Does Central Bank Transparency and
Communication Affect Financial and
Macroeconomic Forecasts?*

Thomas Lustenberger® and Enzo Rossi”
aSwiss Financial Market Supervisory Authority (FINMA)
and University of Basel
bSwiss National Bank and University of Zurich

In a large sample of countries across different geographic
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and variable-specific effects of central bank transparency on
forecast accuracy and their dispersion among a large set of pro-
fessional forecasts of financial and macroeconomic variables.
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1. Introduction

Until not so long ago, central bankers believed that monetary policy
decisions should take the markets by surprise in order to achieve
maximum impact. In the last two decades, there has been a shift to
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a policy of increasing transparency with respect to goals, strate-
gies, and the basis on which decisions are made. This develop-
ment is closely linked to increased central bank independence (CBI),
which calls for a counterbalance in the form of transparency and
accountability. Economic benefits are deemed another key reason
for enhanced transparency. As summarized by Freedman and Laxton
(2009), it is generally believed in the central banking community that
providing more information about monetary policy may increase
its effectiveness. This view is based on theoretical and empirical
research that emphasizes the importance of expectations about mon-
etary policy as a key element in determining interest rates and other
asset prices. By bringing market behavior in line with monetary
policy objectives, the likelihood of sharply differing views on policy
actions is reduced. In turn, more certainty about when the central
bank will set the policy rate and its magnitude can reduce the volatil-
ity of market interest rates, increase the central bank’s leverage over
longer-term interest rates, and smoothen the incorporation of policy
actions into asset prices. Similarly, Blinder (2007) argues that the
major purpose of communicating with the markets is to condition
expectations about future monetary policy.

To transmit the views of the central bank to the public and to
markets, an improvement in the effectiveness of monetary policy
through greater transparency requires proactive and well-planned
communication. Hence, a great deal of attention has been paid to the
way central banks present their key messages (for instance, Blinder
et al. 2008 and Haldane 2017). It is expected that central banks
will communicate more actively after than before the crisis (Blinder
et al. 2017).

Parallel to the shifts in the practice of central banking toward
more frequent communication and greater transparency, an expand-
ing body of literature has emerged. In theory, both positive and
negative effects are likely. Empirical work has been focused on infla-
tion, financial markets, or private forecasts. A general finding is that
transparency and communication reduce volatility in financial mar-
kets, enhance the predictability of upcoming rate decisions, and help
achieve the monetary policy goals, vindicating the switch to greater
openness in central banking.

1Survey forecasts are an approximation for expectations in an economy.
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Our paper contributes specifically to the empirical relation
between transparency, communication, central bank design, and pri-
vate forecasts. In a broader context, we provide empirical results for
the theoretical literature on the social value of information (see, for
instance, Morris and Shin 2002, Hellwig and Veldkamp 2009, and
Lorenzoni 2010).

We run panel regressions to examine whether increased trans-
parency and intensified communication by central banks affect the
quality and the cross-sectional distribution of forecasts. The ques-
tion posed is closest to those of Middeldorp (2011), Dovern, Fritsche,
and Slacalek (2012), Ehrmann, Eijffinger, and Fratzscher (2012),
Neuenkirch (2013), and Naszodi et al. (2016). However, we extend
the analysis along various important dimensions and provide com-
pelling evidence that is in contrast with the literature.

First, while in previous work transparency and communication
have not been defined specifically, our data set allows us to make
a clear distinction between the two dimensions3 Transparency cov-
ers broadly the strategic, long-term orientation of the central bank
toward openness which is subject to only a few changes over time,
such as policy objectives, the publication of forecasts, voting records,
etc. Communication, on the other hand, focuses on the tactical,
flexible aspects in the provision of more detailed and fine-tuned
information to the public and the markets.

2For instance, Faust and Svensson (2001) equate central bank transparency
with the ease with which the public can deduce central bank goals and intentions
from observable data. In Amato, Morris, and Shin (2002) greater transparency is
achieved by expanding the modes of communication and the amount of informa-
tion revealed to the public. Winkler (2002) emphasizes that transparency needs
to be better defined before it can be debated. More information divulged by the
central bank does not necessarily imply a greater understanding on the part of the
public, part of his definition of transparency. In Chortareas, Stasavage, and Sterne
(2002) transparency relates to the detail in which central banks publish economic
forecasts. Blinder et al. (2008) define central bank communication more broadly
as the provision of information to the public regarding the objectives of monetary
policy, the monetary policy strategy, the economic outlook, and the outlook for
future policy decisions. Ehrmann, Eijffinger, and Fratzscher (2012) draw a dis-
tinction between central bank transparency and communication. Transparency
is measured by the announcement of a quantified inflation objective, the overall
index provided by Dincer and Eichengreen (2010) as well as the subindex related
to economic transparency. The last measure for transparency is the publication
of internal forecasts, which they label central bank communication.



156 International Journal of Central Banking March 2020

Second, we are the first to document an increase in the number of
speeches held by central banks over time using the Bank for Interna-
tional Settlements (BIS) central bankers’ speeches database. Based
on it we compiled a new measure of central bank communication. It
measures communication directly and comprehensively by the num-
ber of speeches. The number of speeches allows us to question the
benefits of intensive central bank communication.

Third, we highlight an econometric issue in the estimation
method that does not seem to have been recognized in the litera-
ture, and we offer an accurate alternative. The issue is that residuals
follow a pattern when the dependent variable (either absolute cross-
sectional mean forecast error or cross-sectional standard deviation)
is not taken in log. There is a clear-cut lower bound to the value
residuals assumed in the setting without log.

Fourth, we create an exceptionally large panel of 73 countries
from all world regions and observations from 1998 to 2014 for finan-
cial and macroeconomic data. The question is whether there is a
one-size-fits-all policy for central bank communication and trans-
parency. Unlike previous studies, which have in common a limited
number of advanced economies (at most around 30) and relatively
short periods of observations and forecast variables, the data set we
compiled allows us to widen the scope of the inquiry in terms of the
number of countries, their heterogeneity, the period of investigation,
and the variables to be forecasted.

Finally, our data set also allows us to account for several impor-
tant economic events, such as the Great Moderation, the financial
crisis, and the global recession, as well as the substantial modifica-
tions to central bank practices in their wake—in particular, forward
guidance. We also analyze the effect of inflation targeting.

Overall, the evidence presented in this paper suggests a more
balanced conclusion about the merits of communication and trans-
parency in enhancing the predictability of monetary policy than has
been reported in the literature.

First, the evidence for communication is uniform and quite com-
pelling: more-frequent communication increases both forecast errors
and their dispersion. The increased central bank communication
seems to have resulted in cacophony and did not help investors
and academics improve their macroeconomic forecasts. We link this
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result with the discussion about optimal monetary policy commit-
tees’ size and form.

