counts as a serious downturn signal.
As the highest-frequency official series, the claims are where labour market turns first

become official — weeks before the monthly report and months before the rate.

4.2 Prices and Money: CPI, PCE, HICP, and M3

The price statistics are the key inputs of the central bank channel. In the United States
the consumer price index CPI appears first, but the Fed's target measure is the PCE

deflator; decisive for policy expectations is the core rate excluding energy and food, refined

! The indicator known as the Sahm rule — a rise in the three-month average of the unemployment rate by 0.5
percentage points above its twelve-month low signals the onset of recession — goes back to the economist Claudia
Sahm.
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further into cuts such as services prices excluding housing. The producer price index PPI
acts as a pipeline leading indicator: what producers charge more today reaches consumer
prices with a lag. In the euro area, the harmonised index of consumer prices HICP plays
this role against the ECB's two percent price stability objective. For equities, inflation
surprises are doubly toxic: they raise expected policy rates and — via Fama's (1981) proxy
logic — simultaneously depress expected real activity; upside inflation surprises therefore
rank among the most reliable adverse signals of all.'?

The monetary aggregates have had a chequered career: M3 was originally anchored in
the ECB's two-pillar strategy with a reference value of four and a half percent annual
growth and retains an analytical role there to this day; the Fed even discontinued
publishing M3 in 2006. In practice, investors today read M2 and M3 as slow background
variables: brisk money and credit growth accompanies supportive liquidity conditions for
asset prices, a shrinking money stock — as after 2022 — restrictive financing conditions.
As a timing signal at monthly frequency they are of little use; as a regime description, of
much. The classic reference for the link between money, the credit cycle, and the business
cycle remains the monetary history of Friedman and Schwartz (1963).

With all price series, the computational convention shapes the message: year-on-year
rates drag along base effects of the previous year — an energy price surge twelve months
ago mechanically depresses today's annual rate without any change in current price
pressure. Central banks and professionals therefore also read annualised three- and six-
month rates of the core indices, which show the current trend without base effects.
Following only the headline annual rate regularly confuses statistics with economics — and
is surprised by apparent turning points the monthly rates had long announced.

Beyond the money stock, the credit channel deserves its own watch: the central banks'
quarterly lending surveys — the Fed's Senior Loan Officer Survey and the ECB's Bank
Lending Survey — measure whether banks are tightening or easing their standards.
Tightenings lead the real economy by several quarters in the record and are an especially
weighty early signal for bank-financed economies such as the euro area — precisely because

the surveys stand less in the limelight than the monthly headline numbers.

4.3 Activity Data, the Calendar, and the Revision Problem

The remaining activity data fill the calendar between employment and price reports: retail
sales (consumption), industrial production and factory orders (industry), housing starts
and permits (the rate sensitivity of residential construction), and as a quarterly figure

GDP, which because of its lateness mostly just confirms for markets what leading indicators

2 Fama (1981) explains the negative correlation of inflation and stock returns as a proxy effect: high inflation
coincides with weak expected real activity (proxy hypothesis).



signalled long before. Table 2 orders the most important releases by rhythm, publication

lag, and typical market relevance."

Table 2: Major official statistics: rhythm, lag, and market relevance

Release Frequency Lag Typical market relevance and reading focus

Employment report monthly ca. 1 week very high; wages as inflation signal, Sahm rule as

(payrolls, rate, wages) recession marker

Initial jobless claims weekly 5 days high at turning points; highest-frequency leading
indicator

JOLTS (job openings) monthly ca. 5 weeks labour market tightness; vacancies per
unemployed

CPI / core CPI monthly ca. 2 weeks very high; core rate and services prices for the
central bank channel

PCE deflator monthly ca. 4 weeks the Fed's target measure; confirms or corrects the
CPI signal

HICP (euro area) monthly flash estimate the ECB's target measure; national advance

at month-end readings as early signal

Retail sales monthly ca. 2 weeks consumer demand; volatile, heavily revised

Industrial production /  monthly ca. 5-6 weeks industrial cycle; DAX-relevant in Germany

factory orders

GDP quarterly 4-8 weeks mostly confirmation; substantial revisions

Money supply M2/M3, monthly ca. 4 weeks liquidity regime; sluggish, no timing signal

bank lending

Source: own illustration; compiled from the studies cited in the text.

Two properties of official data warrant special caution. First, revisions: employment and
GDP figures are corrected repeatedly and sometimes drastically; Orphanides (2001) showed
that judging policy and the cycle on revised rather than real-time data systematically
misleads. For the investor this means: the first release moves the market, the truth often
stands only in the third estimate — humility towards single data points is not a virtue but
methodological literacy. Second, seasonal adjustment: distorted seasonal factors — as after
the pandemic — can generate apparent surprises for months that are pure statistical
artefacts.

A modern addition to the calendar are nowcasts: models such as the Atlanta Fed's
GDPNow continuously aggregate the incoming monthly data into a real-time estimate of
current-quarter GDP. For the investor they are doubly useful — as a condensed running
tally of the data flow and as an explicit consensus anchor against which new releases can
be measured as surprises in the sense of equation (3), long before the official GDP figure
appears.

Within the month this produces a fixed dramaturgy: the purchasing managers' indices
open at the start of the month, the employment report follows on the first Friday, consumer

prices around mid-month, retail sales and industrial production thereafter — and eight

13 Orphanides (2001) shows that policy rules based on later-revised data systematically distort the central banks'
actual decision situation — real-time data are the correct yardstick.
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times a year the FOMC meeting sets the monetary policy full stop, by which all
accumulated data are processed. Knowledge of this sequence shows at every point which
information the market has already processed and which is still outstanding — half the

battle of any surprise analysis.

