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Overview

« 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.



 The (?) part

» Put this work in relation with my work
- Theory explanations
- Complementary empirical evidence

« Coming back to FOMC disagreement



The (?) part

Table 5 The Sensitivity Shrinkage Effect of Forward Guidance under Disagreement
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SIEISHECHDES ¢ 0.60) | (049) | (048) | (063) | (056) | (0.56)
Ho:p=0 p-value 0.14 0.18 0.03 0.06 0.05 0.0
R2 0.06 0.14 0.17 0.14 0.11 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. Ar} = o/ + Y BA7sk (1 + 4@ Dgate 4 qsiDgtate 4 54D A, - D¢ 4 55D A; - Dstate) 4 ¢l
Newey-West standard errors in parentheses; *** (**) [*] denotes significance at the 1% (5%) [10%] level. Hy : 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.



Theory explanations

» 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)
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* 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!



Complementary evidence

« 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?



First exercise: country panel + short vs long date-based FG

Regression:

ARSY = a® + @ SGE + apg0GE + a;rs LTGE + aer o STGE +
B + Buy SGESS + B OGS + By LTGESE + By STGESE + €4, (2)

where AR is the contemporaneous change in the two-year sovereign bond vyield in country ¢
around the release time t of indicator i.*® The surprise s is the difference between the expected
and the released value of the macroeconomic indicator i for country ¢ at time t. The dummy
variables for the different I'G regimes equal unity if the central bank of country ¢ in period t follows
state-dependent (SGY), open-endad (OG() or time-dependent I'G with a remaining herizon of more
than 1.5 years (LTG{) or less than 1.5 years [STGE), respectively. We restrict the sample to ELB
periods (which we defline 1o be periods where the policy rale is at or below 1%), because The impacl
ol macrocconomic surprises on bond yields is expected 1o be muted ilinlerest rates are al the lower

, 14
bound.



First exercise: country panel + short vs long date-based FG

« 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 govemment 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 infiation,
GDP growth, industrial production, nonfarm payrolls, PM, retail sales, unemployment. Bold numbers indicate that the coefficient estimate of a given FG
regime is significant at a 10% level.



Second exercise: looking at disagreement as an outcome

Regression:

J

ci C Ly c! 1
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where 07" is the interdecile range of one-year ahead forecasts of macroeconomic variable 7 in
country ¢, as provided in the Consensus Economics forecast conducted in month . We cover
[orecasts Tor three month interest rates, 10 year government bond yields, consumeoern price inflation
(percent change per annum) and real GDP growth (percent change per annum). a“* denotes
country-variable fixed etfects, and a: time fixed ettects.™ All other variables denote FG dummies
and are defined as in the previous section. We estimate separate regressions tor the difterent
macroeconomic variables . As before, we restrict the sample to ELB periods (which we define to be
pericds where the policy rate is at or below 1%), because the disagreement and the impact of FG
could well be different if interest rates are at the lower bound.



Second exercise: looking at disagreement as an outcome

« 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

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 (>1.5y.) -0.51*** -0.80*** 0.07
Time-dependent, short horizon (<1.5y.) 0.03 -0.20* 0.19**
0.54

Note: Efects of FG on disagreement across Consensus Economics forecasters. Sample Canada, Czach Repubiic, euroarea, Japan, Nonvay, Sweden, UK
and US. *™/"/* denole statisbical sgnificance atthe 1%/50010% level. (1 dencles the sampeaverage of the interquartierangein the absence ofFG.

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



Concluding remarks

e 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?



Thanks for your attention



Another test: an international perspective

Table 2: Net market impact of macroeconomic news under different types of FG

NDuily dalu Iridraday dola
Ovcrali No APP With APP Overall No APP With APP
(1) (2v) (2b) i2) (du) [4b)
STG 1.25%&N 1.91*** 0.25 1.08%** 1.44%%% (1.51%%*
(B 1 Bere) (0.26) (0.29) (0.30) (0.14) (0.16) {0.18)
06 0.44* 0.33* 0.51* 0.51%*® 0.38%* 0.56*"*
(B 1 Bog) (0.18) (0.18) (0.26) (0.16) (0.17) (0.20)
. (D2 b 0.1 111+~ 0A/"** ().AL** NLy1**
Ne 1G5 (0.18) (0.25) (0.18) (0.14) (0.18) (0.21)
» . 0.22° n.a. 0.22* 0.11 n.a. 0.11
W =he) 91 (0.12) (0.07) (0.07)
G 0.08 0.19 0.05 0.13* 0.25 0.12*
£+ Bre) (0.09) (0.21) (0.09) (0.07) {0.27) (0.07)
Observations 5120 5120 4739 4739
B 0.01 0.02 0.03 0.03

