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State of the Art in MP Identification:

> Market-Based Monetary Surprises as Instruments for MP Shocks

> Financial instruments incorporate future expected policy rates [e.g.
Soderlind and Swensson (1997), Kuttner (2001), Cochrane and Piazzesi (2002), Sack
(2004)]

> Market-based forecasts are accurate predictors of future rates
[Girkaynak et al. (2006), Joyce et al. (2008)]
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State of the Art in MP Identification:

> Market-Based Monetary Surprises as Instruments for MP Shocks

> Financial instruments incorporate future expected policy rates [e.g.
Soderlind and Swensson (1997), Kuttner (2001), Cochrane and Piazzesi (2002), Sack
(2004)]

> Market-based forecasts are accurate predictors of future rates
[Girkaynak et al. (2006), Joyce et al. (2008)]

> Price adjustment at announcements measures the unexpected
component of monetary policy [e.g. Rudebusch (1998), Bernanke and
Kuttner (2005), Giirkaynak et al. (2005)]
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INTEREST RATE FUTURES

Contract that pays (a function of) the interest rate at time ¢t + h

Pgh) =E¢ (ie4n) + Ct(h)
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INTEREST RATE FUTURES

Contract that pays (a function of) the interest rate at time ¢t + h

Pgh) =E¢ (ie4n) + Ct(h)

> pﬁ’” > price of futures contract expiring at ¢t + h

> By (dg1n) - t + h interest rate expected at time ¢
> ;IL)

> risk compensation/premium

[Rudebusch (1998), Kuttner (2001), Sack (2004)]
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MONETARY SURPRISES
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MONETARY SURPRISES
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MONETARY SURPRISES
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mps(® = p{™ pgh)A []Et (G4n) — Ei_a (it+h)] {(h C(h)]

expectation revision premium revision

[Giirkaynak, Sack, Swanson (2005)]
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A TYPICAL ANNOUNCEMENT DAY

SSF Decl1999 [MO]
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A TYPICAL ANNOUNCEMENT DAY

SSF Decl999 [MO]
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i. The announcement is the only event in A
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MPS — MP SHOCKS: IMPLICIT ASSUMPTIONS

ii.

iii.

iv.

The announcement is the only event in A
Markets know the CB reaction function (and the economy’s DGP)
Markets incorporate all information as soon as it is released

The risk premium Ct(h) is unaffected by the MP shock

pM —pM, = [Et (it4n) — Ei—a (it+h)} < |:Ct(h) - t(ﬁ)A]

expectation revision =0

= ¢;"" 4+ measurement error
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UK: Q1-2009

SSF Feb2009 [ M]
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UK: Q1-2009

BANK OF ENGLAND Press Office

Threadneedle Street
London EC2R 8AH
T 020 7601 4411

F 020 7601 5460

News release prosehekctondent ok

5 February 2009

Bank of England Reduces Bank Rate by 0.5 Percentage Points to 1.0%

The Bank of England’s Monetary Policy Committee today voted to reduce the official Bank Rate paid on
commercial bank reserves by 0.5 percentage points to 1.0%.

The global economy is in the throes of a severe and synchronised downturn. Output in the advanced
economies fell sharply in the fourth quarter of 2008, and growth in the emerging market economies appears
to have slowed markedly. Business and household sentiment in many countries has deteriorated. The
weakness of the global banking and financial system means that the supply of credit remains constrained.

In the United Kingdom, output dropped sharply in the fourth quarter of 2008 and business surveys point to a
similar rate of decline in the early part of this year. Credit conditions faced by companies and households
have tightened further. The underlying picture for consumer spending appears weak. Businesses have
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THIS PAPER

i. The announcement is the only event in A

ii. Markets know the CB reaction function (and the economy’s
DGP)

iii. Markets incorporate all information as soon as it is released

iv. The risk premium Ct(h) is unaffected by the MP shock

pgh) —pgii)A = |E¢ (4t4n) — Et—n (it-i-h)} + [ t(h) - t(E)A}
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THIS PAPER

i. The announcement is the only event in A

i. Markets know the CB reaction function (and the economy’s
DGP)
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THIS PAPER

i. The announcement is the only event in A

ii. Markets know the CB reaction function (and the economy’s
DGP)

—

G Marketss ink . s el 1
v Theisl . ;t(h). Fected-bv—the MP-shoel

pgh) —pgli)A = |E¢ (ie4n) — Ei—a (itJrh)} + [ t(h) - t(E)A}

=e;"" + ... + measurement error
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THIS PAPER: RESULTS
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> ... and (possibly) evidence on risk premium revisions

> Surprises are predictable using past information

> ... and incorporate CB’s private information

> Consequences for MP identification
(see also Miranda-Agrippino and Ricco 2016 — tomorrow)
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THIS PAPER: RESULTS

> Empirical evidence on information transfer from CB to markets
> ... and (possibly) evidence on risk premium revisions

> Surprises are predictable using past information

> ... and incorporate CB’s private information

> Consequences for MP identification
(see also Miranda-Agrippino and Ricco 2016 — tomorrow)

> Some more puzzles!
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RELATED LITERATURE (SUBSET!)