5 The Yield Curve as an Aggregated Leading Indicator

5.1 Expectations Hypothesis and Term Premium

Beside the surveys there is a leading indicator that no institute compiles because the market
produces it itself: the yield curve. Under the expectations hypothesis, the long-term rate is

at its core the average of expected short-term rates plus a term premium:14

in~ (1/n) - ¥ Bfiy(t-+k)] + TP, (4)

Equation (4): the n-year rate i, reflects the one-period rates expected over the horizon plus
the term premium TP,. A flat or inverted curve therefore means, at its core: the market
expects falling policy rates — that is, a cooling to which the central bank will have to
respond. The yield curve thus aggregates the cyclical expectations of all market

participants into a single, daily observable number.

The curve also condenses the data flood of Sections 3 and 4: every hawkish inflation surprise
lifts the short end, every growth disappointment lowers the long end — the curve's shape
and shifts are the protocol of the market's interpretation of all macro data. For the equity
investor it is thus the natural control indicator: comparing one's own reading of the data
with that of the curve shows whether it runs ahead of the consensus or contradicts it.

A caveat of the recent era belongs here: since central banks intervene directly at the
long end through bond purchases and balance sheet policy, the term premium has at times
been depressed or negative — the curve's shape and level then reflect not only rate
expectations but also the supply of and demand for duration. This does not render the
inversion signal worthless, but it makes it more interpretation-dependent: a curve flattened
by term premium distortion warns more weakly than one inverted by rate cut expectations.
The professional eye therefore separates, where possible, the expectations and premium
components.

Nor is the yield curve the only market indicator with early warning value: corporate
bond spreads — especially in the high-yield segment — measure the priced probability of
default and regularly widen ahead of earnings recessions; cyclically sensitive commodities

such as copper and the relative strength of cyclical versus defensive sectors deliver related

" Stock and Watson (2003) confirm in their broad survey that term spreads rank among the most robust
forecasting variables for output and recessions — with forecasting power that varies across countries and periods
but rarely vanishes.
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signals from inside the market. When credit markets and equity markets diverge — tighter
spreads against falling prices or vice versa —, that divergence deserves attention: credit

investors are considered the more sober readers of the same macro data.

5.2 Inversion and Recession Forecasting

The practical condensation is the spread between ten-year and three-month government
paper: Estrella and Mishkin (1996, 1998) show that this spread forecasts recessions at a
horizon of about four quarters more reliably than any other single financial or macro
indicator — including equity prices themselves. Figure 4 translates their published anchor
points into the estimated probability curve: at a spread of +1.2 percentage points the
recession probability is below 5 percent, at a flat curve around 25 percent, at an inversion
of —0.8 percentage points around 50 percent, and beyond —2 percentage points above 80

lr
percent.
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Figure 4: Recession probability at a four-quarter horizon as a function of the term spread
(probit curve through the published anchor points).
Source: own illustration after Estrella and Mishkin (1996).

For equity allocation, inversion is not a sell signal with a stopwatch — historically six to
eighteen months lay between inversion and recession onset, during which equities
sometimes rose sharply. Its value lies in regime assessment: an inverted curve shifts the
probability distribution towards late cycle, in which the reading rules of Section 2.3 flip —

good economic news loses its supportive effect because it keeps the central bank restrictive

1% Estrella and Hardouvelis (1991) established the spread's forecasting power for real growth; Estrella and Mishkin
(1996, 1998) showed its superiority over other indicators at forecast horizons of two to six quarters.



for longer, and defensive quality begins to beat cyclical beta. Reading the curve reveals
less the timing of the next recession than the operating conditions of the current phase.

The academic foundation of the signal is broad: Harvey (1988) derived the forecasting
power of the term structure theoretically from the consumption-smoothing motive, Bernard
and Gerlach (1998) confirmed it internationally for eight industrial countries — strongest
in Germany, the United States, and Canada, weaker in Japan — and Rudebusch and
Williams (2009) show that the simple curve signal has beaten the recession forecasts of
professional forecasters for decades: a remarkable case of a single market price
outperforming entire forecasting apparatuses.

A look at the current curves makes the regime assessment concrete. In early July 2026,
two-year US Treasuries yield 4.14 per cent, ten-year 4.48 per cent, and thirty-year 4.98 per
cent; German Bunds 2.58, 2.92, and 3.54 per cent; Japanese government bonds 1.41, 2.78,

and 4.04 per cent. Figure 5 juxtaposes the three curves.

—o— USA (Treasuries)
- Germany (Bunds) 4.98
54 —— Japan (JGBs)

Government bond yield (% p.a.)

2 10 30
Maturity (years)

Figure 5: Current yield curves compared: United States, Germany (as the euro area reference),
and Japan; government bond yields at maturities of 2, 10, and 30 years.

Source: own illustration; data as of early July 2026 (US Treasury/FRED, Deutsche Bundesbank, Trading
Economics).

The interpretation follows the framework of this section. After its long inversion phase, the
US curve is normally sloped again — ten versus two years +0.34 percentage points, ten
years versus the three-month rate (3.71 per cent) +0.77 percentage points: by the anchor
logic of Figure 4, the priced-in recession probability has thus fallen to the low double digits;
the long end of almost 5 per cent reflects both term premium and fiscal issuance concerns
— for equities an environment that stresses the valuation question more than the recession
question, because the discount rate stays high. The German curve is normally sloped
throughout and about one percentage point steep (two versus thirty years) at a much lower

level: the market prices lower growth and inflation expectations and an ECB further



advanced in its cutting cycle — a mildly supportive regime for the valuation side with little
impulse for the earnings side.