Second, while more-frequent communication increases both fore-
cast errors and their dispersion, we find hardly any evidence, in con-
trast to previous papers, that transparency, defined as the strategic
component of a central bank’s openness, improves the accuracy of
private forecasts. At best, the impact is ambiguous. However, if it is
significant, transparency tends to reduce the forecast heterogeneity
especially of inflation and interest rates.

However, it is important to distinguish the pre-crisis from the
post-crisis period. In fact, before the financial crisis, more intense
communication lowered the errors in inflation and short-term inter-
est rate forecasts. After the crisis, we find strong evidence that
more communication increased the errors in forecasts of inflation
and short-term interest rate forecasts and also increased the disper-
sion of real GDP and long-term interest rate forecasts. Increased
transparency had a beneficial effect on the accuracy and dispersion
of forecasts before the crisis, but this effect notably weakened after
the crisis.

Third, additional analysis provides information about other fac-
tors that have an effect on the precision and distribution of forecasts.
(i) Central bank instability is associated with less-accurate current-
year forecasts of inflation and short-term interest rates 12 months
ahead. (ii) Market uncertainty increases strongly forecast disper-
sion across all financial and macroeconomic variables. (iii) The zero-
lower-bound constraint tends to reduce forecast errors of short-term
interest rates, but has no effect on long-term interest rate forecasts.
(iv) An inflation-targeting regime has some interesting implications
for forecast precision and homogeneity. While more communication
by inflation targeters improves the accuracy of short-term interest
rate forecasts, greater transparency of inflation targeters not only
worsens forecasts’ accuracy but also tends to offset an otherwise
positive effect on the heterogeneity of inflation and interest rate
forecasts. (v) The next set of results is related to explicit forward
guidance, as adopted by some central banks in the follow-up to the
financial crisis. The results show particularly that more speeches
gave rise to less-accurate long-term interest rate forecasts.

Fourth, we add to the robustness of the evidence by confirming
it across a variety of additional analyses.
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A caveat is in order. Whether more or less communication or
whether the degree of transparency should be increased or low-
ered cannot be definitely answered in our framework. Our paper
only studies the effect of communication and transparency on fore-
cast accuracy and dispersion. Although the effect of communica-
tion and transparency on this dimension is important, there may be
many other beneficial (or harmful) effects of giving public speeches
or being transparent on, for instance, accountability, the public’s
understanding of monetary policy, and trust in the central bank.

The rest of the paper is structured as follows. In section 2, we
review the related literature. Section 3 describes the data underly-
ing the empirical analysis. In section 4, we explain our estimation
strategy and present the results. Section 5 offers a series of robust-
ness checks. Section 6 discusses possible policy implications. Section
7 concludes.

2. Literature

There exists a large body of literature on the effects of central bank
transparency, communication, and optimal central bank designE
The empirical evidence suggests overall beneficial effects. One branch
of literature analyzes the effect of transparency on the predictability
of monetary policy in the financial markets. A number of studies
suggest that increased monetary policy transparency may have con-
tributed to an increased ability of financial markets to forecast future
monetary policy actions. Most of this research has used information
from the Treasury bill markets as well as the markets for federal
funds and Eurodollar futures, and it focuses on a relatively short-run
horizon, from one day out to six months.

Three approaches have been pursued. One approach investigates
the reaction of market prices to central bank decisions. Little reac-
tion means the decision has been priced in correctly, suggesting
high predictability. Evidence has been reported on this topic (see,
for instance, Ranaldo and Rossi 2010 and Wilhelmsen and Zaghini

3See Van Der Cruijsen, Eijffinger, and Hoogduin (2010) for an overview of
the transparency literature, Blinder et al. (2008) for a survey on communication,
Geraats (2006) for an overview of the practice of monetary policy transparency,
and Blinder (2004) for central bank design.
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2011). The second approach is based on the accuracy of expectations
priced into the yield curve or futures. Here, too, findings suggest that
transparency leads to improved predictability (for instance, Kuttner
2001 and Lange, Sack, and Whitesell 2003). The third approach
examines forecasts and/or the determinants of disagreement among
forecasters. Swanson (2006) finds that with the increased trans-
parency of the Federal Reserve, the private-sector forecasts of inter-
est rates have become more precise, both by improving the average
quality of forecasts and by reducing their dispersion across forecast-
ers. In line with this, Sellon (2008) finds that more-explicit guidance
on interest rates led to an improvement in private-sector forecasts.

The evidence stretches beyond the United States. Middeldorp
(2011) analyzes the connection between the transparency and pre-
dictability of short-term interest rates for 24 countries between 1998
and 2005. Higher transparency lowers the errors private agents make
in forecasting short-term interest at the three-month horizon, and
it lowers the standard deviation. Dovern, Fritsche, and Slacalek
(2012) investigate determinants of disagreement in expectations of
seven key economic indicators in the G-7 countries from 1989 to
2006. In line with the literature (Mankiw, Reis, and Wolfers 2003),
the measure of cross-sectional dispersion is the interquartile range
of forecasts in a given country and month. While disagreement
about economic activity intensifies strongly during recessions, dis-
agreement about prices is considerably lower under independence
of the central bankH] Based also on the interquartile range of fore-
casts, Ehrmann, Eijffinger, and Fratzscher (2012) examine whether
transparency and communication have led to more-aligned views in
the forecasts of macroeconomic variables in 12 advanced economies
from 1990 to 2008. While transparency and communication reduce
dispersion among professional forecasts, there is some evidence of
diminishing marginal effects of increases in (economic) transparency.
Naszodi et al. (2016) expand the analysis of Ehrmann, Eijffinger,
and Fratzscher (2012) by enlarging the panel to 26 countries and
by assessing both the degree of forecasting disagreement and its
accuracy. Their results suggest that transparency results in better
forecasts by mitigating uncertainty.

“Mankiw, Reis, and Wolfers (2003) show that a sticky-information model can
generate a degree of disagreement among agents.
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To sum up, the empirical literature provides support for the view
that transparency is beneficial in the sense that survey forecasts are
more aligned with each other and forecast errors decline. The evi-
dence corroborates the general view that enhancing transparency
improves the predictability of central banks.

Theoretical papers reach more a nuanced conclusion. On the one
hand, more openness may reduce uncertainty about central banks’
intentions and their future actions. On the other hand, by attempt-
ing to be as open as possible, they may give the impression that
they know more than they do. This is a critical issue if transparency
and communication serve as a coordination device among economic
agents, thereby generating the possibility that agents rely too much
on the utterances of central banks. This is what Morris and Shin
(2002) argue can happen. Svensson (2006) disagrees with some of
their conclusions. Subsequent research could not settle the matterd

Restricting transparency could be worth considering for other
reasons. For instance, the seminal paper by Cukierman and Meltzer
(1986) argued that ambiguity enables monetary authorities to gen-
erate surprise inflation and stimulate economic activity. King (2000)
notes that a central bank should be highly transparent about its
monetary policy reaction function and its target. Beyond that, it
should avoid creating news itself. Too much transparency may be
prone to misinterpretation and will translate into less-accurate pre-
dictions, as the amount of information that can be digested effec-
tively is limited (Kahneman 2003).