> Market Surprises: Kuttner (2001), Rudebusch (1998), Cochrane and
Piazzesi (2002), Bernanke and Kuttner (2005), Sack (2004), Giirkaynak
(2005), Giirkaynak, Sack, Swanson (2005), Joyce, Relleen and Sorensen
(2006), Swanson (2015), Giirkaynak, Kisacikoglu and Wright (2017), ...

> Information in MP: Barackian and Crowe (2013), Ramey (2016),
Nakamura and Steinsson (2015), Campbell, Evans, Fisher and Justiniano
(2012), Campbell, Fisher, Justiniano and Melosi (2016), Romer and
Romer (2000), ...

> HFI in VARs Gertler and Karadi (2015), Caldara and Herbst (2016),
Miranda-Agrippino and Ricco (2016), Hanson and Stein (2015), Glick an
Leduc (2015), Rogers, Scotti and Wright (2014, 2016), ...
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CONSTRUCTION OF MONETARY SURPRISES
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DAILY SURPRISES

> US [Giirkaynak et al. (2005)]

i. Federal funds futures:

ii. Eurodollar futures:

> UK [NEW!]

i. Short sterling futures:
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AVERAGE US MONTHLY SURPRISES IN VARS

Raw FF4-based MPS

T T
=  weighted
= unweighted

L I L I I I I I
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Raw FF4-based MPS

T T
=  weighted
= unweighted

L I L I I I I I
1992 1995 1997 2000 2002 2005 2007 2010

Gertler and Karadi (2015):
> Daily surprise equal to sum of surprises in FOMC days in the past
month

> Monthly surprises are average of daily figures within a month
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AVERAGE US MONTHLY SURPRISES IN VARS: AUTOCORRELATION

Raw FF4-based MPS

T T
=  weighted
= unweighted

L I L I I I I I
1992 1995 1997 2000 2002 2005 2007 2010

Gertler and Karadi (2015):

> Daily surprise equal to sum of surprises in FOMC days in the past
month

> Monthly surprises are average of daily figures within a month

> Surprises are autocorrelated [(Ramey, 2016)]
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US MONTHLY MONETARY SURPRISES
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US MONTHLY MONETARY SURPRISES
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> The weighting introduces autocorrelation!
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> The weighting introduces autocorrelation!

> Alternative: monthly surprises as sum of daily surprises
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US MONTHLY MONETARY SURPRISES
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> The weighting introduces autocorrelation!

> Alternative: monthly surprises as sum of daily surprises

> Some autocorrelation remains...
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UK SHORT STERLING FUTURES

> No FF-equivalent that tracks Bank Rate
> Start date in June 1997: independent MPC

> Contracts traded at the Intercontinental Exchange (ICE),
minute-by-minute data

> 26 expiration dates, two of which are the current and next month
> Contract used is the front contract » expectations up to 3 months

> If announcement date ~ expiration date » roll-over to next
contract

Source: Thomson Reuters Tick History database
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UK MONETARY SURPRISES

> Monetary policy surprise from Short Sterling (SS) futures

pghs).t —p(shs),t_A = (Et [£lib§lh+90)] RN [£hb§1h+90)D

> Correction for Bank Rate [Sack (2004)]

mpsfd, = (5517~ 851,) — (BS ~ BS{,)

_ [Et (f‘f+90) B, A (I—.2+90)] i [Ct(L) _ t(i)A}
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UK MONTHLY MONETARY SURPRISES — SS1

Raw SS1-based MPS
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UK MONTHLY MONETARY SURPRISES — SS1

Raw SS1-based MPS
T
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= all policy events
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> All events = Minutes & Inflation Report (larger window)
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UK MONTHLY MONETARY SURPRISES — SS1

Raw SS1-based MPS
T

%points

-0.4 Ej L] rate announcements i

= all policy events
T T 1 1 1 1
1998 2001 2004 2006 2009 2012 2015

> All events = Minutes & Inflation Report (larger window)

> Series are remarkably similar...
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UK MONTHLY MONETARY SURPRISES — SS1

bank rate all events
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UK MONTHLY MONETARY SURPRISES — SS1

>

> Similar information content...
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UK MONTHLY MONETARY SURPRISES — SS1

all events
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> Similar information content...

