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Abstract

The days when secrecy and opacity were the bywords of central banking are gone. The
advent of inflation targeting in the early 1990s acted as the catalyst for enhanced
transparency and communications in the conduct of monetary policy. In the wake of the
2007-09 global financial crisis, this trend accelerated, resulting in further striking
advances in monetary policy and financial stability communications, including markedly
the emergence of extraordinary forward guidance as a distinct policy tool under
unconventional monetary policies.

Drawing on the record to-date at major central banks, as well as on a growing body of
related academic literature, this paper reviews the history and effectiveness of central
bank communications before and especially since the crisis. It also highlights some of the
challenges facing central banks, particularly those that have engaged heavily in
unconventional monetary policies to support their economies since the crisis. Steering
deftly a course back to normality will depend crucially on their ability to communicate
effectively a credible strategy for an orderly exit from such policies. In this context, clear,
deliberate, coordinated messages that are anchored in their mandate are of the essence.

JEL classification: E52, E58
Bank classification: Central bank research; Credibility; Financial stability; Inflation
targets; Monetary policy framework; Monetary policy implementation

Résumé

L’épogue ou les banques centrales agissaient en secret et dans I’opacité est révolue.
L’adoption de cibles d’inflation au début des années 1990 a eu pour effet d’accroitre la
transparence et I’importance des communications dans la conduite de la politique
monétaire. Au lendemain de la crise financiére mondiale survenue en 2007-2009, cette
tendance s’est accélérée, donnant lieu a d’autres avancées remarquables dans le domaine
des communications relatives a la politique monétaire et a la stabilité financiére,
notamment a I’apparition d’un nouvel outil dans la panoplie des politiqgues monétaires
non traditionnelles, a savoir la communication d'indications prospectives extraordinaires.

En s’inspirant du chemin parcouru jusqu’ici par les grandes banques centrales et du
nombre grandissant de travaux sur le sujet, la présente étude examine I’histoire et
I’efficacité des communications des banques centrales avant la crise et surtout depuis
celle-ci. Elle met aussi en lumiere certains des défis auxquels sont confrontées les
bangues centrales, en particulier celles qui ont fait largement appel a des mesures de
politique monétaire non traditionnelles pour soutenir I’économie depuis la crise. Un
retour a la normale réussi ne sera possible que si les banques centrales parviennent a
communiquer efficacement une stratégie crédible de retrait ordonné des mesures
exceptionnelles mises en ceuvre. Dans ce contexte, des messages limpides, diffusés de



maniere délibérée et coordonnée et s’inscrivant clairement dans le mandat des banques
centrales sont essentiels.

Classification JEL : E52, E58

Classification de la Banque : Recherches menées par les banques centrales; Crédibilité;
Stabilité financiere; Cibles en matiere d’inflation; Cadre de la politique monétaire; Mise
en ceuvre de la politique monétaire



“Transparency is an asset that degrectates very . .
rapidly, so communication has to be ongoing, and if it
is to enhance gccountability, it must be'a two-way
process as well.” D.Laidler

1. INTRODUCTION

Gone are the days when secrecy and opacity were the bywords of central banking. Over the
past two decades, there has been a dramatic change in the way central banks view the role of
transparency and communications in the conduct of monetary policy. And since the global
financial crisis, there has been nothing short of a ‘revolution’ in the use of central bank
communications as a distinct policy tool under unconventional monetary policies. Furthermore,
with many central banks now playing a role in promoting financial stability, questions about the
extent of transparency in communications on financial risks and vulnerabilities have also been
the focus of attention and debate.

This paper briefly reviews the history of central bank communications before the crisis, and
then focuses more closely on the remarkable changes that have taken place in monetary and
financial stability communications since the crisis. Drawing on the record to date at the Bank of
Canada and at other major central banks," as well as on a growing body of related academic
literature, it discusses the comparative effectiveness of the various communication approaches
adopted by central banks before, and especially since, the crisis. It also highlights some of the
communication challenges facing central banks in a post-crisis world of close interaction
between monetary and financial stability and expanded central bank activities under
unconventional monetary policies. Such activities have intensified demands on central banks
for enhanced accountability and transparency, and for clear, effective communications.