Nota: This table shows net surprise impact based on the coefficient estimates of the fixed effects model. The dependent
varlable In columns L and 23/2b |5 the delly changa, In columns 3 and 4a/db the Intraday (symmeatric 120 minute window
arouml cvent) change in baa yesr sovereign oo yiclds in b, painla, Sample covers Gimnks, Genmany, Haby, Laipsin,
Sweenden, UK and US Ton intiadiay, and addilionally Coeeh Republic and Narway for daily Diegqoency. Sueprsas, cover basine o
confidence, consumer confidence, CPl inflation, GDP growth, industrial preduction, nonfarm payrolls, purchasing manager
induex, reluil soles, unamployment. Cnly periods al or below Uie ELB of 1%, Therelore, oboervabone for mosl counlrios are
onby sl or afler The year 2008, wilhe laeo oxceplians Lapan (earlion] oboeralion in The yesa 200000 andd USN (il
ohservation in the year 2003). State-contingent FG only observed during AFPF periods. Country-indicator fixed effects, FG
and APF effects and their irteractions, and constant not reported. Standard errors clusterad at the country-indicator level
In parenthesas. Bold numbers Indlcate that the coelticlent estimate of a glven I'C raglma, By, Is significent at a 10% lavel.
Asdeviskes indiciate the level al Sgnificaee, (*7 01 the 10%, (¥*) a0 the S5, and (**%) a0 the 1% lowel.



Disagreement analysis

Table 3: FG and forecaster disagreement

3-month rates

10-year rates

Overal NO AFPFP withArPFP Overall No APP viith APY
G (agel 0.270%** n.a. 0.389*** 0.097* na. 0.149**
{0.093) {0.088) (2.051) (0.061)
0G (“oc] 0.099 0.133* 0.200*** J.012 0.160*** 0.09]
(0.085) (0.070) (0.106) (2.070) (0.37) (0.08%)
TG (uyrg) 0.56°** 0.070 -0.E83%** 2,034 -0.172* 0.02:
(0.138) (0.123) (0.151) (2.097) (0.092) (0.09¢9)
STG (aec) 0.009 0.194** -0.260** 0.071 -0.087 -0.12%
{0.100) (0.090) {0.109) (2.063) (0.086) (0.09¢)
Observations 755 755 755 755
n 0.777 2.804 2TTS 0.775
a 0.541 2.650
Inflation GDP gowth
) Overall No APP With APP Overall No APP With A2P )
G (asg) -0.18)** n.a. -0.283*** -.108** na. -0.084
(0.086) (0.083) (2.042) (0.053)
06 (age) 0.1160%> 0.029 0.234%** 0.003 0.092 0.052
(0.042) (0.044) (0.077) (2.060) (0.064) (0.08¢8)
ITG (ayse) 0 Nea* D037 N 199 NN6&7 nmMz D054
(0.049) (0.089) (0.082) (2.086) (0.165) (0.112)
STG (asg) -0.055 -0.058 -0.212*%** 0.068 -0.075 -0.032
(0.050) (0.081) {0.080) (2.064) (0.078) (0.135)
Observations 755 755 755 755
' 0.715 0.754 2,758 0.7€0
il 0.652 2,910

Note: The table shows the offect of different FG types on Consensus forecaster dsagreement regasding one year-ahead
forecasts ‘or the dfferent variables ieported n the coumn headers, as measured by the ivterdecdile range. Country and
tme fixed effects not reporied for brevity, SG denotes state-desendent °G, OG cpen-ended FG, LTG time-dependent FG
with & renaining giidance horiron o more than 1.5 years, STG Jme-dependent FG with & wemaining guidance horizon of

s than 1.5 yean. State-ontingest FG ony observed during APP pericds. [ denoter the sanple aveage of the

nterguartle range in the sence o FG. Dricoll and Kraay (1998) stardard errers are gven in parentheses, Asteritks
hdicate the level o' significance, (*) & the 105 [**) at the 5%, aad [***) 2 the 1% kvel,