The most striking curve is Japan’s: with roughly 2.6 percentage points of steepness
between two and thirty years and a ten-year rate at its highest since 1997, the market
prices the continued normalisation of the Bank of Japan and — at the long end — the
issuance concerns of an expansionary fiscal policy. For equities the Japanese curve means
two things: supportive for banks and financials, adverse for long duration — and, via the
currency channel of Section 10, a structural appreciation risk for the yen once the rate
differential to the United States narrows further. The three-country comparison thus
illustrates the core message of this section: not the level of rates but the shape and shift of
the curve carry the cyclical and policy information — and the same steepness can mean

something entirely different in Japan than in Europe.

5.3 Market-Based Sentiment Indicators

The fourth group of price-relevant indicators is supplied by the market itself: sentiment
and positioning measures that gauge not the economy but the disposition of investors. The
best known is the volatility index VIX, which measures the expected fluctuation range of
the S&P 500 implied by option prices and serves as the market’s fear gauge (Whaley,
2000); alongside it stand the put-call ratio as a measure of hedging demand, bull-bear
surveys of retail investors and strategists, and composite sentiment indices as established
for academic research by Baker and Wurgler (2006).

Their use is counterintuitive: sentiment indicators act as contrarian signals at the
extremes. Extreme fear — volatility spikes, one-sided put demand, capitulating surveys —
has historically marked bottoms more often than entries into further losses, and extreme
complacency has more often marked tops; Baker and Wurgler (2006) show that high
sentiment is systematically followed by low subsequent returns, especially for hard-to-
value, speculative stocks. At the same time the evidence counsels humility: Brown and
Cliff (2004) find little exploitable forecasting power at short horizons — sentiment is a
regime and extreme-value signal, not a timing machine.

Within the framework of Section 11, the sentiment measures slot in as a complement
to step two: they answer not what the economy is doing but how much of it is already in
the price. A hawkish inflation surprise hits a complacent market harder than an already
hedged one — the combination of macro surprise and sentiment extreme therefore ranks

among the most informative constellations the data calendar knows.
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6 Effects on Equity Prices: Supportive and Adverse
Influences and the Reaction Matrix

6.1 The Event-Study Evidence

Four decades of event research condense into three robust findings. First: only surprises
count, and their processing is fast — price adjustment to macro news completes within
minutes, with the US employment report as the strongest single mover across equity, bond,
and currency markets (Andersen et al., 2003, 2007). Second: money-related news
dominates. Inflation, money, and interest rate news show the most stable price effects
(Pearce and Roley, 1985; Flannery and Protopapadakis, 2002) — consistent with the
central bank channel as the most important node of transmission. Third: the signs are
regime-dependent, as developed in Section 2.3 (McQueen and Roley, 1993; Boyd, Hu, and
Jagannathan, 2()05).16

In bond markets, by contrast, the signs are regime-independent: strong growth and
inflation news push yields up, weak news pushes them down — bonds know no good-bad-
news paradox. This asymmetry is valuable for mixed portfolios: it explains why the stock-
bond correlation turns positive in inflation regimes (both suffer from hawkish surprises)
and negative in deflation or growth regimes (bonds profit from the news that burdens
equities) — with immediate consequences for the diversification value of bonds.

Internationally, the hierarchy of news is confirmed: in the six-market data of Andersen
et al. (2007), US releases dominate price discovery in European equity, bond, and currency
markets as well, while local data act mainly locally — with the notable exception of the
German ifo and order data, which retain independent weight as leading indicators of the
European industrial cycle. For the globally diversified investor this means: the US calendar
is required reading, the regional calendar an elective with selection value.

Time zones distribute the processing: US releases reach Europe in the afternoon and
shape its closing auction, while Tokyo sleeps — Japan's markets process the world's
overnight news in the opening gap of the next day. For investors with orders in several
regions, the data calendar is therefore always also a clock calendar: leaving European
positions unattended at 8:30 a.m. Eastern Time has half the US data effect in the price

before reading it.

19 Pearce and Roley (1985) count among the first systematic event studies of macro announcements and already
found that it is chiefly unexpected money and inflation news that moves equity prices.
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6.2 The Reaction Matrix: Surprise Times Regime

Combining surprise direction and business cycle regime yields the equity investor's
practical reaction matrix. Table 3 summarises the typical patterns — as historical

" 17
regularities, not laws.

Table 3: Typical equity market reaction to data surprises by business cycle regime

Surprise Expansion (early/mid) Late cycle (inflation Recession / downturn
worry)
Growth positive (PMI, supportive (earnings adverse (rate channel supportive (recovery
payrolls above consensus)  channel dominates) dominates: higher for expectation)
longer)
Growth negative mildly adverse, often: bad two-edged: rate hope vs. adverse (earnings channel
news is good news (rate earnings fear dominates)
cut expectation)
Inflation above consensus  adverse (hawkish) strongly adverse adverse (stagflation risk)
(hawkish, valuation
pressure)
Inflation below consensus supportive (dovish) strongly supportive (rate supportive, absent
cut expectation) deflation risk
Unemployment rises rather supportive (Boyd supportive (easing wage adverse
et al., 2005) pressure)

Source: own compilation after McQueen and Roley (1993), Boyd, Hu, and Jagannathan (2005), Andersen et al.
(2007); typical patterns, not laws.

Below the aggregate market, the matrix propagates into styles and sectors: hawkish rate
surprises hit long-duration segments — growth and technology stocks, real estate —
disproportionately, while banks profit from steeper curves; cyclical sectors (industrials,
materials, consumer discretionary) hang on the growth surprises, defensives (consumer
staples, health care, utilities) on the risk premium. Reading data is thus not only a question
of whether but of where: the same surprise often sorts winners and losers within the market
more strongly than it moves the market as a whole.