2. CENTRAL BANK COMMUNICATIONS BEFORE THE 2007-09 GLOBAL FINANCIAL CRISIS

2.1 Monetary policy communications
2.1.1 From secrecy and opacity to openness and transparency

To fully appreciate the sea change in the role of central bank communications in recent
decades, we need only to recall that for the better part of the twentieth century central bank
goals and actions were cloaked in (mostly unnecessary) secrecy.2

Central banks, including the Bank of Canada (BoC), said little publicly to explain what they were
up to and why. With multiple monetary policy objectives and instruments, policy actions were
generally not predictable. So the view among central banks was that it was best not to talk
about policy actions—Ilet alone future policy intentions—and let these actions speak for

YWith very few exceptions, the discussion in this paper is focused on the communication practices of major central banks in
advanced economies.

%In concluding his critique of the arguments for central bank secrecy, Goodfriend (1986) says: “Given the inconclusiveness of
the theoretical arguments and the presumption that government secrecy is inconsistent with the healthy functioning of an
economy, further work is required to demonstrate that central bank secrecy is socially beneficial.”



themselves. Furthermore, the conventional wisdom was that financial markets needed to be
‘surprised’ if monetary policy was to be more effective.?

Without a clear monetary policy framework and without a well-defined basis for evaluating
their performance, central banks were less open to scrutiny and public accountability. This
opacity regarding monetary policy decisions was inconsistent with the openness expected of
government operations in a democracy.

In a ground-breaking paper, Canadian researchers Acheson and Chant (1973) challenged the
prevailing central bank view that it was best to say nothing. Through the 1980s, the literature
accumulated on how to ensure a credible pre-commitment to a clear, sound monetary policy
objective (rather than chasing after multiple tenuous goals), and the importance of
transparency and working with the markets, rather than against them, was progressively
recognized.

These developments motivated central banks to look for a clearer policy framework that would
focus on the single goal of controlling inflation through a single instrument—the policy rate—
and provide some scope for choosing a suitable horizon to return inflation to target after a
shock, thus minimizing fluctuations in output. Inflation targeting (IT) with floating exchange
rates emerged as the new monetary policy framework of choice.

In 1990, the Reserve Bank of New Zealand (RBNZ) became the first central bank to adopt IT with
a strong emphasis on transparency. In Canada, the move to a clearer focus on long-run price
stability began in the late 1980s and culminated with the adoption of an explicit inflation-
control target in 1991 (seven months after New Zealand). Over the next two decades or so,
other central banks in advanced, emerging and developing economies followed suit, bringing
the total number of full-fledged inflation targeters to 28 by early 2013.*

2.1.2 The importance of communications for monetary policy
Fundamental changes in the conduct of monetary policy under an IT regime provided the main

impetus to the broad trend among central banks toward greater openness, transparency and
accountability, all of which require proactive, well-planned communications.’

3 Chant (2003) suggests that the secrecy surrounding monetary policy during this period was also a reflection of the prevailing
fixed exchange rates, which he calls “an enemy of openness.”

4 Including the Bank of Japan, but not the U.S. Federal Reserve. Although the latter adopted a 2 per cent longer-run inflation
goal in January 2012 and embraced most of the features of flexible IT, it is not a full-fledged inflation targeter, given its legal
dual mandate of price stability and maximum employment.

> Although the move to transparency was more pronounced among IT central banks, other central banks, including in emerging-
market economies, increasingly came to recognize the value of openness and communications in the conduct of monetary
policy, as exemplified by the experience of inflation targeters. Thus, in describing how the Reserve Bank of India (a non-inflation
targeter) approaches monetary policy, former Governor Duvvuri Subbarao said in 2011: “When it comes to policy, we carefully
weigh the options and, once we have made a choice, we deliberate on what to say and how to say it.”



