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Monetary Policy Communication

Announce policy decision
Announce reason of policy decision
Announce policy goal

Announce economic outlook

Announce policy outlook

o R wWwh =

Commit to time-inconsistent policy path <= FG Policy
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Worth Remembering

1. Central bank should not be a source of uncertainty.

2. Reaction function guidance is no substitute for outlook
guidance.

3. There is public demand for outlook guidance.

4. Someone will provide it.
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ChaMP Paper

Monetary Transmission with Frequent Policy Events

Carlo Altavilla Refet S. Giirkaynak Thilo Kind Luc Laeven
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Frequency of Communication
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Importance of different policy events

OIS rates Bond yields
3m ly 2y 5y 10y  DEBY FR5Y ITHY ESHY

Panel A: Mean absolute change [bp)]

Policy Meetings 1.26 130 140 122 097 131 131 1.83 142
Speeches 023 044 063 079 079 086 088 1.18 1.04
Speeches (P) 025 055 078 090 08 09 097 121 116
Speeches (3h) 032 074 108 145 151 161 157 221 191

Panel B: Sum absolute change [%)]

Policy Meetings 3.68  3.80 411 358 284 383 380 483 415
Speeches 439 878 1252 1569 1572 17.05 1726 2292 2047
Speeches (P) 1.22 271 382 440 422 470 470 583 566
Speeches (3h) 6.19 1424 21.12 27.25 2845 30.23 29.65 39.87 35.21

Panel C: Differences relative to baseline [%]

President-Other 16.30 33.01 31.24 18.07 11.62 15.28 13.70 3.55 15.56
High-Low Coverage 6250 47.81 41.88 29.34 1507 22.06 20.16 1121 17.78
High-Low Relevance 61.49 32.80 4557 17.81 1513 13.27 15.04 21.68 14.27
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Distribution of Speakers
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Monetary Policy Transmission

Industrial Production Inflation Loans to firms Lending spreads
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Speeches are Policy

» Changes in the short rate translate into policy outcomes.
» Does not matter if change is induced by GC or speech.

» More space for speech effects in absence of organized
communication.
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Genie Will Not Return to the Bottle

» Nor should it.

» Providing guidance without commitment is possible and
desirable.

» (In rare circumstances commitment may also be desirable.)

» Not doing it in an organized fashion will turn into free for all
for policymakers.

» Not creating unnecessary uncertainty and volatility is good
governance.
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Thank you.
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