3. Data

In this section, we describe the comprehensive database we set up for
the panel regressions reported in the next section. We first describe
the dependent variables and then the independent variables. The
observations are for a maximum of 73 countries from 1998 to (due
to a data constraint) 2014, summing up to 17 years of 204 monthly
observations per country and forecast variable. The panel exhibits
missing values (unbalanced panel). For a full, detailed account of

°In another paper (Lustenberger and Rossi 2017b), we test the model by
Morris and Shin (2002) on short-term and long-term interest rate forecasts.
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the variables, we refer to the working paper version of this study
(Lustenberger and Rossi 2017a).

3.1 Dependent Variables

The dependent variables are the absolute cross-sectional mean errors
and the cross-sectional standard deviations of forecasts made by pro-
fessional forecasters in predicting two financial variables, namely,
short-term and long-term interest rates, and two macroeconomic
variables, namely, consumer price index (CPI) inflation and the
growth rates of real gross domestic product (GDP). All data are
monthly from Consensus Economics. Consensus Economics groups
countries in four geographic regions: Asia-Pacific (AP), Eastern
Europe (EE), Latin America (LA), and “Western countries” (WE)
(North America, Western Europe, Israel, Egypt, Nigeria, Saudi Ara-
bia, and South Africa).

Each month, the survey participants for a particular country
report their forecasts of short-term interest rates for 3 and 12 months
ahead. They also report their view on long-term interest rates, i.e.,
the yields on their country’s 10-year government debt, also 3 and
12 months ahead. Forecasts for CPI inflation and the growth rate
of real GDP are also reported on a monthly basis but refer to the
end of the current and the following year. Forecasts are provided by
nongovernmental entities (independent or research institutes affili-
ated with universities) and economic consulting firms. The major-
ity are financial institutions, varying from domestic and regional
commercial banks to global investment banks.

We compare forecasts with realized short-term and long-term
interest rates, as well as end-of-year consumer price indexes (where
CPI was not available, we chose the GDP deflator) and growth
in real GDP. The data are from Reuters Eikon, Bloomberg, IMF
International Financial Statistics, and the World Bank database.

3.2 Independent Variables

All independent variables are observed at a time when the fore-
casts are published by Consensus Economics (on that day or the day
before). We call this point in time the “forecast formation date.”
Speeches. We construct a new explicit measure of communica-
tion consisting of central bank speeches. To this end, we compiled a
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variable made up of central bank speeches as collected by the Bank
for International Settlements. For each central bank reporting their
speeches to the BIS, we counted the number given in the month
preceding the forecast.

Table 1 exhibits the total number of speeches per country and
their monthly average divided by four geographic areas. As can be
seen, most speeches are given by central banks in “Western coun-
tries” (WE), above all by the Federal Reserve (1,386) and Japan
(453). Indian central bankers, grouped with the Asia-Pacific coun-
tries (AP), delivered the second-highest number of speeches (648).
Figure 1 illustrates how communication activities by central banks
have intensified over time. The number of speeches has steadily
increased from approximately 150 in 1998 to nearly 900 in 2013
and 2014. Importantly, this reflects not only more communication
activities but also a higher number of central banks reporting their
speeches to the BIS since 2000 (“New Central Banks”). These are
shown by the light gray columns (light blue in online version).

There is no potential endogeneity problem associated with our
communication measure. Central bank speeches are announced
months in advance. Therefore, the number of speeches is fixed, mak-
ing our communication proxy a well-defined exogenous variable. We
cannot exclude that some of the speeches were the result of unex-
pected events that the central bank considered important enough to
justify intervention. However, for the bulk of the speeches, this is
very unlikely. While the number of speeches is fixed, their content
may take the economic situation into account. Hence, content analy-
sis would raise problems of endogeneity. For this reason, we use the
number of speeches as our communication variable and refrain from
content analysis.

Transparency. We employ the most comprehensive measure
of central bank transparency in terms of country and time cover-
age based on an extension of the multiple-dimensional transparency
index of Eijffinger and Geraats (2006) presented by Dincer and
Eichengreen (2014). The index includes five dimensions: political
transparency, economic transparency, procedural transparency, pol-
icy transparency, and operational transparency. Each dimension cov-
ers three questions—for instance, Does the central bank have an
explicit objective? Does the central bank disclose macroeconomic
models? Does the central bank publish voting records of their board
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Figure 1. Total Speeches per Year
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Notes: Figure 1 displays the number of speeches given by representatives of cen-
tral banks per year in the countries included in our sample. The basic central
bank sample includes USA, JPN, DEU, FRA, GBR, ITA, CAN, NLD, NOR,
ESP, SWE, CHE, AUT, BEL, GRC, ZAF, AUS, CHN, HKG, IND, IDN, MYS,
NZL, SGP, KOR, TUR, LVA, BRA, and the ECB. For these central banks, there
is at least one speech in 1998, in 1999, or in both.

members? The index has annual observations from 1998 to 2010
for 120 central banks[ A score for each central bank between 0
(minimum transparency) and 15 (maximum transparency) can be
obtained. We measure transparency by the updated values of Din-
cer and Eichengreen, which extends the observations reported in
Dincer and Eichengreen (2014) by four more years, until 2014.
Politico-Institutional Framework of Central Bank Inde-
pendence. We capture the politico-institutional framework at cen-
tral banks with the actual turnover of the central bank’s governor in
a year, as described by Dreher, Sturm, and de Haan (2010). What
does the turnover rate stand for in our setup? The literature on cen-
tral bank independence uses this variable as an indicator for central

As documented by Dincer and Eichengreen (2014), central banks in countries
with higher per capita income, deeper financial markets, more-open economies,
and stronger political institutions are more likely to be more transparent than
others.
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bank independence, but on average over time. If a central bank has
more governors in a given period, it is presumably less indepen-
dent. In our application, the interpretation is different. The variable
is equal to one when the central bank governor changes. Accord-
ingly, uncertainty about future central bank behavior might easily
be greater, leading to more inaccurate and dispersed forecasts. How-
ever, this is an effect of uncertainty about the person and is unrelated
to the independence of the central bank. If anything, the personality
of the governor should be more important in an independent central
bank. This implies that in such a central bank, forecast dispersion is
more likely than in a central bank where the governor changes but
is known to take instructions from the government

Uncertainty Measures. We use the Chicago Board Options
Exchange Volatility Index (VIX) as an uncertainty measure. The
VIX is observed the day before forecasts are made. Broadly speak-
ing, the VIX may also account for the business (interest rate) cycle,
which is typically neglected in the related literature.