Indeed, it was quickly recognized that a credible commitment to an explicit numerical inflation
target also meant a commitment to communicate clearly what monetary policy is trying to
achieve, how it will achieve it, how economic conditions have changed and, importantly, to
relate policy actions to the inflation target and to the national economic well-being. In Canada,
the move to greater transparency and enhanced communications was championed by former
Governor Gordon Thiessen® and enthusiastically taken up and augmented by his successors.

Good communications are the means to enhanced transparency which, in turn, improves the
effectiveness of monetary policy, underpins central bank accountability in a democratic society
and bolsters the credibility of a central bank.

How do communications enhance the effectiveness of monetary policy? Jenkins (2001) explains
that good communications help put the central bank and financial markets on the same
wavelength, so that “markets can anticipate, rather than simply react to, interest rate
decisions.” If markets understand the objective of policy and the tools to achieve it, and if they
have a clear reading of the central bank’s view of the economy, then the transmission
mechanism should work more smoothly, leading to “responses in the exchange rate and in the
term structure of interest rates that are more consistent with the Bank’s intentions.” Monetary
policy will also be more effective if the public, too, understands the factors affecting inflation
and the central bank’s assessment of, and response, to those factors.

In all of this, the critical task is clearly to promote public understanding of what the central bank
is trying to accomplish and to ‘shape’ the expectations and behaviour of economic agents, thus
helping the authorities to achieve the inflation target and keep the economy growing at a solid
pace.

Seen in this light, points out Jenkins, effective communications are “a vital component of the
monetary policy process,” aiming to keep the public and the markets well-informed, so that
central banks can realize the benefits of well-anchored inflation expectations in the conduct of
monetary policy.

2.1.3 Transparency and accountability under inflation targeting: challenges for communications

Recognizing the importance of good communications in the conduct of monetary policy does
not mean that the task of communicating clearly and effectively is straightforward. Indeed, the
greater focus on transparency and accountability under IT has presented monetary authorities
with several communication challenges.’

To begin with, the fundamental premise that low inflation is the best contribution monetary
policy can make to the national economic welfare is not necessarily an intuitive concept.

® As documented in several of his speeches and in his lectures—the latter compiled in Bank of Canada (2001).

” This is not to say that non-inflation-targeting central banks do not face communication challenges, but rather to emphasize
that inflation targeters have an even greater incentive to work hard to overcome these challenges, knowing that the
effectiveness of monetary policy under IT depends importantly on how successful their communication efforts are.



Indeed, it requires elaboration and repetition, not just in the early years of inflation targeting
but also over time, as the memories of the economic ills wrought by high inflation fade. The
main defining characteristics of IT—symmetry, forward-looking nature and flexibility—also
require systematic communication efforts to underscore the value of these elements of an
effective and credible monetary policy framework.

Central banks are sometimes seen as inflation ‘nutters,’ that is, singularly focused on keeping
inflation low and not nearly as worried about the real economy. For this reason, IT central
banks consistently remind people that low inflation is not an end in itself, but rather the means
to an end—the achievement of solid, sustained growth in output, employment and incomes
over time. IT central banks also use the symmetric feature of the IT framework to address
public concerns about the real economy and to communicate their strong commitment to
policy action to avoid both the risk of significant inflation and deflation over the medium term.

Another important challenge for communications stems from the medium-term framework of
monetary policy and thus the forward-looking nature of inflation targeting. To make informed
economic decisions, the public needs to understand and to take into account the lags in
monetary policy—the time that it takes for policy actions to have their full effects on the
economy and inflation, usually six to eight quarters. The problem is that there is a tendency
among the public to view policy actions as a response to current conditions (e.g., the present
rate of inflation) rather than to medium-term trends and objective(s). Thus, the task for
communications is to address this issue by driving home that monetary policy has a medium-
term orientation. Adding to this challenge is the fact that assessing future economic trends is
not an exact science, and because there is always some uncertainty about these trends,
communications about the future are often expressed in conditional terms. Furthermore, if the
outlook is clouded by uncertainties, it is nearly impossible for the central bank to provide the
markets and the public with a high degree of precision and certainty.

