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1. Why communicate?

Why communicate?




Recognising trade-offs: Winkler’s triangle

EFFICIENCY

HONESTY CLARITY

Developing effective communication




Developing effective communication

The ECB’s monetary policy strategy

Primary objective of price stability

Governing Council takes
monetary policy decisions
based on an overall
assessment of the risks to
price stability

Analysis of
economic Analysis of
dynamics and monetary trends
shocks

Full set of information




Key strategic principles
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2. Communicating about:

» Objectives




Quantitative definition of price stability

Inflation expectations in the euro area

10-year break even inflation rate
derived from HICP-indexed bond yield

ECB survey of (monthly average)

professional forecasters
(HICP inflation 5-years ahead)

Consensus economics

(inflation expectations
5-10 years ahead)

2000 2001 2002 2004 2005
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2. Communicating about:

e |nstruments

Short-term predictability of monetary policy

| Range of outcomes
for group of leading
central banks

[ (Fed, BoE, BoC, RBA,
SNB, RBNZ)

Hit rate 1 Hit rate 2




Short-term predictability of monetary policy

| Range of outcomes
for group of leading
central banks
| (Fed, BoE, BoC, RBA,
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Decomposition of changes in money market rates
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News in monetary policy announcements
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2. Communicating about:

* Indicators

Case study — monetary analysis

Long-term predictability of monetary policy

Predictability of monetary policy

Anticipation of next
monetary policy
decision

Genuine understanding
of the objective of
price stability and the
systematic behaviour of
monetary policy
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Facilitating understanding of policy decisions

Monetary policy strategy

Create a framework for the
presentation of policy decisions
and their rationale
to the public

Organise data and analysis in a
manner that facilitates
appropriate policy decisions

Case study: The role of monetary analysis
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Relationship between money and prices

Consumer price
inflation
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Inflation
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The low frequency
component of monetary
growth is “correlated”
with the low frequency
movement of inflation.
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Low frequencies

Inflation

Monetary growth leads
inflation ...

... and the lead time
—
shift money series A\ - between these lOW
by 9 quarters Money frequency components
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is around 2 - 2v% years.

Business cycle frequencies
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(= “output gap”)
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High frequencies

Inflation
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Operationalisation
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Issue 1: Relevance of low frequency relationship

Issue 2a: Relationship with interest rate changes
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Issue 2b: Relationship with interest rate changes

Monetary dynamics and interest rate decisions

Interest rates
raised after period

cut despite
of strong more
strong M3 growth “tfindamental”

portfolio shifts M3 growth

Interest rates

2000 2001 2002 2003 2004 2005 2006

16



Issue 3: Presenting complexity

M3 and M3 adjusted for portfolio shifts

Official

M3 series
/™

M3 series
+ corrected for

portfolio shifts
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3. Concluding remarks

Concluding remarks
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M3 and net purchases of non-monetary securities

Portfolio shifts
into M3

Net purchase of
non-monetary securities

(rhs, inverted)

2001 2003

Measure of ri

into M3

2000

sk aversion

Portfolio shifts

Average level
1984-2005

2002 2003

More risk
averse
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Assessment of the liquidity situation

Official
M3 series

Official
M3 series

M3 series
corrected for

portfolio shifts

M3 series

corrected for A
portfolio shifts M~\
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Money demand stability
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Money demand stability

Type of test  Statistic P-value

Supremum
Mean
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