ZLB Dummy. We created a dummy variable for the period
during which the zero lower bound (ZLB) on nominal interest rates
was binding. We set the binding constraint at an interest rate level
below 0.5 percent. It is only employed in the regressions of interest
rate forecasts.

IT Dummy. We created a dummy that is equal to one if a cen-
tral bank pursues an inflation targeting policy, and zero otherwise.

FG Dummy. We also accounted for central banks pursuing a
forward guidance policy. We created a dummy that is equal to one
during a period when forward guidance was pursued, and zero oth-
erwise. We set the dummy based on Charbonneau and Rennison
(2015). Accordingly, the following central banks made use of for-
ward guidance: Japan from April 1999 to July 2000 and from Octo-
ber 2010 to March 2013, the United States from December 2008 to
December 2014 (end of our sample period), Canada from April 2009
to April 2010, Sweden from April 2009 to July 2010 and February
2013 to December 2014, the European Central Bank from July 2013
to December 2014, and GBR from August 2013 to December 2014.
All euro-area countries are equated with the European Central Bank

"We thank an anonymous referee for pointing this out to us.
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Table 2. Summary Statistics for Forecast Errors (FE),
Cross-Sectional Standard Deviation of Forecasts (Std.),
Central Bank Transparency, Speeches, and Additional

Variables
Variable Mean Std. Dev. Min Max. N
Short-Term Interest Rate (Abs. FE) 1.093 2.536 0 67.293 11,690
Long-Term Interest Rate (Abs. FE) 0.652 0.591 0 8.467 7,158
Inflation (Abs. FE, Current Year) 1.099 3.641 0 158.379 12,307
Inflation (Abs. FE, Next Year) 2.214 5.871 0 236.979 12,286
Growth (Abs. FE, Current Year) 1.3 1.394 0 12.557 11,773
Growth (Abs. FE, Next Year) 2.14 2.468 0.001 24.112 11,686
Short-Term Interest Rate (Std.) 0.52 1.281 0 41.598 11,806
Long-Term Interest Rate (Std.) 0.379 0.657 0 15.909 7,718
Inflation (Std., Current Year) 0.572 1.719 0.019 80.525 7,459
Inflation (Std., Next Year) 0.839 2.334 0 108.383 7,447
Growth (Std., Current Year) 0.453 0.391 0.026 8.653 7,459
Growth (Std., Next Year) 0.594 0.41 0.054 7.722 7,447
Central Bank Transparency
Overall 7.7 3.29 0 15 24,593
“Western Countries” (WE) 9.4 2.97 1 15 9,456
Asia-Pacific (AP) 6.7 3.27 0 14 5,757
Eastern Europe (EE) 7.2 3.07 1 14.5 6,376
Latin America (LA) 5.9 2.14 1 9 3,004
Speech 3.51 7.374 0 50 24,593
Turnover 0.16 0.37 0 3 24,593
VIX 21.33 9.21 10.02 70.33 24,593
Inflation Targeting 0.32 0.466 0 1 24,593
Forward Guidance 0.04 0.195 0 1 24,593
Notes: The table provides summary statistics for absolute cross-sectional mean forecast errors
(Abs. FE) and cross-sectional standard deviations (Std.) for the two financial variables (short-
term and long-term interest rates) and the two macroeconomic variables (inflation and growth,
with current-year forecasts and next-year forecasts). The table also exhibits the variation in cen-
tral bank transparency in the four subsets of geographic regions (“Western,” Asia-Pacific, Eastern
European, and Latin American countries). Speech is the number of speeches held by central banks
per month. Turnover measures replacement of central bank governors. VIX is the Chicago Board
Options Exchange Volatility Index. Inflation Targeting is a dummy for inflation-targeting policy,
and Forward Guidance is a dummy for forward guidance as policy instrument.

(ECB) forward-guidance dummy for the corresponding months. LVA
is given a value of 1 from January 2014 after joining the currency

union.

Table 2 offers summary statistics for the variables of the bench-
mark regressions. In the first set, we report the statistics for the



168 International Journal of Central Banking March 2020

absolute forecast errors of the four dependent variables. The absolute
cross-sectional mean forecast errors range from zero to a maximum
of 237 percent for inflation forecasts. In the second set, we present
the corresponding cross-sectional standard deviations, which range
from a minimum of zero to a maximum of 108. The third set yields
the details of the transparency index. It covers the whole (theoreti-
cal) range from zero to 15. In addition to the overall values, we report
the values for each of the four geographic areas. The fourth set con-
tains summaries of the other independent variables. The number of
speeches (our communication variable) has a mean of 3.5 per month
and a maximum of 50. For annual values of turnover of central bank
governors, the minimum is zero and the maximum reaches 3. The
VIX ranges from a minimum value of 10 to a maximum of 70, with an
average of 21. In 11 percent of the total number of observations, the
zero lower bound was effective. About 30 percent of our observations
are in countries with inflation-targeting policies. Around 4 percent
of observations coincide with forward-guidance periods.

4. Results

This section is divided into eight subsections. In subsection 4.1, we
describe our benchmark model and compare it with previous papers.
In subsection 4.2, we elaborate on our benchmark regression results,
and in subsection 4.3 we highlight differences to the previous litera-
ture. Subsection 4.4 examines the impact of the level of transparency.
Subsection 4.5 deals with the outcome from an inflation-targeting
regime. Subsection 4.6 discusses the effects of forward guidance, sub-
section 4.7 analyzes regional effects, and subsection 4.8 compares
the results since the financial crisis with those obtained before the
crisis.

4.1 Benchmark Model

We begin with an explanation of our basic fixed-effects regression
model. It is given by

Yint = a+vi+Bsp-Speech, , + frr - Transp., , + fBro - Turnover;
+Bvix - VIXy + By - Hp +Br - Ty + Bz - ZLB; ¢ + €i n s
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where 7 is the country, h is the forecast horizon, and ¢ is a monthly
time index.

Our left-hand-side variable Y; ;¢ is either the logarithm of the
absolute cross-sectional mean forecast error (log[|FE;|]) or the
logarithm of the cross-sectional standard deviation of forecasts
(log [0i,1,¢]) provided by Consensus Economics. Our forecast vari-
ables are short-term interest rates, long-term interest rates, the per-
cent change per annum of the CPI, and the growth rate of real
GDPH

On the right-hand side, « is the intercept, and v; is the fixed
effect for country 7. Speech; ; captures the number of speeches held
by central bank representatives of country i between t — 1 and t.
Transp.; ; denotes central bank transparency. Turnover; ; stands for
the number of central bank governor turnovers, and VIX; represents
the volatility index. Hy, is a horizon fixed effect for the forecast hori-
zon, only used for CPI inflation and real GDP growth forecasts, T,
is a yearly fixed effect to capture a possible time trend, and ZLB; ;
is a dummy for the zero lower bound (only used for short-term and
long-term interest rates).