Size classes carry macro information too: small caps hang more on the domestic cycle
and financing conditions than the globally diversified heavyweights of the flagship indices
— in early recoveries they therefore typically lead, in tightening cycles they suffer first.
The relative behaviour of small versus large caps is thus itself a cyclical signal from inside
the market that can confirm or contradict the external data.

On the timing of the effect: the surprise itself is processed in minutes, but macro data
also act on equities at medium horizons — through the chain of earnings revisions. Analysts
adjust their estimates to the data in waves, and phases of broad upward revisions are

historically the friendliest for cyclical stocks. The investor therefore distinguishes two uses

7 Growth stocks respond with particular rate sensitivity as long-duration assets, because their cash flows lie
further in the future — the duration logic of bond analysis carries over directly to equity style.



of the same number: the announcement effect, which belongs to the fastest, and the regime

effect, which works over weeks and is open to the patient investor as well.

7 The Central Bank Channel: Hawkish versus Dovish

7.1 The Reaction Function: How Data Become Rate Decisions

The translation key between macro data and rate expectations is the central bank's

reaction function. Its canonical form is the Taylor rule (Taylor, 1993):'®

i=r*+xg+05 (xr—7%)+05y (5)

Equation (5): the policy rate i follows the neutral real rate r*, inflation r, the deviation of
inflation from target ©*, and the output gap y. Every macro release can be read as a shift
in one of these terms: inflation surprises and wage pressure act hawkish (rate path up),
growth and employment disappointments dovish (rate path down). The rule is a heuristic,

not policy — but as the markets' expectations anchor it is real in its effects.

Figure 6 translates the reaction function into the quadrant logic of market commentary:
inflation and employment conditions span the plane on which hawkish and dovish policy
can be located — including the two difficult quadrants holding the trade-offs (stagflation)
and the leeway (goldilocks).

The quadrants' axes are themselves estimates with uncertainty: the neutral real rate

r*

and the output gap are unobservable and continually revised — a core argument of
Orphanides (2001) against mechanical rule-binding and the reason why central banks fly
by sight in transition phases (data dependence). For investors, data dependence means two
things: heightened price sensitivity to every single release — and higher premia for hedging
around the dates, because the reaction function itself has become a source of uncertainty.

The inflation side of the rule can, moreover, be observed market-based: break-even
inflation rates from inflation-linked bonds and inflation swaps measure priced inflation
expectations in real time. For data interpretation they are the connective tissue: a CPI
surprise that barely moves break-evens is treated by the market as an outlier; one that
shifts medium-term expectations forces the central bank to react — the de-anchoring of

expectations is the red line of every reaction function.

7.2 Quadrants, Trade-offs, and Mandates

The quadrant logic shows why identical data act differently across regions: a hot labour

market is an independent hawkish signal for the dual-mandate Fed, only an indirect one

¥ Clarida, Gali, and Gertler (2000) show that US monetary policy since the 1980s is well described by forward-
looking Taylor rules — with a markedly stronger inflation response than in the 1970s.



— via the wage-price spiral — for the primarily price-stability-oriented ECB, and for the
deflation-scarred Bank of Japan wage growth was recently even the longed-for end of
dovishness: the precondition for leaving negative rates and curve control at all.”

Japan's instrument set illustrates at the same time how far apart reaction functions
can lie: with Yield Curve Control the BoJ for years fixed not only the policy rate but —
through an unlimited purchase commitment — also the ten-year government bond yield
near zero. Macro data simply could not move the long end of the curve there, and every
small adjustment of the yield band became a world market event because it threatened to
call Japanese capital home from international bond markets. A reading of regional data
must therefore first establish whether the local central bank permits them to take effect at
all.

Room to manoeuvre (Goldilocks) Clearly hawkish:
inflation low, economy strong inflation high, economy hot
— normalisation, data-dependent - rate hikes, QT

strong

Labour market / output gap

Clearly dovish: rade-o
inflation low, economy weak ion hic ( €
— rate cuts, QE - price stability priority

weak

below target above target

Inflation relative to target

Figure 6: Hawkish-dovish quadrants of the monetary policy reaction function (schematic).
Source: own illustration following the logic of the Taylor rule (Taylor, 1993).

For the equity investor the quadrant position is the single most important regime
description: it determines which data surprises can move the central bank and in which
direction. In the stagflation quadrant every inflation surprise acts adversely on equities and
bonds alike; in the goldilocks quadrant the same number bounces off almost without effect,

because the central bank has room to look through it.

Y The Fed has pursued a dual mandate of price stability and maximum employment since 1977; the ECB is
primarily committed to price stability, and the Bank of Japan fought deflation for decades — the same data thus
meet different reaction functions.



7.3 Policy Surprises, Communication, and Calendar Effects

How strongly the central bank channel acts is shown by measuring policy surprises from
interest rate futures (Kuttner, 2001): an unexpected 25-basis-point cut in the fed funds
target lifts the US equity market by about 1 percent on average — expected moves, by
contrast, move almost nothing (Bernanke and Kuttner, 2005). The largest part of the
reaction runs not through the risk-free rate but through the risk premium: surprise easing
lowers the required equity premium. Giirkaynak, Sack, and Swanson (2005) additionally
decompose the surprises into a target and a path component — markets have long ceased
to react only to the current step, responding instead to the reorientation of the entire
expected rate path as carried by statements, projections (the dot plot), and press
conferences.”