Closely related to the above concern, although also relevant more broadly, is the issue of how
best to ensure value in what the central bank communicates. Fundamentally, this comes down
to focusing on the quality rather than the quantity of communications. With specific reference
to the medium-term framework of monetary policy, the central bank can provide value by
communicating what it sees as the key trends in the economy and inflation and how monetary
policy relates to these trends. It should not comment on every item of new data that becomes
available, since it is the accumulation of such information that gives proper understanding to
these trends. By providing its view on the broader trends in the economy, the central bank can
help people anticipate the direction of monetary policy.

Importantly, central banks must also explain to the public that, under IT, monetary policy is not
on automatic pilot and that policy-makers do not follow a rigid rule in setting interest rates.
While there is a ‘constraint,” in the form of a clear objective—keeping inflation at 2 per cent—
and a medium-term horizon of six to eight quarters over which to achieve it, there is also some
‘discretion”’ in responding to economic developments. Because IT is forward looking, the central
bank has to assess all available information to come to a judgment about underlying economic



trends and their implications for future inflation in order to arrive at an informed view about
appropriate policy action. A system of fixed announcement dates ensures that this assessment
is undertaken regularly throughout the year. All of this means that the IT framework allows
policy-makers to respond with some flexibility to changing economic conditions.®

From a communication perspective, also of great value is a clear statement of the reasons for
the policy decision. That statement is the press release announcing the interest rate decision,
which is typically supplemented by the publication of a fuller report detailing the central bank’s
assessment of the key factors behind that decision.

Concern about the quality of the commentary provided has also influenced how central banks
approach the flow of information around the announcement of policy rate decisions. Thus,
many central banks, including the BoC, the U.S. Federal Reserve (Fed), the Bank of England,
(BoE) and the European Central Bank (ECB) observe a ‘no-comment’ (blackout or purdah)
period in the week before the policy decision to help mitigate unnecessary speculation. During
the blackout, senior officials refrain from giving speeches and talking to the media or other
outside parties about the economic outlook and the direction of monetary policy.

No less a challenge is tailoring messages to different key audiences and their specific concerns
and information needs with respect to the economy and the direction of monetary policy.

The general public is typically interested in what affects its day-to-day decision-making, e.g.,
inflation, interest rate movements up or down, and the external value of the currency.

Financial markets, on the other hand, are keenly interested in both the direction and the
intricacies of monetary policy, and tend to be highly sensitive to related central bank utterances
or actions. Markets constantly dissect central bank talk for clues and ‘shades’ of meaning about
where monetary policy may be heading. This complicates the communications task because
some of the complexities and subtleties related to the direction of monetary policy cannot
always be reduced to a few words (as required for a shorter statement, e.g., a press release).
The challenge for the central bank thus lies in crafting messages that communicate as clearly as
possible its assessment of the economy and the direction of policy, while also bearing in mind
the concerns and interests of different audiences.

Particularly relevant in this regard is communication with the media, an audience that is
instrumental in determining the success of central bank communications. Most central banks
rely heavily on the media to get their key messages out to the public, be it through newspapers
or magazines, television and radio, or the wire services. The media also act as a filter, deciding
which central bank statements they will feature. Part of their job, too, is to ‘interpret’ policy

& This built-in flexibility of the IT system was, early on, referred to as ‘constrained discretion’ and was not a very prominent
feature of day-to-day central bank talk. Since the crisis, however, some central banks (notably the BoC), have been more
systematic in highlighting the value of flexibility in IT. The circumstances in which this has come about are discussed in Section
3.2.2 of this paper.



decisions, to comment on how they see the central bank fulfilling its mandate, and to reflect
third-party views on what the monetary authorities say and do.