No potential endogeneity arises. All right-hand-side variables are
taken at the point in time when a forecast is formed (or the day
before). For instance, for the U.S. CPI inflation forecast formed on
June 11, 2012 for the end-of-year CPI inflation, all right-hand-side
variables are measured on June 11, 2012 (or June 10, 2012). For
the number of speeches in June 2012, we counted all speeches held
between May 15, 2012 (because the forecast day in the previous
month was May 14, 2012) and June 11, 2012. As we described in sub-
section 3.2, speeches are announced months in advance, making our
communication proxy a well-defined exogenous variable. The VIX
is taken with its value on June 10, 2012 (the day before the fore-
cast is formed). Hence, while higher uncertainty about stock prices
on June 10, 2012 makes forecasts formed on June 11 more uncer-
tain, a reverse effect is not possible. For this reason we do not treat
survey dispersion as a measure of uncertainty as is commonly done
in the literature. Turnover and transparency are also well-defined
exogenous variables. It is highly unlikely that a major change in the

8Estimates for consumption growth and industrial production growth are
available upon request.
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management of the central bank, a turnover, materializes because of
forecasters’ performance. For transparency, it is impossible that one
single, even extreme, forecast error realized in December 2012 moti-
vates a central bank to change its transparency and communication
policy in June 2012 (before the forecast error is observed).

Compared with previous research, we introduce three important
new variables: the number of speeches, the turnover of the cen-
tral bank’s governor, and the zero-lower-bound constraint. These
three variables extend the empirical literature on central bank trans-
parency along three dimensions. They allow us to (i) make a clear
distinction between transparency and communication; (ii) account
for potential implications that uncertainty in a central bank’s man-
agement can have on forecasts; and (iii) consider special constraints
on monetary policy which arose due to the financial crisisFl Subsec-
tion 4.6 goes even further and extends our benchmark model with a
variable for forward guidance.

We distinguish three measures of the dependent variables. The
first is the absolute forecast error, the second is the cross-sectional
standard deviation, and the third measure is the interquartile range.
In the literature following Mankiw, Reis, and Wolfers (2003), the
favorite measure of cross-sectional dispersion is the interquartile
range of forecasts. Arguably, the advantage of this measure over the
simple standard deviation is that it is insensitive to outliers, which
might be important in the analysis of survey data.

A fundamental distinction from previous papers arises in the
way we calculate the dependent variables. In order to avoid that the
residuals follow a pattern, we take logs of the dependent variables[1d
Besides heteroskedasticity issues, there is a clear-cut lower bound to
the value residuals assume in our setting. However, taking the log of
the absolute cross-sectional mean forecast errors and the log of the
cross-sectional standard deviation generates well-behaved residuals.
Note that taking the log of the interquartile range does not elim-
inate the “truncated” pattern in the residuals. For this reason, we

9In addition, we employ the VIX instead of GARCH estimates as an uncer-
tainty measure.

10%We are grateful to Massimilano Marcellino for suggesting this data transfor-
mation.
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only use the log of cross-sectional standard deviations of forecasts
as a dispersion measure.

In addition, we use panel clustered standard errors, where we
cluster around countries. Variance estimates using panel clustered
standard errors are consistent, as shown by Stock and Watson
(2008). The procedure has three advantages: it allows us to get rid
of incomnsistent variance estimates, to take heteroskedasticity into
account "] and to correct for correlation in the forecast errors arising
from overlapping forecast horizons.

4.2  Benchmark Regression Results

In this subsection, we discuss the results of the benchmark regres-
sions. We pursue a conservative approach and execute two-sided
tests for significance of the coefficients['] The results are summarized
in table 3 for absolute forecast errors and for standard deviations.

The findings are sobering. Transparency does not improve the
predictability of financial and macroeconomic variables. More effec-
tive is the influence of greater transparency on forecast dispersion by
reducing the misalignment among forecasters of interest rates and,
especially, inflation.

The main and most important novel contribution to the liter-
ature relates to communication, which, as discussed, is measured
by the number of central bank speeches. Three results arise. First,
communication exerts a much greater influence on private forecast
performance than transparency. Second, intensive communication
activities make it more difficult to forecast inflation and real GDP
growth. More communication also increases the dispersion in fore-
casts of inflation and interest rates. Third, in terms of statistical

' As Santos Silva and Tenreyro (2006) pointed out, heteroskedastic residuals
coming from a log-linearized model lead to biased estimates of the true model
parameters. However, a visual inspection of the residuals of our benchmark model
shows that at least the residuals under our log model for absolute forecast errors
do not exhibit heteroskedasticity. In the log model for cross-sectional standard
deviation, heteroskedasticity cannot be excluded by visual inspection, but seems
to be rather a minor issue.

12 A one-sided test would be appropriate if the estimated value departs from the
reference value in only one direction. However, as summarized above, in theory,
departures are possible in both directions.
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significance, the effect of speeches on inflation forecasts is high-
est. We provide a discussion and interpretation of these results in
section 6.

The further analysis sheds light on the effects of politico-
institutional aspects of central banks as measured by the turnover
rate. The results suggest that instability in the management of cen-
tral banks (turnover variable) makes the inflation outlook for the
current year more uncertain and also reduces the predictability of
future interest rate actions of the central bank in the 12 months
ahead. Moreover, interest rate forecasts at the three-month horizon
become more heterogenous.

The VIX plays an important role in all regressions of forecast
dispersion but one. The higher market uncertainty is, the wider the
dispersion becomes. In the same vein, market uncertainty makes
interest rate predictions at the three-month horizon less precise. By
contrast, it increases the accuracy of next year’s GDP and long-term
interest rate forecasts.

Another result is that when the zero lower bound is reached,
short-term interest rates become easier to predict. By contrast, the
zero-lower-bound constraint has no effect on forecasts of long-term
interest rates. The latter finding is in line with Jain and Sutherland
(2018). Neither does the ZLB affect the dispersion of interest rate
forecasts.

Finally, the fit of the regressions is higher for dispersion as a
dependent variable. For this type of regression, the best fit is found
for growth forecasts and inflation.

4.3 Differences to the Literature

As we pointed out in section 1, we depart from previous papers
along several dimensions. In terms of estimation strategy, we take
the log of the independent variables instead of their level. This leaves
the results unaffected. Hence, while the log generates well-behaved
residuals, it does not affect the results either in quantitative or qual-
itative terms. Detailed results are shown in the appendix in tables
A1-AA4.

