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That financial markets can influence real economic activity has been accepted by economists long
ago and became dramatically apparent again in the last financial crisis, when the sharp decline in
housing prices in the US was followed by a severe recession. In general, asset prices are determined
in a forward-looking manner, stock prices for example reflect the expected profitability of firms in
the future and thus are linked to expected future economic conditions. Furthermore, many
macroeconomic models suggested by economic theory in-corporate interest rates, interest spreads
or exchange rates, which can be seen as some sort of financial assets, and believing in these models
means believing that asset prices influence developments of macroeconomic v ariables in the
future. These considerations and observations gave rise to examine the pre-dictive power of asset
prices to forecast output and inflation and a survey of this literature as well as empirical tests for a
variety of predictors in different countries can...
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