It is, therefore, vital that the media cover monetary policy as fully and accurately as possible.
The chances of this happening are infinitely better if the media are well informed about
monetary policy and its complexities and conditional nature. For this reason, many central
banks, including the BoC, devote considerable resources to media relations. For example, they
hold media briefings for key monetary policy releases and lock-ups for reporters to read and
write their stories ahead of their official publication, with the added benefit of further
information and clarifications received at the briefing.

2.1.4 Communication initiatives, publications and accountability mechanisms

Since the 1990s, monetary authorities around the world, and especially IT central banks, have
made important strides in communications as they sought, sometimes through trial and error,
to address some of the challenges noted above and to bolster transparency and accountability.

Most central banks now communicate their monetary policy framework and objectives. They
also publish their analysis and projections of economic conditions, including the outlook for
output and inflation, as well as the risks to that outlook. And they provide the rationale for their
policy decisions, which are announced on eight or twelve fixed dates a year, representing
further opportunities for the monetary authorities to give an update on the economy. So, there
has been some convergence in terms of the communication initiatives of major central banks
(Hammond 2012).

The main differences in communication strategy concern the extent of information revealed
about the differences of opinion among decision makers, where decisions are reached by
voting, and how much explicit or implicit guidance is given on the future stance of policy (see
the next section).

Among inflation targeters, press releases announcing the policy rate decision and a Monetary
Policy Report or an Inflation Report (typically issued four times a year) are now standard
communication vehicles. Most central banks in this group also hold press conferences to
explain the policy decision and present the Report. In most countries, the publication of the
Report usually lags the interest rate press release by several days. To avoid the rare real or
perceived tension in policy messages between those two publications, the Riksbank, the RBNZ
and, as of January 2013, the BoC release them both simultaneously. Where monetary policy is
determined by majority vote, minutes of the policy-setting meeting (usually with a lag of two to
four weeks) are also published.

Besides promoting transparency, the above communication initiatives, together with
parliamentary hearings and, in some countries (e.g., the United Kingdom, Iceland, Brazil and
Turkey), an open letter in the event that inflation misses the target by a pre-specified amount,
also serve as accountability mechanisms.



Central banks generally supplement the above activities with other communication events
throughout the year to achieve a regular, continuous and integrated program of public
communications. These events focus on two-way communication, featuring speeches,
interviews and contacts with private sector economists, businesses and academics, as well as
regional outreach with colleges and universities, community groups, local associations, etc.

Central bank websites have also become major communication vehicles, carrying tremendous
amounts of information for general and specialized audiences. In addition to the above-
mentioned publications, press releases and speeches related to monetary policy, as well as
other research-based publications and statistical information (including interest and inflation
calculators) are posted on the web. Short, straightforward backgrounders and animated and
interactive presentations, explaining various aspects of monetary policy and other central bank
functions (e.g. financial stability), are also available. Central banks with currency museums have
developed materials and products for students of different ages; and those with a mandate for
financial education (e.g., the Fed) provide, in addition, a wealth of information on personal
finances.

With these communication efforts, increased emphasis has also been placed on straight talk
and plain language to facilitate access to monetary policy messages by as broad a public
audience as possible. In 2009, Sweden carried this effort one step further, making ‘plain
Swedish’ the law for all public documents, including Riksbank reports. Meyersson and Karlberg
(2012) summarize their thinking on the subject this way: “Citizens are entitled to know what
authorities do, how decisions are made and to understand what is happening. It is quite simply
a democratic right to receive information that can be understood.”