> Some autocorrelation without any of the weighting

>
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PREDICTABLE SURPRISES

Lagged Information

J
MpPSy = Ke + Kgli—1 + E Kimpsi_; + €
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PREDICTABLE SURPRISES

Lagged Information

J
MpPSy = Ke + Kgli—1 + E Kimpsi_; + €
Jj=1

> Estimated (dynamic) factors extracted from large data
> Revised and Unrevised data

> All available history (no ZLB), lagged one month
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PREDICTABLE SURPRISES

Lagged Information

J
MpPSy = Ke + Kgli—1 + E Kimpsi_; + €
Jj=1

> Estimated (dynamic) factors extracted from large data
> Revised and Unrevised data
> All available history (no ZLB), lagged one month

> Lots of robustness:

i. Pre-crisis, post 1994
ii. Scheduled vs Unscheduled
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US SURPRISES AND PAST INFORMATION

TABLE II: PREDICTABILITY OF MONETARY SURPRISES: PAST INFORMATION

MP1, FF4, ED2, ED3, ED4,
fie-1 0014 [151]  -0.011 [L67]*  -0.021 [-3.05]%** -0.023 [-3.25]*** 0021 [-3.21]%**
fae-1 0.003  [0.63] 0.002 [0.74] 0.004 [1.07] 0.004 [1.18] 0.004 [1.07]
fai1 -0.01  [-1.50] 0.002 [0.37] 0.003  [0.63] 0.003  [0.58] 0.004 [0.72]
faje-1 0.015  [1.43] 0.015 [205]** 0015 [2.07]** 0.015  [2.02]** 0.013  [L.91]*
f,6-1 0.003  [0.34] 0001 [0.21] -0.001  [-0.14] 0.001  [0.15] 0.004 [0.57]
fo,t-1 0013  [-2.02]** -0.012 [-2.19** -0.011 [1.89]*  -0.012 [-1.90]*  -0.013 [-2.18]**
frem1 0014 [1.32]  -0.007 [0.98]  -0.009 [-1.21] 001 [-1.33] -0.009  [-1.35]
fa,t-1 -0.004 [0.70]  -0.002 [-0.49]  -0.001 [-0.16] -0.001  [-0.27] 0.000 [0.07]
fort-1 0.002  [0.26] -0.003 [-0.68]  -0.008 [-1.63] -0.006 [-1.32] -0.006 [-1.26]
f10,6-1 0.000 [0.01] 0.005 [0.84] 0.003  [0.71] 0.003  [0.64] 0.004 [0.74]
i 0.022  [2.36** 0015 [2.30]**  0.020 [2.78]***  0.022 [3.17]*** 0021 [3.12]***
fasi 0011 [173* -0.004 [0.75]  -0.005 [-0.88] -0.005  [-0.84] -0.005 [-0.92]
£ 0.006 [1.51] 0.006 [1.47] 0.011  [2.34]%* 0.013  [2.62*** 0014 [3.14]%**
Floma 0.014  [1.73)* 0.006  [0.95] 0.004 [0.70] 0.004 [0.65] 0.003  [0.49]
e -0.006 [-0.79]  -0.002 [0.37]  -0.003 [-0.57] -0.003  [-0.57] -0.003 [-0.62]
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US SURPRISES AND PAST INFORMATION

TABLE II: PREDICTABILITY OF MONETARY SURPRISES: PAST INFORMATION

MP1, FF4, ED2, ED3, ED4,
fre-1 0014 [1.51]  -0.011 [L67*  -0.021 [-3.05]%** -0.023 [-3.25]*** -0.021 [-3.21]***
fae-1 0.003  [0.63] 0.002 [0.74] 0.004 [1.07] 0.004 [1.18] 0.004 [1.07]
fae-1 001 [-1.50] 0.002 [0.37] 0.003  [0.63] 0.003  [0.58] 0.004 [0.72]
faje-1 0.015  [1.43] 0.015 [205]** 0015 [2.07]** 0.015  [2.02]** 0.013  [L.91]*
fs,6-1 0.003  [0.34] 0.001 [0.21] -0.001  [-0.14] 0.001  [0.15] 0.004 [0.57]
fo,t-1 0013  [-2.02]** -0.012 [-2.19]** -0.011 [-1.89]*  -0.012 [-1.90]*  -0.013 [-2.18]**
fr6-1 0014 [1.32]  -0.007 [0.98]  -0.009 [-1.21] 001 [-1.33] -0.009 [-1.35]
fa,t-1 -0.004 [0.70]  -0.002 [0.49]  -0.001 [-0.16] -0.001  [-0.27] 0.000 [0.07]
foyt-1 0.002  [0.26] -0.003 [-0.68]  -0.008 [-1.63] -0.006 [-1.32 -0.006  [-1.26]
f10,e-1 0.000 [0.01] 0.005 [0.84] 0.003  [0.71] 0.003  [0.64] 0.004 [0.74]
Tt 0.022  [2.36]**  0.015  [2.30]** _ 0.020 [2.78]"** _ 0.022 [3.17]>*  0.021 [3.12]"**
faii 0011 [173* -0.004 [0.75]  -0.005 [-0.88] -0.005  [-0.84] -0.005 [-0.92]
frai 0.006  [1.51] 0.006 [1.47] 0.011  [2.34]%* 0.013  [2.62***  0.014 [3.14]%**
Floea 0.014  [L.73)* 0.006  [0.95] 0.004 [0.70] 0.004  [0.65] 0.003  [0.49]
o -0.006 [0.79]  -0.002 [0.37]  -0.003 [-0.57] -0.003 [-0.57] -0.003 [-0.62]
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US SURPRISES AND PAST INFORMATION