By contrast, including the yearly dummy in the benchmark
regression leads qualitatively to similar results, but the number of
significant coefficients in the regressions on transparency decreases.
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Thus, our use of a time dummy explains largely the difference to the
findings of previous work that reports significant effects of trans-
parency such as Naszodi et al. (2016). However, our results relating
to communication are not affected by the time dummy, except for
the accuracy of long-term interest rates, whose coefficient becomes
insignificant.

Moreover, the absolute oil price change is often used in such
regressions. Large changes in oil prices are associated with larger
uncertainty. Since in most cases this variable was not significant, we
refrain from including it in our benchmark regression.

4.4 Impact of Transparency Level (Breakpoint 10)

Are there diminishing marginal returns from greater transparency?
To answer this question, we analyze whether the worsening in the
accuracy of forecasts arising from more communication shown above
also holds at central banks whose transparency level is below 10,
using a corresponding dummy. This threshold corresponds to the
upper third of possible levels. As can be seen in table 4, except
for short-term growth forecasts, more communication has similar
effects on forecast errors irrespective of levels of transparency. Hence,
the impaired quality of forecasts that arises from more communica-
tion observed in the whole sample cannot be attributed to distinct
degrees of transparency. In this sense, we hardly find evidence of
diminishing marginal returns from more transparency.

4.5 Inflation Targeting

A monetary policy strategy widely deemed to increase the trans-
parency of policymaking is inflation targeting (IT), and some atten-
tion has been devoted to its effect on forecast performance. Cecchetti
and Hakkio (2009) estimate how it affects the dispersion of private-
sector forecasts of inflation. Using a panel data set that includes 15
countries over 20 years, they find no convincing evidence that IT
reduces forecast dispersion. The results reported by Crowe (2010)
for 11 countries suggest that IT improved the inflation forecasts for
those whose initial forecast accuracy was worst, without harming
the best forecasters.

We add to the evidence by assessing whether and how the intro-
duction of IT has had any repercussion on the quality and standard
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deviation of forecasts of inflation, as well as of short-term and long-
term interest rates. For this, we added a dummy for the presence
of IT, which interacts with our communication and transparency
variables, to the regressors of the benchmark analysis (IT; ;). The
regression equation is now

Yint = a+v;+ Bsp - Speech; , + Bsprr - Speech; , - 1T, ;
+ Brr - Transp.; , + Brrrr - Transp., , - 1T ¢ + Brr - 1T,
+ Bro - Turnover; ; + By ix - VIXy + By - Hy + Br - Ty
+08zLp - ZLBit +¢€int-

Some interesting results emerge from this analysis. As can be
inferred from table 5, communication and transparency of infla-
tion targeters affect the quality of short-term interest rate fore-
casts in opposite ways. Whereas increased communication improves
their accuracy, greater transparency leads to less-accurate forecasts.
Moreover, inflation targeting weakens the forecast alignment effect
from more transparency. By contrast, communication of inflation
targeters does not affect forecasts’ heterogeneity differently from
non-inflation targeters. Overall, it seems that higher levels of trans-
parency are especially critical in countries that pursue an inflation-
targeting strategy.

4.6 Forward Guidance

In this subsection, we examine whether forward guidance has
improved the predictability of interest rates. For this purpose, we
add a dummy capturing forward guidance (FG;;) to the list of
benchmark regressors, which interacts with both the speech and the
transparency variables. The fixed-effects regression model becomes

Yint = a+v; + Bsp - Speech; , + Bsprg - Speech, ; - FG; ¢
+ Brr - Transp.; , + Brirg - Transp.; , - FG;+ + Bre - FGi
+ Bro - Turnover; s + By rx - VIXy + By - Hy + B - Ty
+BzLB  ZLBii + €int-

As outlined in table 6, the combination of increased communi-
cation with forward guidance has effects on the quality of interest
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rate forecasts that differ from those on their homogeneity. On the
one hand, more communication increases the inaccuracy of long-
term interest rate forecasts. The same effect is caused by more
transparency (three months ahead). On the other hand, intensified
communication reduces the heterogeneity of short-term interest rate
forecasts one year ahead. Summarizing, more communication and
transparency under forward guidance makes forecasts of long-term
interest rates less accurate.

4.7  Results Related to Geographic Regions

We also ran our benchmark regression for the four regions defined by
Consensus Economics. The regions are “Western countries” (WE),
Asia-Pacific (AP), Eastern Europe (EE), and Latin America (LA).

Overall, we find region-specific results. More-frequent communi-
cation worsens CPI inflation forecast accuracy in “Western coun-
tries” and in the Asia-Pacific region. On the other hand, higher
transparency makes it more difficult to forecast inflation in Latin
America, but it improves the forecast accuracy of both short-term
rates at the 3-month forecast horizon in the Asia-Pacific area and
long-term interest rates in “Western countries” at the 12-month hori-
zon. For real GDP growth forecasts, we do not find any particular
regional effect, neither for communication nor for transparency.

As far as forecasts’ cross-sectional standard deviation is con-
cerned, we do not observe any regional effect related to trans-
parency. By contrast, for communication we find that in Latin
American countries more-frequent communication decreases real
GDP growth forecasts’ dispersion. However, more-frequent commu-
nication increases dispersion of short-term interest rate forecasts at
the 3-month horizon in “Western countries” and long-term interest
rate forecasts at the 12-month forecast horizon in Eastern European
countries.

4.8  Financial Crisis of 2007-08

Has the financial crisis influenced the quality and alignment of fore-
casts? In order to analyze this important question, we constructed a
dummy for the financial crisis, starting in August 2007. The results
are in table 7. According to it, the effects of transparency and
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communication have changed since the financial crisis. Before the
crisis, more-intense communication reduced the errors in forecasting
inflation (for the next year) and short-term interest rates (for the
next three months). Since the crisis, more communication has wors-
ened the quality of these forecasts. Moreover, more communication
has increased the dispersion of real GDP forecasts for the next year
and long-term interest rate forecasts for three months ahead.

Related to transparency, the evidence is even more compelling.
Since the financial crisis, greater transparency has impaired the
quality of forecasts, especially those relating to inflation and short-
term and long-term interest rates. In terms of forecast dispersion,
while more transparency had a dispersion-decreasing effect, since the
financial crisis this effect has decreased or has even been offset.

Overall, intensified communication and transparency since the
financial crisis made it unambiguously more difficult for private fore-
casters to predict macro and financial variables compared with the
pre-crisis period.

