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• Evaluating the impact of Forward Guidance policies: 

- low-tech view: reduces level and volatility of yields 

- high-tech view: induces recovery in consumption and inflation 

• The message of this paper: the disagreement of FOMC’s dot 

projections diminishes the low-tech effectiveness of FG      

- it works against FG: it increases sensitivity of yields to news  

- especially for long maturities (?) 

• Important topic: what are the benefits of more transparency?  

- well written paper, with clear messages, good job. 

  

Overview
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• The (?) part 

• Put this work in relation with my work     

- Theory explanations 

- Complementary empirical evidence 

• Coming back to FOMC disagreement 

  

Roadmap
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  Table 5 The Sensitivity Shrinkage Effect of Forward Guidance under Disagreement

6months 1year 2years 3years 5years 10years 20years

-0.82*** -0.86*** -0.97*** -0.89*** -0.82*** -0.72*** -0.76***Date-based FG: gd
(0.13) (0.05) (0.02) (0.04) (0.08) (0.18) (0.16)

-1.63*** -0.79*** -0.64*** -0.24 0.19 0.53 0.56State-based FG: gs
(0.37) (0.12) (0.21) (0.34) (0.43) (0.47) (0.44)
1.21 0.06 0.40** 0.92** 2.14*** 4.12*** 4.61***Date-FG*DA: dd

(0.83) (0.20) (0.18) (0.42) (0.80) (1.33) (1.38)
0.99 0.51 1.02** 1.21* 0.64 0.17 -0.07State-FG*DA: ds

(0.60) (0.49) (0.48) (0.63) (0.56) (0.56) (0.56)
H0 : b = 0 p-value 0.14 0.18 0.03 0.06 0.05 0.04 0.02
R2 0.06 0.14 0.17 0.14 0.11 0.10 0.10

Notes: Estimations for Equation 2 for all announcement days between December 16, 2008 and March 30, 2015. i.e. 603
observations for each horizon. Drj

t = aj + Âk bk,jsk
t (1+ gd,jDdate

t + gs,jDstate
t + dd,jDAt · Ddate

t + ds,jDAt · Dstate
t ) + #

j
t;

Newey-West standard errors in parentheses; *** (**) [*] denotes significance at the 1% (5%) [10%] level. H0 : b = 0
tests for all bs being jointly zero and states the respective p-value. The whole set of results is reported in Table 9 in
the Appendix.
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The (?) part
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• Low-tech view: Morris and Shin (2002)? 

- MS is just an example where social and private incentives differ 

- reference to MS problematic: there more subjective interpretation reduces volatility! 

- Gaballo (AEJ:M,16): “Rational Inattention to News: the Perils of Forward Guidance”  

- subjective interpretations makes prices matter as a source of public info 

- amplification of price disturbances (externality of endogenous information)

Theory explanations
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Theory explanations

• From low-tech to high-tech: Andrade, Gaballo, Mengus, Mojon (2017) 

- Confusion on whether the policy is Delphic or Odyssean reduces the effectiveness 

of FG policies 

- In particular, it leads to disagreement on future accommodation: 

i.e. on the medium/long-run but not on short-run!
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• Communication of Monetary policy in Unconventional Times 
– ECB discussion paper, June 2017 

– written by Coenen, Ehrmann, Gaballo, Hoffmann, Nakov, Nardelli, Persson, Strasser.  

• We test whether the type of FG matters for uncertainty/credibility 
– We distinguish: 

• State-dependent FG (e.g. with reference to inflation thresholds) 
• Time-dependent FG, with short (<1.5 years)  and long horizons (>1.5 years) 
• Open-ended FG (e.g. “for an extended period”) 

Note: ECB: Open-ended, then time-dependent 

• Two exercises using evidence from Canada, Czech Republic, Eurozone, 

Japan, Norway, Sweden, UK and US 
– Look to muted response of yields to macroeconomic news  

• if FG credible they should not move! 

– Look whether FG reduces disagreement about future rates 
• FG should reduce disagreement (for US evidence see Andrade et al., 2017) 

– What is the effect of joint APP announcements? 

Complementary evidence
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Regression:

 First exercise: country panel + short vs long date-based FG
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• Responsiveness of bond yields to macroeconomic surprises  
– Lower under state-dependent FG and long-horizon FG 

– No change under open-ended FG 

– Increased responsiveness under short-horizon FG arises in absence of APP

Overall APP in place No APP
Time-dependent FG, <1.5years 1.25*** 0.25 1.91***
Open-ended FG 0.44** 0.51* 0.33*
No FG 0.41** 0.41** 0.41
State-dependent FG 0.22* 0.22* n.a.
Time-dependent FG, ≥1.5years 0.08 0.05 0.19

Note: Responsiveness of 2-year government bond yields to macroeconomic surprises. Sample: Canada, Czech Republic , Germany, Italy, Japan, Norway, 
Sweden, UK and US. ***/**/* denote statistical significance at the 1%/5%/10% level. Surprises cover business confidence, consumer confidence, CPI inflation, 
GDP growth, industrial production, nonfarm payrolls, PMI, retail sales, unemployment. Bold numbers indicate that the coefficient estimate of a given FG 
regime is significant at a 10% level. 

 First exercise: country panel + short vs long date-based FG
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Second exercise: looking at disagreement as an outcome

Regression:
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 Overall APP in place No APP
State-dependent -0.27*** -0.39*** n.a.
Open-ended -0.12 -0.31** 0.14
Time-dependent, long horizon (>1.5 y.) -0.51*** -0.80*** 0.07
Time-dependent, short horizon (<1.5 y.) 0.03 -0.20* 0.19**

0.54

• Disagreement across 1-year ahead forecasts of 3-month rates 
– Eliminated under long-horizon; halved under state-dependent FG 

– No effect from open-ended FG and short-horizon FG 

– Without APP: increased disagreement under short-horizon FG 

– With APP: reduced disagreement for all types of FG

 

Caveat: the identifying assumption is that announcements are uniformly understood.

Second exercise: looking at disagreement as an outcome
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• Summary 
– FG strengthened in the presence of an APP 

– Short-horizon (<1.5years) and open-ended FG seem to have little (or perverse) 

effects 

– Long-horizon (>1.5years) FG seems more effective 

• Coming back to FOMC disagreement 
– how FOMC disagreement is correlated with the type of forward guidance? 

– or to the stance of QE programs? 

– does the distinction between short and long matters? 

– is the publication of FOMC’s dot projections as such harmful? 

Concluding remarks
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Thanks for your attention
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 Another test: an international perspective
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Disagreement analysis