TABLE II: PREDICTABILITY OF MONETARY SURPRISES: PAST INFORMATION

MP1, FF4, ED2, ED3, ED4,
fre-1 0014 [1.51]  -0.011 [L67*  -0.021 [-3.05]%** -0.023 [-3.25]*** -0.021 [-3.21]***
fae-1 0.003  [0.63] 0.002 [0.74] 0.004 [1.07] 0.004 [1.18] 0.004 [1.07]
fae-1 001 [-1.50] 0.002 [0.37] 0.003  [0.63] 0.003  [0.58] 0.004 [0.72]
faje-1 0.015  [1.43] 0.015 [205]** 0015 [2.07]** 0.015  [2.02]** 0.013  [L.91]*
fs,6-1 0.003  [0.34] 0.001 [0.21] -0.001  [-0.14] 0.001  [0.15] 0.004 [0.57]
fo,t-1 0013  [-2.02]** -0.012 [-2.19]** -0.011 [-1.89]*  -0.012 [-1.90]*  -0.013 [-2.18]**
fr6-1 0014 [1.32]  -0.007 [0.98]  -0.009 [-1.21] 001 [-1.33] -0.009 [-1.35]
fa,t-1 -0.004 [0.70]  -0.002 [0.49]  -0.001 [-0.16] -0.001  [-0.27] 0.000 [0.07]
foyt-1 0.002  [0.26] -0.003 [-0.68]  -0.008 [-1.63] -0.006 [-1.32 -0.006  [-1.26]
f10.-1 0.000__[0.01] 0.005__[0.84] 0.003 _[0.71] 0.003 _ [0.64] 0.004 _[0.74]
i 0.022  [2.36]** 0015 [230]**  0.020 [2.78]***  0.022 [3.17*** 0021 [3.12]***
faii 0011 [173* -0.004 [0.75]  -0.005 [-0.88] -0.005  [-0.84] -0.005 [-0.92]
frai 0.006  [1.51] 0.006 [1.47] 0.011  [2.34]%* 0.013  [2.62***  0.014 [3.14]%**
Floea 0.014  [L.73)* 0.006  [0.95] 0.004 [0.70] 0.004  [0.65] 0.003  [0.49]
o -0.006 [0.79]  -0.002 [0.37]  -0.003 [-0.57] -0.003 [-0.57] -0.003 [-0.62]
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UK SURPRISES AND PAST INFORMATION

TABLE IV: PREDICTABILITY OF UK MONETARY SURPRISES: PAST INFORMATION

fie-1
fa,0-1
fa,e-1
fat1
fs,t-1
fo,t-1
fre1
f8,t-1
fo,t-1
fro,t-1

*
Fle
-
2,t-1
*
F31
*
Fie

f5,-1

SS1, SS1M, SSIMIR,
-0.007  [-0.67] -0.008 [-0.72] 0019 [-1.42]
0.006  [1.09] 0.005 [0.89] 0.002  [0.34]
0.005 [0.86] 0.005 [0.83] 0.007  [1.06]
20011  [-1.27] 0011  [-1.29] -0.016  [-1.70]*
-0.015  [-1.79]* -0.015  [-1.76]* -0.02  [-2.04]**
-0.012  [-1.54] 0011  [-1.44] -0.013  [-1.43]
0.011  [1.56] 0.013  [L.71]* 0.017  [1.89]*
0.003  [0.73] 0.005  [1.00] 0.007 [1.28]
0.012 [1.18] 0.013  [1.25] 0.019 [1.53]
0.001  [0.21] 0.003  [0.44] 0.005 [0.82]
0.000 [-0.05] 0.000 [-0.03] 0.007  [0.62]
0.013  [1.29] 0.012 [1.21] 0.017  [1.45]
0.001  [0.14] 0.000  [0.00] -0.003  [-0.49]
-0.007  [-1.07] -0.005  [-0.76] -0.003 [-0.35]
20011  [-1.19] 0012 [-1.28] -0.015  [-1.40]
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UK SURPRISES AND PAST INFORMATION