In the wake of the 2007-09 crisis, the trend towards greater transparency gained momentum,
leading to further important advances in monetary policy communications (see Section 3.3.1)

2.1.5 Forward-looking statements to provide policy guidance

One way transparency and communications make monetary policy more effective is by helping
markets to better understand the systematic response of monetary policy to economic
developments and shocks—known as the central bank’s ‘reaction function.” Improved
understanding of the latter allows markets to better anticipate future changes in the policy
interest rate. So, even though central banks have control only over short-term interest rates,
they can use communications to enhance the markets’ understanding of the monetary policy
reaction function and, in this way, influence expectations about long-term interest rates.

That is why over the years, central banks have used some type of forward-looking statement to
provide policy guidance. Rudebusch (2008) identifies three main types of such guidance.’

e First, indirect signals, such as a balance-of-risk statement or a risk scenario that shows
how much inflation would deviate from the target, if policy rates were held constant.

° These are succinctly summarized in Fay and Gravelle (2010).



e Second, direct qualitative signals—for example, the policy ‘bias’ statement used by the
Fed for a short period in the late 1990s. This type of guidance can also include phrases
signalling the desired policy stance over an extended period, such as those used by the
Fed in 2003-06, indicating that policy accommodation “can be maintained for a
considerable period” or “can be removed at a pace that is likely to be measured.” The
ECB’s use of such code words as “strong vigilance” also belongs in this category.

e Third, direct quantitative signals, such as the explicit numerical projections for the
policy rate published by the central banks of New Zealand, Sweden, Norway, Iceland
and the Czech Republic.

The BoC, too, has used direct qualitative signals in forward-looking statements in its policy rate
press releases, in its Monetary Policy Reports and in speeches. “Further reduction of monetary
stimulus will be required . . . over the next four or six quarters,” or “the current level of the
target for the overnight rate is consistent with achieving the inflation target” are examples of
such statements. The BoC has also used indirect signals in the form of balance-of-risk
statements.™

There has been considerable debate within and outside central bank circles as to how much
monetary authorities should reveal about their expectations for future policy rates and, in
particular, whether they should publish their own projections of the policy rate. While there are
several technical arguments both in favour and against publishing such forecasts, for some
central banks, the decision often comes down to communication. In addition to concerns that
such a path might give a false sense of precision, the question is whether markets, and
especially the public, would fully appreciate the conditional nature of such guidance and not
expect the monetary authorities to honour a perceived ‘commitment’ to the published policy
path.

2.1.6 How transparent are central banks on monetary policy?

With openness replacing mystique in the conduct of monetary policy, and with a multitude of
communication initiatives undertaken in the 1990s and through a good part of the 2000s, the
movement to transparency gathered speed. As a result of these developments, Geraats (2009)
finds that all central banks have become more transparent, but inflation targeters are the most
transparent. Similarly, Dincer and Eichengreen (2007) report that, among the 100 central banks
they sampled, the most transparent were the RBNZ, the Sveriges Riksbank, the BoE, the Czech
National Bank (CNB), the BoC, the ECB and the Central Bank of the Philippines—all inflation
targeters, except for the Ece.M!

The global financial and economic crisis of 2007-09 provided additional impetus for the
movement to transparency, resulting in a further dramatic transformation in monetary policy

1% More recent examples of policy guidance by the BoC during normal times, as well as the use by the BoC and by other central
banks of extraordinary forward guidance under unconventional monetary policy, are discussed later in this paper.

" Although the ECB has a numerical inflation objective of “below, but close to 2% over the medium term” and a framework
with many of the elements of IT, it does not consider itself an inflation targeter.



communications. This will be the focus of discussion in part 3 of the paper (“Central Bank
Communications in the Wake of the Global Financial Crisis”).

While the adoption of IT meant that the focus of many central banks before the crisis was
primarily on the conduct and communication of monetary policy (partly reflecting institutional
arrangements),'? this is not to say that financial stability issues were not on their radar—far
from it. To be sure, though, such issues have garnered more attention since the crisis.

2.2 Financial stability communications
2.2.1 Why are financial stability communications important?

The financial system, which consists of financial institutions, financial markets and clearing and
settlement systems, plays a vital role 