Comment

Oscar Landerretche: One of my favorite ways to think about the Central
Bank is probably one of the most insulting to the profound solemnity of central
bankers: namely, as a communications and propaganda agency. I once knew
a central banker who frequently repeated the following joke about monetary
reincarnation: “When a central banker is good in life, he is reincarnated as a
physicist; when he is bad, he is reincarnated as a sociologist.” Modern central
banking, especially in inflation-targeting regimes, relies enormously on com-
munications policy to stabilize the demand. So, unfortunately for my friend,
good modern central bankers are very talented at social perceptions and out-
right propaganda. If they are good in life, maybe they will be reincarnated as
marketing majors.

One of the nicest things about how this works is that it happens in different
ways around the world, and the way it functions depends greatly on market and
institutional traditions that are specific to each particular country and money
market. This contributes an enormous amount of color and heterogeneity to the
central banking world, which is crucial to know for practitioners and inter-
esting for macroeconomic connoisseurs.

Pablo Pincheira and Mauricio Calani explore how this mechanism works
in Chile considering a specific aspect of the communications policy of the
Central Bank: the minutes. Their study advances toward one of the most fun-
damental facts about contemporary Chilean monetary policy: that the actual
movement of interest rates is, at times, much less interesting than the signaling
game that precedes it. If what Pincheira and Calani say is true, a big part of
the monetary policy communications game is run long before interest rates
are raised or lowered by any amount of basis points. This is thus one of the first
papers that actually attempts to study the Central Bank of Chile as a commu-
nications agency.

There are very good reasons for expecting the communications policy of
central banks to have become much more active in recent years. Consider a

146



Pablo Pincheira and Mauricio Calani 147

classical rationale for a central banker who wishes to signal certain policy
commitments to a Bayesian audience. The audience will update its priors
on the central banker based on the signals it receives. Given the nature of
contemporary communications and online chatter, however, small pieces of
information that in the past only affected parts of the market or took a sub-
stantial amount of time to spread may have a greater (or quicker) effect than
before. In a Bayesian sense, this could mean that monetary signals have become
more noisy. If so, central banks will probably be increasingly active in com-
munications and policy signals, trying to reduce to noise in order to preserve
their credibility and communications influence. Figure 2 in the paper is very
suggestive of an increase in communications activity by the Central Bank of
Chile through increased variability of its bias.

This paper does not attempt to demonstrate that this phenomenon is hap-
pening; it does not try to prove that the minutes are an optimal or particularly
efficient communications mechanism or that this particular mechanism is
preferable to others. More crucially, it does not argue that the market actually
uses the communication bias in the minutes, just that it should. What it does
argue is that the minutes contain information that the market cannot replicate
with a simple measure of the Central Bank’s reaction function and standard
market models.

The crucial thing about the paper is that the information content of the
communication bias is measured through a perceptions survey of Central
Bank board members and executives. This is thus, at the very least, a measure
of the communication intentions of the Central Bank. The paper argues that
these intentions, as expressed in the bias of the minutes, contain information
that should be valuable to the market. If one takes the results presented by the
authors as a whole, it seems that market forecasters still improve on the com-
munications bias in their short-term second-guessing of the Central Bank, but
not in their forecasting of medium-term monetary policies and stance, so
some information is not being used. If the argument is taken in this way, this
is a very useful paper for both the market and the Central Bank.

On the other hand, the results of the paper, taken at face value, do not nec-
essarily mean that market forecasters for Chilean monetary policy are getting
it wrong. Another way of reading the paper’s results is that because the inter-
pretation of the bias used in the paper comes from the policymakers and not
from the market, the discrepancy in the forecasts may indicate that the Central
Bank is not actually communicating what it wants to the market. It is very
difficult to believe that market forecasters do not read the minutes, so, what
is missing? The answer is very simple: exegesis—that is, official annotated
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Central Bank minutes. Maybe what Pincheira and Calani have proved is that
the Central Bank is drafting its minutes wrong.

Some of the authors’ choices might usefully be clarified for anyone seeking
to do further work in this subject. First, the authors decide to study only biased
minutes, that is, minutes in which the Central Bank is not communicating a
neutral stance. They explicitly say that “when neutral, the c-bias cannot be
interpreted as a forecast of some future policy decision.” I beg to disagree.
When the Central Bank has been drafting, say, hawkish minutes for months,
a switch to a neutral stance could be very important information for the market,
and be critical in predicting a change in the monetary policy yield curve. The
authors seem to implicitly assume (or maybe they know, since they work
there) that the Central Bank only communicates through biased minutes. This
needs to be tested in future research.

Second, this leads to another choice that the researchers make: they opt to
study the impact of individual biases rather than the value of the stance in a
dynamic setting, where changes in the stance could have a greater communi-
cations value than the level. This could provide a setting for incorporating
neutral stances into the research object as part of different minute dynamics.

Third, the authors decide to measure the communications signal by sur-
veying Central Bank officials, rather than addressing the question of how the
analysts interpret the communications bias to see if the market is actually
getting the signal. One way to do this would be to compare surveys of the
officials with surveys of the analysts (Santiago is a small enough market that
this could be done quite easily). The results of the comparison would indicate
whether the problem is the analysts’ reading or the Central Bank’s drafting.

Fourth, the authors decide to center their analysis on a regular and pre-
dictable object: the minutes. The problem with this strategy is that Central
Bank officers use other mechanisms for their communications policy, including
interviews, conferences, and presentations by board members and senior staff.
The fact that the Central Bank features these events and materials prominently
on its website shows that they are a big part of the Bank’s communications
policy, and it is well-known that these events are carefully scheduled and
designed. These other components of the Central Bank’s communications
strategy could be assessed using the same approach as for the minutes: survey
the officials on their meaning and test their predictive properties.

Fifth, the researchers test the predictive powers of the c-bias against a
couple of canonical models that are supposedly used by the market, as well
as the consensus bias of market forecasters. However, the models used in this
paper are quite simple. This is natural, since the authors center their technical
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effort on the estimation of the information properties of the bias, rather than on
the forecasting models. One possibility is to test the c-bias against the Central
Bank’s official “politburo” stochastic dynamic general equilibrium (SDGE)
model. If this more sophisticated model cannot be improved with the c-bias,
it would mean that the market is actually not being sufficiently competent in
technical terms with the available information in public statistical time series;
if it can be, then it provides another piece of evidence for the informal null
hypothesis on the information content of the c-bias.

This is a very enjoyable paper that raises a lot of questions about the Central
Bank’s communications policy. It contributes to a new way of thinking and
measuring contemporary monetary policy in Chile.
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