TABLE IV: PREDICTABILITY OF UK MONETARY SURPRISES: PAST INFORMATION

SS1, SS1M, SSIMIR,
fi-1 -0.007  [-0.67] -0.008 [-0.72] 0019 [-1.42]
f2,-1 0.006  [1.09] 0.005 [0.89] 0.002  [0.34]
fa,i-1 0.005 [0.86] 0.005 [0.83] 0.007  [1.06]
fai1 20011  [-1.27] 0011  [-1.29] -0.016  [-1.70]*
F5,-1 -0.015  [-1.79]* -0.015  [-1.76]* -0.02  [-2.04]**
Fo,-1 -0.012  [-1.54] 0011  [-1.44] -0.013  [-1.43]
Fri1 0.011  [1.56] 0.013  [L.71]* 0.017  [1.89]*
fs,t-1 0.003  [0.73] 0.005  [1.00] 0.007 [1.28]
fo,t-1 0.012 [1.18] 0.013  [1.25] 0.019 [1.53]
fro,6-1 0.001  [0.21] 0.003  [0.44] 0.005 [0.82]
T U000 -0.05] 0000 [-0.03] 0007 10.62]
Frezi 0.013  [1.29] 0.012 [1.21] 0.017  [1.45]
ot 0.001  [0.14] 0.000  [0.00] -0.003  [-0.49]
Fiees -0.007  [-1.07] -0.005  [-0.76] -0.003 [-0.35]
foeh -0.011  [-1.19] -0.012  [-1.28] -0.015  [-1.40]
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UK SURPRISES AND PAST INFORMATION

TABLE IV: PREDICTABILITY OF UK MONETARY SURPRISES: PAST INFORMATION

SS1, SS1M, SSIMIR,
fi-1 -0.007  [-0.67] -0.008 [-0.72] 0019 [-1.42]
f2,-1 0.006  [1.09] 0.005 [0.89] 0.002  [0.34]
fa,i-1 0.005 [0.86] 0.005 [0.83] 0.007  [1.06]
fai1 20011  [-1.27] 0011  [-1.29] -0.016  [-1.70]*
F5,-1 -0.015  [-1.79]* -0.015  [-1.76]* -0.02  [-2.04]**
Fo,-1 -0.012  [-1.54] 0011  [-1.44] -0.013  [-1.43]
Fri1 0.011  [1.56] 0.013  [L.71]* 0.017  [1.89]*
fs,t-1 0.003  [0.73] 0.005  [1.00] 0.007 [1.28]
fo,t-1 0.012 [1.18] 0.013  [1.25] 0.019 [1.53]
fro,6-1 0.001  [0.21] 0.003  [0.44] 0.005 [0.82]
iy 0.000 [-0.05] 0.000 [-0.03] 0.007  [0.62]

s 0.013  [1.29] 0.012 [1.21] 0.017  [1.45]
ot 0.001  [0.14] 0.000  [0.00] -0.003  [-0.49]
Fiees -0.007  [-1.07] -0.005  [-0.76] -0.003 [-0.35]
Frea 20011  [-1.19] 0012 [-1.28] -0.015  [-1.40]
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PREDICTABLE SURPRISES

Central Bank Private Information

J
~cb
mpsy = ke + kg + E Kjmpsi—j + €
j=1
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PREDICTABLE SURPRISES

Central Bank Private Information

J
~cb
mpsy = ke + kg + E Kjmpsi—j + €
j=1

> Forecast revisions between consecutive meetings

> Greenbook (US) & Inflation Report (UK) [Romer and Romer (2004),
Cloyne and Hiirtgen (2016)]

> Greenbook aligned to FOMC meeting
> Most recent IR forecast for MPC meeting
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US SURPRISES AND CB FORECASTS

TABLE I: PREDICTABILITY OF MONETARY SURPRISES: CENTRAL BANK FORECASTS

B
Ay
B
Aymn
cB
Ayuzn
aB
A'lrm
a8
A""um
aB
A"ruz\z
GB
Aum
B
Auglyy,

B
A“qu

MP1, FF4, ED2, ED3, ED4;
0.013  [1.48] 0.012  [2.02]** 0012  [L75]* 0.013  [1.86]* 0.013  [1.96]*
0.040  [2.90]%**  0.028 [2.31]** 0.034 [2.75]** 0030 [2.33]**  0.021 [L81]*