The meeting calendar itself carries a premium: Lucca and Moench (2015) document for
1994 to 2011 an average equity return of 49 basis points in the 24 hours before FOMC
decisions — arithmetically about 80 percent of the entire annual return of that period.
Together with the announcement finding of Savor and Wilson (2013) a clear picture
emerges: compensation for macro risk is concentrated on a few calendar days, and absence
from the market on those days forgoes a substantial part of the risk premium. Table 4

systematises the hawkish and dovish signals across data, language, and instruments.

Table 4: Hawkish and dovish signals: data, language, and instruments

Level Hawkish (restrictive) Dovish (expansionary)

Triggering data upside inflation/wage surprises, hot labour falling inflation, rising unemployment,
market, rising inflation expectations slumping leading indicators

Statement language upside risks to inflation, further downside risks to growth, accommodation,
tightening, higher for longer, data- patient, ready to act as appropriate

dependent (with inflation focus)

Instruments rate hikes, balance sheet run-off (QT), rate cuts, bond purchases (QE), forward
restrictive projections (dot plot higher) guidance towards low rates

Typical equity effect adverse: valuation pressure via r, rotation supportive: multiple expansion, risk

out of long duration (growth) into premium falls, long duration profits
value/quality
Typical rate/FX short end rises, curve flattens; currency  short end falls, curve steepens; currency
effect appreciates depreciates

Source: own compilation after Kuttner (2001), Bernanke and Kuttner (2005), Giirkaynak, Sack, and Swanson
(2005).

Two subtleties of the communication era deserve attention. First, reflexivity: Cieslak and
Vissing-Jgrgensen (2021) show that weak equity markets themselves trigger dovish policy
— the Fed put makes the equity market an input of the very reaction function it prices.

Second, the asymmetry of interpretation: the same wording acts hawkish or dovish

% Cieslak and Vissing-Jorgensen (2021) document the so-called Fed put: price declines between meetings
systematically raise the probability of subsequent easing — the reaction function contains the equity market itself.
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depending on expectations; what moves prices is — fully in the spirit of equation (3) —
the deviation of the communication from the priced path, which fed funds futures and OIS
curves make directly measurable.

Since the financial crisis, the balance sheet has joined the signal set: bond purchases
(QE) work through the portfolio rebalancing channel — they withdraw safe duration from
the market and push investors into riskier assets, dovish impulse beyond the policy rate —
, while balance sheet run-off (QT) quietly works the same channel in reverse.
Announcements about the pace and endpoint of balance sheet policy are therefore full-
fledged hawkish-dovish signals even when the policy rate is unchanged.

Language itself has become a signal class of its own: single words — the dropping of a
patient, the appearance of a vigilant, the formula higher for longer, or the longed-for pivot
— shift rate paths without a single number appearing. Markets parse statements word by
word against the previous meeting, and the press conference can reinforce the statement's
effect or reverse it. For the investor, central bank dates are therefore data releases of their
own kind — with a consensus (the priced path), a surprise (the deviation in tone and

projection), and the same reading rules as any statistic.

8 Fiscal Policy: Impulse, Deficits, and the Interest Rate
Channel

Alongside monetary policy, fiscal policy shapes the macro environment of equity markets
— with its own data world (budget balances, issuance calendars, tax and spending
programmes) and its own logic. In the short run an expansionary fiscal impulse acts like a
growth surprise: it lifts revenues and earnings (supportive through the numerator of
equation (1)), especially in sectors with direct spending exposure — infrastructure, defence,
health care. Indirectly, however, the same impulse runs through two counter-channels: in
an economy at capacity it reinforces inflation pressure and hence the central bank's
hawkish tilt, and it raises the issuance volume of government bonds, lifting the long end
via the term premium — the classic crowding-out channel in modern form.”!

Decisive for the investor is therefore the policy mix: expansionary fiscal policy under
easy monetary policy — the constellation of 2020/21 — is the strongest supportive
constellation the macro environment produces; expansionary fiscal policy against a
tightening central bank — the constellation of 2022/23 — partly fizzles out in rising rates.
The regions differ structurally here: the United States runs chronically higher deficits with
a deep global market for Treasuries; the euro area disciplines its members through fiscal
rules and features, as a peculiarity, the spread risks between member states, which supply

risk premium signals of their own; Japan combines the highest debt ratio of the

' The rule-of-thumb quantity is the fiscal impulse — the change in the cyclically adjusted primary balance —,
not the deficit level: a high but constant deficit provides no additional support to growth.



industrialised world with domestic financing and a central bank as dominant creditor —
an arrangement long stable, but one that makes the budget's rate sensitivity the central
variable of any BoJ normalisation.

As data sources, a few series suffice for the equity investor: the budget projections of
the independent institutions (CBO, European Commission, IMF Fiscal Monitor), the
issuance calendars of the debt agencies — whose surprises, such as the increased US
refunding in the summer of 2023, passed through directly to long-term rates and equity
valuations — and the announcements of major programmes, whose sectoral distribution
sorts the winners.

Beyond cyclical management, fiscal policy acts on equities through taxes and
regulation: changes in corporate tax rates shift after-tax earnings immediately and market-
wide, while sectoral interventions — energy price brakes, windfall taxes, subsidy
programmes — sort winners and losers within the market. Such measures follow the
political calendar rather than the data calendar and are correspondingly harder to
anticipate; their announcements nevertheless obey the same surprise logic of equation (3):
what matters for prices is what is new relative to what is already priced.

The political news flow becomes measurable through uncertainty indices: Baker,
Bloom, and Davis (2016) show with their newspaper-based Economic Policy Uncertainty
index that surges of economic policy uncertainty — budget standoffs, trade conflicts,
elections — coincide with elevated equity volatility and dampened investment. For the
investor the index adds the political dimension to the data reading: high policy uncertainty
justifies higher required risk premia even with unchanged economic data.

