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Summary of the Paper

• Manual coding of a novel monetary policy lexicon (hawkish, dovish, neutral)

• Classify each phrase in the lexicon into six topics: activity, credit, foreign, exchange
rate, monetary policy, inflation

• Focus on press releases following monetary policy decisions
• Central Bank of Colombia (BanRep)
• The Central Bank of Chile (BCCH)
• Central Bank of Peru (BCRP)

• Count how often the lexicon phrases appear in the press releases, define tone

tonet,c = Ht,c −Dt,c

Ht,c +Dt,c +Nt,c

1/9



Summary of the Paperinterest rate are correlated. A fact that can also be seen in Figure A-2.

Figure 4. Evolution of tones in press releases
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Note: The first shaded area in all graphs denotes the great financial crisis episode from September 2008 to
September 2009. The second shaded area shows the turbulence in financial markets starting with the tapper
tantrum episode

Recall that every phrase in the lexicon has a topic tag, therefore, we can also keep track

of the topic during the construction of the tone itself. There will be count of hawkish, dovish

and neutral phrases stemming from each of the six topics. Therefore, we can decompose a tone

indicator in terms of the topics driving the phrases. We sum up the tone decomposition in

Figure 5, 6 and 7. We observe that in BanRep, the foreign outlook is important in moving the

policy tone from positive to negative between 2010 and may 2013. Inflation and monetary policy

topics explain the rise of policy tone after may 2013. By 2015 it is again the foreign outlook (for

example the drop of oil prices) that explains the dovish movement. A move toward a hawkish
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interest rate are correlated. A fact that can also be seen in Figure A-2.
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tantrum episode

Recall that every phrase in the lexicon has a topic tag, therefore, we can also keep track

of the topic during the construction of the tone itself. There will be count of hawkish, dovish

and neutral phrases stemming from each of the six topics. Therefore, we can decompose a tone

indicator in terms of the topics driving the phrases. We sum up the tone decomposition in

Figure 5, 6 and 7. We observe that in BanRep, the foreign outlook is important in moving the

policy tone from positive to negative between 2010 and may 2013. Inflation and monetary policy

topics explain the rise of policy tone after may 2013. By 2015 it is again the foreign outlook (for

example the drop of oil prices) that explains the dovish movement. A move toward a hawkish
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• Aggregate/topics tone indices

• Employ in a monthly 3-variable VAR:
{GDP%, Etπt+1y , Policy Tone}

• Impulse response functions (long-run and sign restrictions identifications)
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Comment 1: Man Against Machine
What methodology should we prefer?

Quantifying the tone/sentiment (dovish/hawkish):
• Manual coding dovish/neutral/hawkish
• Bag of Words/Dictionary
• Supervised machine learning/neural net/A.I.
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Comment 1: Man Against Machine
What methodology should we prefer?

Quantifying the tone/sentiment (dovish/hawkish):
• Manual coding dovish/neutral/hawkish
• Bag of Words/Dictionary
• Supervised machine learning/neural net/A.I.

Human sense of context, nuances vs machine powerfulness and lack of bias?
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Comment 1: Man Against Machine
Topics & Methodology – Pirozhkova, Ricco, Van Schoor, Viegi (in progress...)
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Comment 2: The Information Content
Interest rates and tone

Figure A-1. Tones shades
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Comment 2: The Information Content
Policy tones & interest rates correlate: rates are endogenous! =⇒ tones are endogenous!Interest rates and tone

Figure A-1. Tones shades
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Comment 2: The Information Content
Tones and Fundamentals

• Movements in tone are endogenous to the state of the economy

• ... as interest rates are (e.g. Sims 1980, 6= monetarist claims)

• Most of variation in MP instruments & tone is not exogenously generated by
random policy shifts

• It reflects the the policy stance conditional on the state of the economy and
expectations

• Tone/Rates need to be structurally decomposed into
• structural shocks
• MP shocks & information/forward guidance at di�erent horizons
• communications shocks, etc...
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Comment 3: Changes in Tones and Economic Shocks

Two Identifications:

• Long-run: a tone shock does not have long-run e�ects on GDP growth
(Blanchard-Quah)

• Sign restrictions: a tone shock (hawkish) reduces GDP growth during the first three
months, but is agnostic on inflation expectations
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Comment 3: Changes in Tones and Economic Shocks
Isolate the major empirical regularities 6= Causal IRFs!

a tone shock. Inflation expectations fall in about 0.05 points at the time of the shock. In the

case of Colombia, the growth rate of output tends to fall at times 0 and 1 after the shock. The

effect on inflation expectations tend to last strongly up to 4 months after the to shock. In Chile,

output growth falls but not clearly. Inflation expectations fall up to the second month after the

shock. For Peru, results confirm the effects of tone shocks on inflation expectations.