-0.035 [L81*  -0.023 [-1.84*  -0.017 [-1.35] -0.004 [-0.40] 0.007  [0.68]
-0.004  [-0.30] 0.004 [0.37] 0.009 [0.58] 0.01  [0.64] 0.010  [0.67]
-0.010 [0.47] 20.003  [-0.17] -0.017  [-0.96] 0017 [0.94  -0.011 [-0.62]
0.044  [1.39] 0.036  [1.67]* 0.045  [2.09]%* 0.047 [210]**  0.042 [1.85]*
0.109  [1.49] 0.094  [2.23]** 0.155  [2.37]** 0141 [213]%*  0.147  [2.10]**
0311 [2.02]%*  -0.305 [-2.83]%** 0316 [-2.80]*** -0.270 [-2.52]** -0.250 [-2.38]**
0.156  [1.30] 0.156  [1.76]* 0.119  [1.54] 0.084 [1.13] 0.068  [0.96]
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US SURPRISES AND CB FORECASTS

TABLE I: PREDICTABILITY OF MONETARY SURPRISES: CENTRAL BANK FORECASTS

MP1, FF4, ED2, ED3, ED4;
0.013  [1.48] 0.012  [2.02]** 0012  [L75]* 0.013  [1.86]* 0.013  [1.96]*
0.040  [2.90]%**  0.028 [2.31]** 0.034 [2.75]** 0030 [2.33]**  0.021 [L81]*
fgis B4 -85} -6~ {6-681
-0.004  [-0.30] 0.004 [0.37] 0.009 [0.58] 0.01  [0.64] 0.010  [0.67]
-0.010 [0.47] 20.003  [-0.17] -0.017  [-0.96] 0017 [0.94  -0.011 [-0.62]
0.044  [1.39] 0.036  [1.67]* 0.045  [2.09]%* 0.047 [210]**  0.042 [1.85]*
U.109  [1.29] U095 12.23] U.I50  12.37] U.IAT  (2.13] U.147  (2.10]
0311 [2.02]%*  -0.305 [-2.83]%** 0316 [-2.80]*** -0.270 [-2.52]** -0.250 [-2.38]**
Au? 0.156  [1.30] 0.156  [1.76]* 0.119  [1.54] 0.084 [1.13] 0.068  [0.96]

t+2|t
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US SURPRISES AND CB FORECASTS

TABLE I: PREDICTABILITY OF MONETARY SURPRISES: CENTRAL BANK FORECASTS

MPIT T =D EDST TDAT
Ay 0.013  [1.48] 0.012  [2.02]** 0.012 [L75)* 0.013  [1.86]* 0.013  [1.96]*
Ay, 0.040  [2.90]***  0.028  [2.31]** 0.034 [2.75]***  0.030 [2.33]**  0.021 [1.81]*
Ay, -0.035 [-1.81]%  -0.023 [-1.84]* -0.017  [-1.35] -0.004  [-0.40] 0.007  [0.68]
ﬂm ~U.004  [-0.30] T.00Z  [0.37] U009 [0.08] TU.0T [0.04] U010 (0.67]
AR, -0.010  [-0.47] -0.003  [-0.17] -0.017  [-0.96] -0.017  [-0.94] -0.011  [-0.62]
Angly, 0.044  [1.39] 0.036 [1.67)* 0.045  [2.09]** 0.047 [210]**  0.042 [L.85]*
Aug? 0.109  [1.49] 0.094  [2.23]** 0.155  [2.37]** 0.141  [213]**  0.147  [2.10]**
Aug,, -0.311  [-2.02]%%  -0.305 [-2.83%** 0316 [-2.80]*** -0.270 [-2.52]** -0.250 [-2.38]**
Augs,, 0.156  [1.30] 0.156  [1.76]* 0.119  [1.54] 0.084 [1.13] 0.068  [0.96]
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UK SURPRISES AND CB FORECASTS

TABLE III: PREDICTABILITY OF UK MONETARY SURPRISES: CENTRAL BANK

FORECASTS

SS1¢ SS1M, SS1IMIR,
Ayl -0.023  [-0.31] -0.042  [-0.51] -0.051  [-0.64]
AYS 0.042  [0.54] 0.042  [0.52] 0.085 [1.10]
Ayligy 0.046  [0.76] 0.06 [0.94] 0.058  [0.80]
Amy, -0.05  [-0.73] -0.053  [-0.87] -0.126  [-1.76]*
AT, 0.013  [0.11] -0.013  [-0.11] 0.107  [0.76]
ATy, 0.052  [0.46] 0.072  [0.62] 0.027  [0.19]
Aujf -0.245  [-1.28] -0.281  [-1.34] -0.243  [-1.00]
Auly, 0.576  [1.72]* 0.705  [1.91]* 0.764  [1.76]*
Aul® -0.431  [-2.03]** -0.51  [-2.21]%* -0.601  [-2.17]**

t+2]t
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UK SURPRISES AND CB FORECASTS