The structural outlook is fiscal dominance: the higher debt levels and interest burdens,
the more tightly fiscal and monetary policy intertwine — rate hikes raise the debt service
of one's own sovereign, and pressure grows on central banks to let budget arithmetic seep
into the reaction function. For investors this shifts the watch list: issuance calendars,
interest burden ratios, and the central bank independence debates become macro indicators

in their own right, whose weight is more likely to grow than to shrink in the years ahead.

9 Regional Comparison: The United States, Europe, and
Japan

9.1 Institutions and Reaction Functions

The regional comparison begins with the central banks, for their mandates determine which
data count. The Fed optimises a dual mandate — the US employment report is therefore
its most important monthly number. The ECB prioritises price stability for twenty
heterogeneous economies — HICP flash estimates and wage settlements dominate, while

employment data carry less policy weight; as a Bundesbank legacy the monetary analysis
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around M3 also retains a role. The Bank of Japan, in turn, fought deflation for three
decades — with zero rates, quantitative easing, and yield curve control —, which is why
the signs were long inverted there: inflation and wage increases counted as good news, and
the spring wage round (Shunto) became the most price-relevant data release of the
Japanese calendar.?

Added to this is the hierarchy of spillovers: US data and Fed surprises move all markets
— European equities react to Fed shocks hardly less than to ECB shocks (Ehrmann and
Fratzscher, 2004) —, while the feedback of European and Japanese data to the United
States remains limited. The globally invested reader therefore always reads the US calendar
alongside, wherever the money is invested.

For completeness: the fourth large bloc, China, follows a logic of its own — politically
steered credit cycles, limited data reliability, capital controls — and would merit a
treatment of its own; for the three regions considered here it is present chiefly as a global
demand factor whose PMI readings and credit impulses are embedded in the export
expectations of Europe and Japan.

The timing of policy cycles also carries information: historically the Fed leads the turns,
the ECB follows with a lag, the BoJ last or not at all. For the investor these phase shifts
open relative positions — diverging policy means diverging rate paths and hence currency
and equity market trends between the regions, as the dollar-yen episode of 2022 to 2024
showed exemplarily. The regional comparison is in this sense not a static ranking but the

search for the greatest policy divergence.

9.2 Indicator Landscapes and Market Structure

Table 5 juxtaposes the three regions synoptically — central bank, key data, and market

characteristics, from which the typical reaction patterns follow.?

2 Ehrmann and Fratzscher (2004) show that US monetary policy surprises also move European equity markets
significantly — US data are, in effect, world data.

2 The euro area is considerably more bank- and export-based than the United States; Japan's equity market
carries a high weight of globally active exporters whose earnings hang directly on the yen.



Table 5: Synopsis of the regions: institutions, key indicators, and market structure

Feature United States Euro area Japan
Central bank / Fed: dual mandate (prices ECB: primarily price BoJ: price stability after
mandate + employment) stability; monetary pillar  deflation decades
(M3)
Key data packages  employment report, HICP flash estimate, ifo, = Tankan, Shunto wage
CPI/PCE, ISM, retail sales, ZEW, PMI, ECB wage round, core CPI, machinery
JOLTS indicators orders, trade balance
Typical policy cycle aggressive and data-driven gradualist, consensus- structurally expansionary;
in both directions driven, later than the Fed normalisation only on wage-

price confirmation

Market structure capital market based, high bank based, industry- and export-heavy, high yen

growth/tech share, export-heavy, value-tilted  sensitivity, governance
domestically oriented reform as its own theme
Valuation/style high valuation, long moderate valuation, cyclical moderate valuation,
profile duration (rate-sensitive) (growth-sensitive) currency-sensitive
Most sensitive inflation and labour market energy prices, ifo/PMI, yen exchange rate, US rates,
surprise data periphery spreads wage data

Source: own illustration; compiled from the studies cited in the text.

Three practical reading rules follow from the synopsis. First: same number, different weight
— an inflation uptick of half a point is a rate story in the United States, additionally an
energy and spread story in the euro area, and possibly a success story in Japan. Second:
through its export structure, European equity valuation hangs more on the global cycle
than on euro area domestic demand — for DAX purposes, ifo and global PMIs beat euro
area retail sales. Third: Japan's equity market cannot be read without the currency channel
— which is where the next section begins.

The euro area as a monetary union without a fiscal union carries an additional signal
source: the yield gaps between member states. When periphery spreads widen, financing
conditions tighten asymmetrically and the ECB must flank monetary tightening with anti-
fragmentation tools — for European equities, banks above all, the spreads are therefore an

independent macro indicator that has no US counterpart.

10 Currencies and Interest Rates as Transmission Channels

10.1 Interest Rate Differentials and Exchange Rates

Macro data act on currencies through the same central bank channel as on interest rates:
hawkish surprises lift expected rates and appreciate the currency, dovish ones the reverse
— in the high-frequency window around data releases this link is thoroughly documented

(Andersen et al., 2003). The theoretical anchor is uncovered interest parity:*!

! Meese and Rogoff (1983) showed that structural exchange rate models forecast hardly better than a random
walk at horizons up to a year — a warning still largely valid today.



EfAs] =i — i* (6)

Equation (6): under uncovered interest parity the expected depreciation E[As] of the high-
yield currency equals the rate differential i — i*. Empirically the short run often shows the
opposite — high-yield currencies tend to appreciate (the forward premium puzzle, Fama,
1984), which underpins the carry strategy and explains why hawkish data surprises
immediately strengthen the home currency. Dornbusch (1976) adds the dynamics: sticky
goods prices force the exchange rate to overshoot, which is why currencies react to macro

news more violently than fundamentals suggest.

