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MP Surprises
An Announcement Day
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An Announcement Day
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Surprises vs Shocks

Open questions:

I Are MP surprises a direct measure of MP shocks?

I What is the informational content of market surprises?

� : 3/14



Surprises vs Shocks

Open questions:

I Are MP surprises a direct measure of MP shocks?

I What is the informational content of market surprises?

� : 3/14



This Paper – News in CB Communications

1. New high-frequency database of market ‘jumps’ around
communication events

(i) statements of monetary policy decisions
(ii) minutes & press conferences
(iii) other (inflation reports, speeches, ...)

by major central banks Fed, ECB, BoE, BoJ

2. Classification of the (main) components in each event:

• high-frequency comovement of stocks and interest rates

• monotonicity restrictions across the yield curve

Stock-yield cov > 0 Stock-yield cov < 0

Var(yShort/Mid) > Var(yLong) (1,1) Economic Growth
(1,2) Conventional Monetary Policy

(via short-rate expectations)

Var(yShort/Mid) < Var(yLong) (2,1) Risk Premia (risk on/off)
(2,2) Unconventional Monetary Policy

(via long rates/risk premia)
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Results – News in CB Communications
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Figure 8. Classification of central bank communication events

The figure accompanies the results reported in Table IV, and displays frequencies of events and mean covariance by news type.

51
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How to disentangle MP shocks and macro shocks?

Market-based: (this paper), Jarociński and Karadi (2017)

I Covariance between stock markets and interest rates

I Issues:

• Focus only on the market ‘perception’ of shocks

• Additional identification assumptions needed

• ...

Survey-based: Campbell et al. (2012a), (mine with S. M.-Agrippino)

I Agents’ info set as represented by forecasts/surveys

I MPs orthogonal to information transfer

I Issues:

• Forecasts public and/or policymakers well synchronised with events

• Difficult to distinguish between risk premia and macro news shocks

• ...

=⇒ Complementary approaches!
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Macro Shocks in CB communication?
Policy rate/communication as a signal for many macro shocks

it = αit−1 +φπ0Etπt +φπ1Etπt+1 + · · ·+φy0Et ỹt +φy1Et ỹt+1 + · · ·+ εmp
t

market revisions may blend current and past shocks of several types

Response of markets/yields to macro shocks depends on

I Timing of shocks (backcast, nowcast, or forecast revisions)

I Persistence of shocks

I Type of macro shocks

• Pro-cyclicality of inflation?

• Tech shocks? (π ↓ and y ↑ ⇒ stock markets ↑)
• Oil shocks? (π ↑ and y ↓ ⇒ stock markets?)

Question:

I Several macro shocks... are restrictions sufficient for all of them?

I This paper – mainly growth shocks
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MP Shocks vs Information

mpst = α0 +

p∑
i=1

αimpst−i

+ %F cb
t uq+0 +

3∑
j=−1

ρjF
cb
t xq+j +

2∑
j=−1

θj
[
F cb
t xq+j − F cb

t−1xq+j

]
︸ ︷︷ ︸

Information

+MPIt
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MP Shocks vs Information
MP Shock – Yield Curve Response
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MP Shocks vs Information
MP Shock – Yield Curve Response
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Risk premia shocks in CB communication?

I How should we think of price of risk shocks as orthogonal to
macro conditions?

I How can CB communication be the source of shifts to risk
appetite?
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Other comments

I Difference between macro medium-run impacts and markets’
short run responses

I How to think of the effects of changes to MP rules?
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News in CB Communications
Realised stock-yield covariances around communication events
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Figure 7. Realized stock-yield covariances around communication events

The figure presents the realized covariances of stocks and yields around central bank communication events. We consider the
following events: press conferences for the ECB, minutes’ released and press conferences for the Fed, minutes’ releases and
inflation report releases for the BOE, and minutes releases for the BOJ. Covariances are computed using a window from -15 to
+90 minutes of the time-stamp of the event. Vertical lines indicate break dates in average covariances identified with Bai and
Perron (1998) test (see Table III for details).

50

Break in the composition of central bank announcements:

I non-monetary news drives communication in the period from 2008
through mid-2013

I monetary news dominate from mid-2013 to 2017
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Conclusions

This Paper:

I Novel HF dataset of CB events

I ‘Asset prices’ approach to classify (main) info content of MP surprise

I Can be extended to structural shocks identification

Very important question...
Careful data work... compelling results!

Important reference in the field!
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