TABLE III: PREDICTABILITY OF UK MONETARY SURPRISES: CENTRAL BANK

FORECASTS
851, SS1M, SSIMIR,
Ayl -0.023  [-0.31] -0.042  [-0.51] -0.051  [-0.64]
Ay 0.042  [0.54] 0.042  [0.52] 0.085  [1.10]
AYo 0.046  [0.76] 0.06 [0.94] 0.058  [0.80]
A, -0.05 [-0.73] -0.053  [-0.87] 20126 [-1.76]*
Al 0.013  [0.11] -0.013  [-0.11] 0.107  [0.76]
Aot o6} 6-62} -0t
Aulf, -0.245  [-1.28] -0.281  [-1.34] -0.243  [-1.00]
Auty, 0.576  [1.72]* 0.705  [1.91]* 0.764  [1.76]*
Aul,, 0431  [-2.03]** 051 [-2.21]** -0.601  [-2.17]**
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THE INFORMATIONAL CONTENT OF MONETARY SURPRISES

Pt—Pt—A =
mp oM oM M AM
=€ + f (mt | Qt|t) =i (xt ‘ Qtlt—A) +¢ (mt | Qtlt) =G (mt | Qtlt—A)

forecast revision time-varying premium

unexpected by markets = MP shock
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INFORMATION AND MONETARY POLICY SHOCKS
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SURPRISES CORRECTION

mpsy = b+ Qiz—1

+ Z % Q5 + Z 0 [ o = Q1 | + s

level forecasts forecast revisions

> CB forecasts for output, inflation and unemployment
> Lagged level policy rate i+

> Lagged level of the LIBOR-0Is spread (UK)
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STERLING LIBOR AND BANK RATE

Elglib  (*%9 —r "] [daily]

Eglib (%9 —r!*%] [monthly]
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STERLING LIBOR AND BANK RATE

%points

> Relation neither zero nor constant

Elglib  (*%9 —r "] [daily]

LIBOIS
— — — Swap Spread

2.5
’ |
15 i
i
1 X
Wi
05 Lo FAl
[
ol RO
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15

0.5
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(1790) _r 1*90 monthly]

2004

> Spread is a watched measure of strains in financial markets
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ORTHOGONAL SURPRISES — US

TABLE V: ORTHOGONAL SURPRISES AND PAST INFORMATION

MP1} FF4; ED2} ED3} ED4}

fre-1 0.005  [0.65] 0.003  [0.44] 0.004 [0.65] 0.002  [0.36] 0.001 [0.22]
fa,e-1 0.003  [0.56] 0.002  [0.66] 0.004 [1.29] 0.005 [1.25] 0.004 [1.18]
fa,6-1 0.004 [0.74] 0.008  [1.64] 0.009 [1.88]* 0.009  [1.70]* 0.007  [1.45]
fas-1 0.010  [1.09] 0.011  [1.66]* 0.008 [1.21] 0.008 [1.24] 0.007  [1.05]
fs,e-1 0.001  [0.12] -0.002  [0.31] 0.000  [-0.04] 0.001  [0.19] 0.003  [0.38]
fo,t-1 -0.008 [-1.39] -0.007  [1.35] -0.005 [-0.86] -0.005 [-0.89] -0.006 [1.12]
fre-1 -0.009 [-0.94] -0.007  [-1.09] -0.007  [-1.06] -0.009 [-1.37] 001  [-1.45]
fo,t-1 -0.005 [-0.91] -0.001  [0.37] 0.002 [0.45] 0.002  [0.49] 0.004 [0.91]
foyt-1 0.000  [-0.02] -0.004 [0.93] -0.007 [-1.51] -0.005 [-1.12] -0.004 [-0.89]
f10,6-1 -0.006 [-1.02] -0.001  [-0.12] 0.000  [-0.07] -0.001  [-0.16] 0.001  [0.16]
i 20.001  [-0.14] 20.001  [0.12] 0.004  [-0.68] -0.002  [-0.36] 20.001  [-0.11]
B 0.000  [-0.06] 0.001  [0.15] 20.001  [-0.13] -0.001  [-0.18] 0.002  [-0.31]
Tany 0.001  [0.39] 0.002  [0.76] 0.005 [1.40] 0.006 [1.58] 0.007  [1.92]*
T 0.009 [1.23] 0.004 [0.83] 0.002  [0.30] 0.002  [0.44] 0.003  [0.50]
i 0.001  [0.24] 0.005 [1.11] 0.005 [1.01] 0.006 [1.28] 0.006 [1.18]
F - stat 0.74  (0.592) 0.92  (0.470) 092 (0.471) 129 (0.267) 147 (0.201)
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ORTHOGONAL SURPRISES — US

TABLE V: ORTHOGONAL SURPRISES AND PAST INFORMATION

MP1} FF4; ED2} ED3} ED4}
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fa,e-1 0.003  [0.56] 0.002  [0.66] 0.004 [1.29] 0.005 [1.25] 0.004 [1.18]
fa,6-1 0.004 [0.74] 0.008  [1.64] 0.009 [1.88]* 0.009  [1.70]* 0.007  [1.45]
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ORTHOGONAL SURPRISES — US