Figure 8. Response to one s.d shock in tone - BQ identification
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Results under sign-restriction identification.

Figure 9 shows the results for the three countries. In this case the results of a tone shocks over
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inflation expectations are not clear. There is a jump upwards in median inflation expectations

just after the communication shock and after a year it is somewhat on negative territory.

Figure 9. Response to one s.d shock in tone - Sign restriction identification
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5 Conclusions

This paper shows that a construction of a central-bank-specific lexicon can be valuable to con-

struct and dissect the underlying tone in monetary policy communications. We build monetary
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Missing Information?!
What can be missing?

7/9



Comment 3: Changes in Tones and Economic Shocks
Isolate the major empirical regularities 6= Causal IRFs!

Two Identifications:
• Long-run: a tone shock does not have long-run e�ects on GDP growth

(Blanchard-Quah)
Shock to long-run inflation?
Conventional MP shock?

• Sign restrictions: a tone shock (hawkish) reduces GDP growth during the first three
months, but is agnostic on inflation expectations

External shocks? Exchange rate shock?
Supply shock?
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Isolate the major empirical regularities 6= Causal IRFs!

Two Identifications:
• Long-run: a tone shock does not have long-run e�ects on GDP growth

(Blanchard-Quah)
Shock to long-run inflation?
Conventional MP shock?

• Sign restrictions: a tone shock (hawkish) reduces GDP growth during the first three
months, but is agnostic on inflation expectations

External shocks? Exchange rate shock?
Supply shock?

Many shocks in the economy...
Many omitted variables: interest rates, exchange rates, stock markets, . . .
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Comment 3: Changes in Tones and Economic Shocks
The problem of identification

• How do we identify innovations in CB’s communication?

• What are ‘news’ – ’changes of tone’, ’changes of topic’, ‘changes of stance’?

• How do news map in surprises w.r.t. to the agents’s info set?
• How do surprises map in ‘structural shocks’:

• shocks to economic fundamentals (supply, demand, external shocks, ...)
• policy shocks
• forward guidance
• change to policy response function, long-run, ...
• communication sun-spots (i.e. random policy shift)
• ...

• How do ‘shocks’ map into economic outcomes?

communication =⇒ news =⇒ surprises =⇒ structural shocks =⇒ outcomes
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Comment 4: Chinese Whispers (Ways Ahead)
Communication Channel

4
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Communication Channel

4

• It is also a representation of any ex-post ‘linguistic analysis’ of policy texts
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Comment 4: Chinese Whispers (Ways Ahead)

Communication Channel

4

• What do CBs talk about?
• How frequently do topics changes?
• ...
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Comment 4: Chinese Whispers (Ways Ahead)

Communication Channel

4

• What is the ‘coding’/language of the message?
• Is the coding stable? Chair/president specific?
• Do major changes in the ‘coding’ corresponds to regime shifts?
• Is the coding CB-specific?
• ...
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Comment 4: Chinese Whispers (Ways Ahead)

Communication Channel

4

• How noisy/blurry is the ‘channel’
• Endogenous attention allocation?
• Do media provide a distort/biased channel?
• ...
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Comment 4: Chinese Whispers (Ways Ahead)

Communication Channel

4

• What do agent understand?
• What are ‘surprises’ w.r.t. their information set?
• Are agents di�erent – consumers, professional forecasters, market participants?
• Dynamics in disagreement due to more prices/less precise signals?
• ...
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Comment 4: Chinese Whispers (Ways Ahead)

Communication Channel

4

• How does CB’s communication map into agents’ surprises?
• How do agents act upon them?
• Aggregate outcomes?
• ...
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