For data reading this means: every number that shifts the rate differential between two
areas is simultaneously currency news. The divergence of monetary policy — Fed tight,
BoJ loose — drove the dollar-yen rate to multi-decade highs in 2022 to 2024, with
immediate consequences for the relative equity performance of the two countries.

At longer horizons real variables replace nominal ones: capital flows respond to real
rate differentials, and over decades purchasing power parity — currencies with chronically
higher inflation depreciate — explains a substantial part of trend moves. For the investor
this means: in the short run currencies trade rate surprises, in the long run inflation
differentials; conflating the two leads to misreading the signals. Meese and Rogoff (1983)
set the bar of expectations low besides — for forecasting purposes the currency market

remains the hardest field of macro analysis.

10.2 The Dollar Smile: The World Currency as Regime Gauge

For the US dollar a second mechanism overlays the rate logic: its role as a safe haven. The
result is the dollar smile of Figure 7 — the dollar is strong when the US economy is booming
relative to the world (rate and growth advantage), and likewise strong when the world
economy tips into risk aversion (flight to safety); it is weak in the middle regime of

synchronised global growth with a relatively easy Fed.?

? The dollar smile pattern goes back to the currency strategist Stephen Jen; it describes an empirical regularity,
not a theoretical necessity.



Risk-off US boom
flight to safety rate/growth advantage
— USD appreciates — USD appreciates

US dollar strength

Synchronised global growth,
Fed relatively loose

— USD weak

US growth relative to the rest of the world

Figure 7: The dollar smile: US dollar strength as a function of relative US growth (schematic).
Source: own illustration after the concept attributed to Stephen Jen.

The smile explains why a strong dollar can mean two different things for global equity
portfolios: it is either a symptom of American strength (supportive for US equities, adverse
for emerging markets with dollar debt) or a symptom of global fear (adverse for almost
everything except defensive dollar assets). The dollar is thus itself a macro indicator — its
direction belongs on the same watch list as PMIs and the yield curve.

Added to this is the dollar's role as the global funding currency: a substantial share of
international credit and bonds is denominated in dollars, so dollar strength tightens
financing conditions outside the United States — most sharply in emerging markets with
dollar debt, but tangibly for European and Japanese issuers too. A rising dollar thereby
acts like a global monetary tightening no central bank decided; hawkish Fed surprises

transmit their adverse effect to the other equity markets along this route.

10.3 Currencies and Equity Markets: From the Yen to the Euro

The feedback of currencies onto equity markets differs greatly across regions, as Table 6
summarises. It is strongest in Japan: a weak yen lifts exporters' foreign earnings in yen
terms and was historically one of the most reliable drivers of the Nikkei — which is why
Japanese equity rallies regularly disappointed unhedged euro or dollar investors: the price
gain evaporated in the currency depreciation, making the hedging question (Perold and

Schulman, 1988) a return question.”

%% Perold and Schulman (1988) argue that currency hedging is nearly costless in the long run (a free lunch), since
hedging barely changes the expected return while clearly reducing variance.



Table 6: Typical effect of the home currency on the domestic equity market

Region Depreciation typically acts  Appreciation typically acts Note for investors

USA mildly positive mildly negative; globally, dollar smile: the reason for
(multinationals' foreign however, a risk-off signal strength decides
earnings)

Euro area positive for exporters (DAX), adverse for exporters, dovish EUR/USD as business cycle
negative via energy import leeway for the ECB and rate differential signal
prices

Japan strongly positive (exporter strongly negative; also a risk- yen hedging decides the

earnings, Nikkei correlation) off symptom (carry unwind) realised return

Source: own illustration; compiled from the studies cited in the text.

One peculiarity deserves its own mention: as the traditional funding currency of the carry
trade, the yen is simultaneously a global risk indicator. When it appreciates abruptly,
levered positions are unwound worldwide — the yen appreciation is then not the cause but
the fever thermometer of a de-risking that also seizes European and American equities.
The currency market thus supplies real-time information about the global risk regime that
no monthly indicator can offer.

For the euro investor, finally, the currency question decides the realised return of US
and Japan positions: unhedged dollar holdings gain twice in risk-off phases (price and
currency move against the euro in opposite directions), while unhedged yen positions
regularly lose part of the price gain to depreciation during Nikkei rallies. As a guideline,
equity risk from dollar areas often remains unhedged (a natural risk-off buffer), yen
exposures are hedged or run deliberately as currency positions — a decision the macro

calendar of both countries reprices continuously.

11 From the Data Calendar to the Investment Decision: A
Timing Framework and Its Limits

11.1 A Three-Step Framework

The findings of this paper condense into a three-step framework an investor can apply to
every major release. Step one: the surprise — how far is the value from consensus, and how
credible is the number (revision proneness, seasonal effects)? Step two: the regime — in
which cycle phase does the surprise hit the market, what do the yield curve, PMIs, and
the hawkish-dovish quadrant say? Step three: the policy response — does the number shift
the expected central bank path, and is that shift already priced in futures and the curve?

Table 7 lays out the steps as a decision matrix.”’

" The framework operationalises the findings of Sections 2 to 10; it is meant as an interpretive discipline, not a
mechanical trading system.



Table 7: Three-step framework for data releases

Step Guiding questions Instruments and reference Typical consequence
variables
1. Surprise Deviation from consensus? Data consensus estimates, equation small surprise = no signal;
quality, revisions, seasonal (3), revision history large = proceed to step 2
factors?
2. Regime Cycle phase? Do the signs flip  yield curve (Fig. 4), PMI determine the sign of the
(bad news = good news)? zones (Fig. 3), reaction equity effect
matrix (Tab. 3)
3. Policy Does the expected rate path fed funds/OIS futures, positioning via duration,
response shift? Already priced? quadrants (Fig. 6), signal styles, sectors, currency
table (Tab. 4) hedging

Source: own illustration; compiled from the studies cited in the text.