TABLE V: ORTHOGONAL SURPRISES AND PAST INFORMATION

MP1} FF4; ED2} ED3} ED4}

fre-1 0.005  [0.65] 0.003  [0.44] 0.004 [0.65] 0.002  [0.36] 0.001 [0.22]
fa,e-1 0.003  [0.56] 0.002  [0.66] 0.004 [1.29] 0.005 [1.25] 0.004 [1.18]
fa,6-1 0.004 [0.74] 0.008  [1.64] 0.009 [1.88]* 0.009  [1.70]* 0.007  [1.45]
fas-1 0.010  [1.09] 0.011  [1.66]* 0.008 [1.21] 0.008 [1.24] 0.007  [1.05]
fs,e-1 0.001  [0.12] -0.002  [0.31] 0.000  [-0.04] 0.001  [0.19] 0.003  [0.38]
fo,t-1 -0.008 [-1.39] -0.007  [1.35] -0.005 [-0.86] -0.005 [-0.89] -0.006 [1.12]
fre-1 -0.009 [-0.94] -0.007  [-1.09] -0.007  [-1.06] -0.009 [-1.37] 001  [-1.45]
fo,t-1 -0.005 [-0.91] -0.001  [0.37] 0.002 [0.45] 0.002  [0.49] 0.004 [0.91]
foyt-1 0.000  [-0.02] -0.004 [0.93] -0.007 [-1.51] -0.005 [-1.12] -0.004 [-0.89]
101 -0.006 [-1.02] -0.001 _[-0.12] 0.000__[-0.07] -0.001 _[-0.16] 0.001__[0.16]
i 20.001  [-0.14] 20.001  [0.12] 0.004  [-0.68] -0.002  [-0.36] 20.001  [-0.11]
B 0.000  [-0.06] 0.001  [0.15] 20.001  [-0.13] -0.001  [-0.18] 0.002  [-0.31]
Tany 0.001  [0.39] 0.002  [0.76] 0.005 [1.40] 0.006 [1.58] 0.007  [1.92]*
T 0.009 [1.23] 0.004 [0.83] 0.002  [0.30] 0.002  [0.44] 0.003  [0.50]
i 0.001  [0.24] 0.005 [1.11] 0.005 [1.01] 0.006 [1.28] 0.006 [1.18]
F - stat 0.74  (0.592) 0.92  (0.470) 092 (0.471) 129 (0.267) 147 (0.201)
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ORTHOGONAL SURPRISES — US

03 FF4-based Monetary Surprise
. T T T

0.2

0.1

= Raw Surprise
= Orthogonal Proxy
T T

1 1 1 1 1 1 1 T
1991 1993 1995 1997 1999 2001 2003 2005 2007 2009
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ORTHOGONAL SURPRISES
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- UK

SS1-based Monetary Surprise
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VAR seTup — US

Estimation

> Monetary policy variable: 1-Year rate
> VAR(12) in (log) levels

> Estimation sample 1969:1 - 2014:12

Identification

> External instrument: orthogonal FF4* — 1990:1 - 2009:12
> Recursive Cholesky scheme with the effective FFR ordered last

> External instrument: Gertler and Karadi (2015)’s Fr4
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RESPONSES TO A MONETARY PoLicy SHockK — US

Industrial Production Unenpl oyment Rate
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INFORMATION VS MP SHOCKS

> MP Shock Instrument: residuals of projection
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INFORMATION VS MP SHOCKS

> MP Shock Instrument: residuals of projection

> CB Info Instrument: fitted mps;
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VAR seTuP — UK

Estimation

> Monetary policy variable: 1-Year rate
> VAR(12) in levels
> Estimation sample 1979:1 - 2014:12

Identification

> External instrument: orthogonal ss1* — 1997:6 - 2009:12
> Recursive Cholesky scheme with Bank Rate ordered last

> External instrument: raw FF1
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RESPONSES TO A MONETARY PoLicy SHock — UK
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MORE PUzzZLES

@ BANK OF ENGLAND
> 34/38



SURPRISE WITHOUT NEWS...

SSF Dec1999 [MO]
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.SOME MORE

SSF Feb2007 [ML]
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markets
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POTENTIAL EXPLANATIONS

> Bloomberg Survey respondents are not representative of the
markets

> Median/central scenario-forecast vs mean forecast (weight on tail
events)

> Market Power: big players shift the distribution of prices

> Noise...
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CONCLUSIONS

High frequency surprises:

> more than just the MP shocks...

> Robust evidence (in US and UK) of information transfer...
> ... revision of risk premia (?)

> More to learn?

— Learning about CB reaction function

— Behavioural responses?
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