5. Robustness

We redid the estimations with a variety of alternative regressors.
In sum, the benchmark results remained valid. We performed the
following robustness checks[3

e Transparency Subindexes: Neuenkirch (2013) employs the
overall transparency index by Eijffinger and Geraats (2006)
and the five subindexes until 2009 for money market fore-
casts in 25 emerging market countries. The result is that
all subindexes improve market expectations, with political
transparency having the largest effect. We replace the overall
transparency index by its five subindexes as regressors: polit-
ical transparency, economic transparency, procedural trans-
parency, policy transparency, and operational transparency.

The results are heterogeneous. At odds with Neuenkirch
(2013), we find no effect of any transparency subindex on
short-term interest rates’ forecast accuracy. By contrast, oper-
ational transparency has some beneficial effects in terms

13Estimates of all robustness checks are available upon request.
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of accuracy and homogeneity of forecasts. In particular, it
improves the accuracy of real GDP growth forecasts for next
year and decreases heterogeneity of inflation and interest rate
forecasts. Increasing political transparency produces mixed
effects. On the one hand, it aligns short-term interest rate
forecasts. On the other hand, it worsens the accuracy of real
GDP forecasts for next year. Finally, more policy transparency
worsens outcomes for long-term interest rate forecasts at the
three-month horizon.

o FExcluding Euro-Area Countries: So far, we have used all fore-
casts from the euro-area countries. To eliminate a potential
overweight of the ECB—for instance, we have 17 euro-area
countries in the calculation of absolute CPI forecast errors—
we excluded all euro-area countries except for German and
redid the regression for forecast errors and cross-section stan-
dard deviations.

Our benchmark results are confirmed. The only change
compared with the benchmark is that transparency has a
weaker (alignment-enhancing) effect on the standard devia-
tions of short-term and long-term interest rate forecasts.

e Uncertainty Measures: We also checked whether the results
remain unaltered if we replaced the VIX with the uncertainty
measures from Jurado, Ludvigson, and Ng (2015) and the
30-day return volatility of country MSCI stock market indexes.

Evidence obtained in the benchmark analysis remains
unchanged for the measure by Jurado, Ludvigson, and Ng
(2015). Transparency has no effect on forecast precision, but it
does reduce forecast dispersion. By contrast, communication
worsens the quality of forecasts and increases their dispersion.
The effect of uncertainty itself on forecast errors is, contrary
to the VIX utilized in the benchmark, significant for infla-
tion forecasts. Contrary to the VIX, this uncertainty measure
turns out to exert an insignificant effect on the standard devi-
ation of inflation and GDP growth forecasts, for which the
VIX yielded highly significant results. In addition, replacing
the VIX with the 30-day return volatility of country MSCI

Y For instance, Middeldorp (2011) only used observations from Germany in his
analysis.
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stock market indexes does not change the results related to
transparency and communication either.

e Only Basic Central Banks Sample for Speeches. As
explained in subsection 3.2, the number of central banks
reporting their speeches to the BIS increased over time. As
a further robustness check, we repeated the benchmark analy-
sis but limited it to the group of central banks, the majority,
which has reported to the BIS on a regular basis since 1998.
While the evidence of communication does not change, trans-
parency, which in the benchmark analysis significantly reduces
forecasts’ misalignments, has no effect anymore. Therefore, we
conclude that the dispersion-reducing effect of increased trans-
parency that we observe in the benchmark regression is due
to the newly reporting central banks.

e Only Months with Speeches: In the benchmark regressions we
included observations in the months when actually no speech
was delivered. As a robustness check, we eliminated these
observations from the sample. The general message did not
alter [

e Seasonality of Speeches: We also ran our benchmark regression
excluding July, August, and December since many countries
have holidays during these months. Results do not change.

e Fxclusion of Outliers: We excluded the countries with the
largest outliers in terms of forecast errors and took into
account the number of forecasters. The results do not
Change

o Revised GDP Figures: Finally, we found that real GDP growth
forecasts react only a little to transparency and communica-
tion. However, as is well known, realized GDP figures are reg-
ularly revised. To account for this fact, we produced a proxy
for GDP growth figures in real time to calculate absolute fore-
cast errors. Our proxy is the December real GDP growth

15See figure 1.

6The coefficient of speech in the benchmark regression with absolute cross-
sectional mean forecast errors as the dependent variable turned negative for
interest rate forecasts but was largely insignificant.

"For CPI inflation forecasts, the largest absolute forecast errors (greater than
25 percentage points) are in ARG, BGR, BLR, MDA, RUS, TUR, UKR, and
VEN. For interest rate forecasts, the outliers are ARG, IDN, and VEN.
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forecasts for the current year (i.e., about three weeks’ fore-
cast horizon) as the nearest value to the effectively realized
GDP growth figure. We reran the benchmark regression for
absolute forecast errors using forecast errors calculated with
this proxy. Overall, the main message concerning communica-
tion and transparency remains unchanged, but its significance
decreased.

6. Policy Implications

How do we read the results found in this paper in terms of policy
implications? When it comes to transparency, the policy implica-
tions are not clear-cut. If the policy objective is to get forecasters to
provide more-precise forecasts, our results suggest that transparency
is not an adequate tool to achieve it. If the objective is to align indi-
vidual forecasts, then the general normative implication seems to
be an increase in transparency. However, this result seems to be
attributable to a selection of central banks that have more recently
reported their speeches to the BIS.

In relation to speeches, our empirical results suggest that more-
frequent communication increases the uncertainty of their recipients
and/or that central banks communicate less precisely. This implies
that in order to improve the quality of forecasts of variables that
are central to monetary policymaking and align them among profes-
sional forecasters, central banks ought to speak less often.

The important question, then, is whether less-precise communi-
cation is an unintended effect of too much talk or whether it is a
deliberate choice. The latter is not unrealistic. A case in point is
particularly uncertain times, when the central bank may want to
convey to the markets an increased uncertainty underlying its own
forecasts or to dampen market participants’ risk-taking behavior.

However, the second explanation is more realistic, for it is dif-
ficult to imagine that a central bank deliberately chooses to keep
raising the uncertainty in the markets over time. The reason, as
noted by Blinder (2007), is that the policy-effectiveness argument
for central bank transparency boils down to teaching the markets
to “think like the central bank.” Doing so will enable the central
bank to manage expectations of future monetary policy better and,
in particular, to keep them in line with its own thinking.
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According to Blinder (2004), there is no one “right way” to com-
municate. The most-appropriate forms of central bank communica-
tion with the public, the government, and the markets depend on the
nature of the monetary policy committee. One potential disadvan-
tage that is particularly relevant for an individualistic committee is
that it may speak with too many voices, creating cacophony. Blinder
(2007) argued that individualistic committees seemed to have coped
with their potential cacophony problem.

Or have they? In a recent publication, Blinder (2018) seems to
have a more nuanced view on this issue, predicting that the cacoph-
ony problem on monetary policy committees will not go away soon.
The empirical evidence in this paper suggests that the number of
speeches has created confusion rather than clarity.

