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Proof of Proposition 1

The proof closely follows Ruge-Murcia (2006), with a slight modifi-
cation to allow for a non-zero lower bound. Define δt ≡ εt/σ such
that δt ∼ N(0, 1) and

r∗
t+1 = E(r∗

t+1) + σδt+1,

where from (2)

E(r∗
t+1) = α + ψrt.

Then, rt+1 = r∗
t+1 if r∗

t+1 > r̄ or, equivalently, if

δt+1 >
r̄ − E(r∗

t+1)
σ

≡ ct+1.

Note that ct+1 is observed in t. Thus, we have

E(rt+1) = E(rt+1 | δt+1 > ct+1)Pr(δt+1 > ct+1) + r̄P r(δt+1 ≤ ct+1),

where

Pr(δt+1 > ct+1) = 1 − Φ(ct+1)

and

E(rt+1 | δt+1 > ct+1) = E(r∗
t+1) + σE(δt+1 | δt+1 > ct+1)

= (r̄ − σct+1) +
σφ(ct+1)

1 − Φ(ct+1)
,

1
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where the second line uses a result in Maddala (1983, p. 366). Sub-
stituting back into the expression for E(rt+1) and simplifying, we get

E(rt+1) = r̄ − σct+1(1 − Φ(ct+1)) + σφ(ct+1),

which is the expression in the text.
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Appendix Figures

Figure 1. Response of Two-Year Yields on Interest Rate
Swaps around the Riksbank’s Policy Announcement

of February 12, 2015
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Notes: The cut was unexpected and included in our sample. Vertical lines mark
the time of the announcement. Yields are normalized by adding a constant so
that the average of the last two observations before the announcement is zero.
Yields are based on transaction prices from Bloomberg.

Figure 2. Response of Two-Year Yields on Interest Rate
Swaps around the Riksbank’s Policy Announcement

of March 18, 2015
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Notes: The cut was unexpected and included in our sample. Vertical lines mark
the time of the announcement. Yields are normalized by adding a constant so
that the average of the last two observations before the announcement is zero.
Yields are based on transaction prices from Bloomberg.
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Figure 3. Response of Two-Year Yields on Interest Rate
Swaps around the Riksbank’s Policy Announcement

of July 2, 2015
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Notes: The cut was unexpected and included in our sample. Vertical lines mark
the time of the announcement. Yields are normalized by adding a constant so
that the average of the last two observations before the announcement is zero.
Yields are based on transaction prices from Bloomberg.

Figure 4. Response of Two-Year Yields on Interest Rate
Swaps around the Riksbank’s Policy Announcement

of February 11, 2016
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Notes: The cut was partly unexpected and the unexpected component is included
in our sample. Vertical lines mark the time of the announcement. Yields are nor-
malized by adding a constant so that the average of the last two observations
before the announcement is zero. Yields are based on transaction prices from
Bloomberg.
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Figure 5. Response of Two-Year Yields on Interest Rate
Swaps around the Danmarks Nationalbank’s Policy

Announcement of January 19, 2015
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Notes: The cut was unexpected and included in our sample. Vertical lines mark
the time of the announcement. Yields are normalized by adding a constant so
that the average of the last two observations before the announcement is zero.
Yields are based on transaction prices from Bloomberg.

Figure 6. Response of Two-Year Yields on Interest Rate
Swaps around the Danmarks Nationalbank’s Policy

Announcement of January 22, 2015

15:0015:3016:0016:3017:0017:3018:0018:30
−0.02

−0.015

−0.01

−0.005

0

0.005

0.01

0.015

0.02
EZ SE NW

15:0015:3016:0016:3017:0017:3018:0018:30
−0.02

−0.015

−0.01

−0.005

0

0.005

0.01

0.015

0.02
DK

Notes: The cut was unexpected and included in our sample. Vertical lines mark
the time of the announcement. Yields are normalized by adding a constant so
that the average of the last two observations before the announcement is zero.
Yields are based on transaction prices from Bloomberg.
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Figure 7. Response of Two-Year Yields on Interest Rate
Swaps around the Danmarks Nationalbank’s Policy

Announcement of January 29, 2015
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Notes: The cut was unexpected and included in our sample. Vertical lines mark
the time of the announcement. Yields are normalized by adding a constant so
that the average of the last two observations before the announcement is zero.
Yields are based on transaction prices from Bloomberg.

Figure 8. Response of Two-Year Yields on Interest Rate
Swaps around the Danmarks Nationalbank’s Policy

Announcement of February 5, 2015

15:0015:3016:0016:3017:0017:3018:0018:30
−0.07

−0.06

−0.05

−0.04

−0.03

−0.02

−0.01

0

0.01
EZ SE NW

15:0015:3016:0016:3017:0017:3018:0018:30
−0.07

−0.06

−0.05

−0.04

−0.03

−0.02

−0.01

0

0.01
DK

Notes: The cut was unexpected and included in our sample. Vertical lines mark
the time of the announcement. Yields are normalized by adding a constant so
that the average of the last two observations before the announcement is zero.
Yields are based on transaction prices from Bloomberg.
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