The framework's target variable matters: it steers not the whether of equity investing but
its shape — risk budget, style and sector tilts, the duration of bond sleeves, currency
hedging, and the expectation of volatility around calendar dates. Reading the framework
as a binary signal for the equity quota contradicts the evidence of the next step.

A worked pass makes the framework concrete: if, late in the cycle — inverted curve,
PMI near 50, hawkish quadrant — a core CPI prints well above consensus, then the
surprise is large and credible (step 1), the regime amplifies its adverse effect (step 2), and
the expected rate path shifts measurably higher unless futures had already anticipated it
(step 3). The consequence is not an equity quota of zero but a bundle of measured
adjustments: shorten the duration of bond sleeves, underweight long-duration styles,
strengthen defensive quality, review hedges ahead of the next central bank date — and

write the plan down before the volatility of the data days tests one's discipline.

11.2 The Limits: Efficiency, Revisions, and the Timing Trap

The limits of macro-based timing are the same that bind every timing strategy. First, the
speed of markets: adjustment to surprises completes within minutes (Andersen et al., 2003),
and what remains after the adjustment is efficiently priced (Fama, 1970). Second, the
accuracy requirement: timing pays only beyond roughly 74 percent forecasting accuracy
(Sharpe, 1975) — a threshold macro-based forecasts rarely reach either, particularly since
exchange rates (Meese and Rogoff, 1983) and cyclical turning points are notoriously hard
to predict. Third, the data uncertainty itself: decisions based on first releases rest on
numbers that will later be revised (Orphanides, 2001).%*

Fourth, finally, the calendar concentration of the premium: since a large share of equity
returns arises on announcement and meeting days (Savor and Wilson, 2013; Lucca and
Moench, 2015), staying away on those days is especially costly — the macro premium

rewards bearing the risk, not dodging it. The honest conclusion is therefore: macro data do

*® The announcement premium of Savor and Wilson (2013) can also be read as compensation: a position held on
data days knowingly bears macro risk and is paid precisely for that.



not make the investor a successful market timer, but a better risk manager — they calibrate
expectations, portfolio structure, and behaviour in stress phases while the capital
commitment itself is maintained.

Therein lies the behavioural benefit of the framework as well: a systematic examination
of data releases, rather than an unstructured reception in the news stream, replaces
headline reaction with process. The calendar becomes a commitment device — analysis
appointments instead of permanent alarm, pre-formulated if-then rules instead of
spontaneous reshuffling. It is not the forecast that improves, but the behaviour; and

behaviour, not forecasting, decides the private investor's realised return.

12 Conclusion and Recommendations

Economic numbers speak to the equity investor through two channels — earnings
expectations and the discount rate — and their most important amplifier is the central
banks' reaction function. From this follow the core rules of data reading: only the surprise
against consensus moves prices; its sign for equities depends on the business cycle regime,
so that bad news is regularly good news in expansions (Boyd, Hu, and Jagannathan, 2005);
and money-related numbers — inflation, wages, labour market tightness — carry the
greatest weight because they shift the hawkish-dovish path of policy, whose surprises alone
move the market by about one percent per 25 unexpected basis points (Bernanke and
Kuttner, 2005).%

As an early warning system, the survey indicators prove their worth — the ISM and
PMIs with the 50 threshold and the new orders component, ifo and ZEW for the European
industrial cycle, consumer sentiment for the demand side, the Tankan for Japan — as does,
as an aggregated market indicator, the yield curve, whose inversion heralds recessions more
reliably than any other single indicator (Estrella and Mishkin, 1996, 1998). Official
statistics provide the confirmation, weighted towards the labour market and prices, but
are revision-prone; monetary aggregates such as M3 describe the liquidity regime yet are
unsuited for timing. Regionally: US data are world data, Europe's equities hang on the
global industrial cycle, Japan's market cannot be read without the yen — and the dollar,
through its smile, is itself a regime indicator.

For practice the findings condense into six recommendations: first, know the data
calendar and the consensus estimates, for volatility is plannable; second, read surprises
rather than levels and keep data quality (revisions, seasonal factors) in mind; third,
determine the regime — yield curve, PMI zones, hawkish-dovish quadrant — before
interpreting signs; fourth, think through the central bank response and set it against the

paths already priced in futures and the curve; fifth, implement the consequences through

29 s . . . . . .
This paper serves informational and educational purposes only; it does not constitute an investment
recommendation.



portfolio structure — styles, sectors, duration, currency hedging — rather than through
the equity quota as an on-off switch; sixth, stay invested, for the macro premium arises
concentrated on precisely the days the market timer tries to avoid (Savor and Wilson,
2013; Lucca and Moench, 2015).

The limits of the analysis are also its research outlook: the response patterns described
are historical regularities of varying strength, not stable parameters; real-time data
problems (Orphanides, 2001), the time variation of announcement and meeting premia,
and the growing role of central bank communication merit continued empirical observation.
What endures is the framework: surprise, regime, policy response — in this order the
monthly stream of numbers becomes information an equity investor can work with.

What remains, then, is a division of labour resembling that between the weather report
and seamanship: the economic numbers are the capital market's weather report — they do
not say whether to sail, but they do say what weather is likely en route, when squalls
threaten, and how to trim the sails. Supportive and adverse constellations alternate with
the cycle; the ability to read the signals of hawkish and dovish, of surprise and regime,
does not generate systematic outperformance, but reduces the probability of serious
misjudgement and thereby creates the conditions for collecting, over a sufficiently long

horizon, the premia the capital market pays the patient bearer of risk.
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