To corroborate this conjecture, we regressed on a variable relat-
ing to central bank independence in lieu of (in)stability Both a
higher turnover rate and a higher CBI index point qualitatively in
the same direction. Both suggest a negative effect on the quality
of forecasts, although they measure two distinct dimensions of the
politico-institutional framework of central banks, mirrored in a cor-
relation coefficient of —0.0026. The evidence seems reasonable for
the turnover variable. More difficult is rationalizing the evidence
associated with the CBI variable. After all, the central bank inde-
pendence/credibility literature points to increased credibility aris-
ing from greater independence with potential favorable knock-on
effects on the variance and predictability of variables. However, our
CBI variable covers several dimensions of a central bank’s structure.
One possible dimension is consistent with the observation made by
Blinder (2004) that central bank independence promotes the switch
to committee decisions rather than individual decisions. This switch
may have raised the risk that the central bank speaks with a cacoph-
ony of voices.

As an additional corroborating factor for this argumentation,
we constructed a variable that captures the size of monetary policy

8Central bank independence (CBI) is proxied by the unweighted indepen-
dence index constructed by Dincer and Eichengreen (2014). It runs from 0 (lowest
independence) to 1 (highest independence) and ends in 2010. Benchmark model
estimates replacing turnover with CBI are available upon request.
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committees[' The correlation of committee size with the number
of speeches is 40.74. This suggests that the number of speeches
increases in committees’ size. Moreover, the correlation of committee
size with the CBI variable is +0.51. Hence, although causality may
run in both directions, these correlations may suggest that the more
independent central banks are, the larger the size of the monetary
policy committees, and the larger the monetary policy committees
are, the more speeches they deliver. This may be one explanation
for the rise in the number of speeches over the years that underlie
the rise of potential cacophony.

To sum up, we find that the more speeches central banks give, the
greater the confusion this creates among forecasters. Whether this
arises from too many voices about monetary policy issues or from
too many topics not directly related to monetary policy decisions,
such as climate change, education, or inequality, is an important
avenue for future research. This is particularly important given our
evidence that more communication and transparency have worsened
the quality of forecasts and increased their misalignment especially
after the financial crisis.

7. Conclusions

By increasing market participants’ ability to predict future pol-
icy actions, transparency is expected to increase monetary policy
effectiveness. Anticipation of the central bank’s actions results in
a smoother operation in the first steps of the transmission mecha-
nism between policy actions and economic activity and inflation. The
question therefore is: Does central bank communication and trans-
parency affect macroeconomic forecasts at all and in the intended
way? We answer this question based on a large sample of countries
for financial and macroeconomic variables important for monetary
policymaking.

The answer is only partially affirmative. Particularly, we show
that a clear distinction between central bank communication and
transparency should be made. Our main finding is that more
speeches worsen the accuracy and precision of financial and macro-
economic forecasts. This insight had been anticipated by Simon

19See Lustenberger and Rossi (2017a) for details.
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(1971), for whom “a wealth of information creates a poverty of
attention.” It also lines up with the conclusions drawn by, for
instance, Morris and Shin (2002), Kahneman (2003), Sims (2003),
and Blinder (2004), for whom uncoordinated communication might
actually lower, rather than raise, the signal-to-noise ratio and, in
turn, hamper the operation of monetary policy. Stated differently, a
“central bank that speaks with a cacophony of voices may, in effect,
have no voice at all” (Blinder 2004, p. 57). Thus, speaking less may
be beneficial for central banks that want to raise predictability and
homogeneity among financial and macroeconomic forecasts. We pro-
vide some evidence that this may be particularly true for central
banks whose transparency level is already high.

Our results also show that we should not expect too much from
greater transparency either. We provide compelling evidence that,
in general, central bank transparency is not an effective instrument
to improve the accuracy of private forecasts.

At a more detailed level, our results suggest that intensified com-
munication and transparency since the financial crisis made it unam-
biguously more difficult for private forecasters to predict macro and
financial variables compared with the pre-crisis period.

Overall, it seems that higher levels of transparency are especially
critical in countries that pursue an inflation-targeting strategy.

A related question is whether a forward-guidance policy as pur-
sued after the crisis has borne fruit. The evidence is mixed. For-
ward guidance combined with intensified communication worsened
the quality of long-term interest rate forecasts but reduced the dis-
persion of short-term rate forecasts. Increased transparency in a
forward-guidance regime produced partly less accurate long-term
interest rate forecasts.

Overall, the empirical evidence supports the view expressed by
Cukierman (2009), who probes the limits of transparency in gen-
eral. He argues that given the high degree of opacity in the past, it
is highly likely that the move of central banks over the last 20 years
towards openness to the public has improved matters. However, he
also reminds us that since sufficiently high transparency is now in
place and is part of the orthodoxy, the time has come to take a more
realistic look at the limits of its feasibility and desirability. That
said, we also provide evidence that more transparency contributes
to aligning single forecasts with each other. From this perspective,
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transparency seems to provide the anchor by which agents’ forecast-
ing actions are coordinated. Thus, what seems to be important in
the discussion about more or less central bank transparency is to
make a clear distinction between its effect on forecast accuracy and
its effect on forecast dispersion.

In a more general context, our results make a contribution to
the theoretical literature on the social value of information. The
general message arising from our empirical analysis is that more
public information may make it more difficult for agents to deduce
its content.

We also make a contribution in highlighting the importance of
the stability and independence of central banks to the quality of
private-sector forecasts. Our finding on this account is that a higher
turnover of governors tends to reduce the precision of short-term
interest rate and inflation forecasts. Greater central bank indepen-
dence could worsen the quality of forecasts, perhaps by increasing
the size of monetary policy committees that may lead to cacophony.

We have identified the communication of the central bank by
the number of speeches. Future research could extent the analy-
sis. According to Freedman and Laxton (2009), there are additional
important means for the central bank’s views to reach the public,
such as monetary policy reports, inflation reports, press releases, and
minutes. Ideally, all means of central bank communication should
complement each other to get their message across most effectively.
Otherwise, there is a risk of overcommunicating and transmitting
different messages through the various channels. While some of these
communication tools are captured by our transparency index, a more
in-depth analysis may provide evidence of their effectiveness. This is
the case in Jain and Sutherland (2018), who identify the communica-
tion by the central bank projections typically disseminated in mon-
etary policy reports and inflation reports and find the projections to
be important inputs to private forecasts.

Future research could also track the evolution of committee
sizes and analyze the effects per speaker. Another extension could
examine the content of speeches along various dimensions, such
as their length, comprehensibility and keywords, and accounting
for endogeneity issues. This would allow to tackle the question of
whether cacophony arises from too many speeches about all sorts of
issues not directly related to monetary policy or from a variety of
voices on monetary policy issues.
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