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1
Introduction

The last two decades have witnessed a substantial increase in transparency about 

inflation targeters

inflation targeting.
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1

publishing the interest rate path may be minor.

widely analysed in the literature. The literature on the relationship between central bank 
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1

New Keynesian model with learning to show that publishing the interest rate path lowers the 

On technical grounds our paper is directly linked to an increasing literature on 
learning4

4

current literature.
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2
The Model

1 +1

1 +1 +1

where  the nominal interest rate and the superscript 

 and  denote 
u 

1 +1

1 +1 +1

with 

1 1

where 

we set its standard deviation to 
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2

the output gap we use the unemployment gap. Taking into account that the variability 

1 1

=0

2
+

2
+ + + 1

2

For our model we assume =4 and 

higher than the weight on interest rate variability.

omitting these elements we are likely erring on the upside when assessing the relative gains 
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3

3

is assumed to be conditional on what the central bank reveals.

A
1

1

1

agents.

 and 

A
1

1

1

and

+1

+1

+1

A

 and  at periods  and 
 and 

shocks  and  arrive this can be used to generate  and .

The second variant  in that economic agents are assumed to 
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we consider two alternative solutions:

 and 

 and 

 and 

1 1

 and 

1 +1

1 +1 +1

1 1

 and 

solution is used to obtain  and .

where 
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3

.

The third variant 

timing assumptions as in  and . As in 

 to  as corresponding to publishing 
 to  as corresponding to 

additionally showing an interest rate path.

Table 1
Information structure applied in the model

central bank knows:
IS equation

Philips curve policy rule
IS equation

Philips curve policy rule
IS equation

Philips curve policy rule

public knows: –

): IS equation, 
Philips curve

Fraction : projection 
(additional data for 

estimation)

IS equation
Philips curve policy rule
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4

4.1 Simulations

 and 

periods ahead since 8

central bank loss in period  is computed as:

=1

2
+

2
+ + + 1

2

= +1

 is [ ]=
 and  is the argmin .

the baseline scenario it is assumed that the learning sample smpl
 to the perpetual learning gain 

smpl

4.2 Results

8

=
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Table 2
Baseline scenario parametrization

=80 =0.8

=4

where  versus variant  denotes average central bank 

 vs.  vs. . This points to 

 can end up with disappointing 

 along the 

central bank communication channel as support to other transmission channels. 

. To 

 or  was altered. The 

 vs. 
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Table 3
Average central bank loss and gains in the baseline scenario

Case nick
Loss Gain (in per cent)

 vs.  vs. 

Standard Taylor rule STR 95.85 82.83 80.92 13.59 2.30

rule optimized for RE 
(variant V3)

RETR 121.62 78.83 76.77 35.18 2.62

optimized rule OTR 95.81 78.83 76.77 17.72 2.61

Table 4
Taylor rule coefficients in the baseline scenario

Case nick
Loss

Standard Taylor rule STR =1.5 =1.5 =1.5

rule optimized for RE 
(variant V3)

RETR =1.16 =1.16 =1.16

optimized rule OTR =1.17 =1.16

used by agents rises the central bank loss tends to be lower. This is in line with the intuition 

 and  remains substantially 
 and 

the remaining gains that can be achieved by additionally showing the interest rate path.

 or 
period 
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5
Conclusions

to start publishing interest rate paths. Although we strongly believe that most banks will 
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Targets

Learning and Optimal Monetary Policy

How should central banks communicate?

.

Keynesian Models with Inertia

Central bank transparency

Forecasts
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Decision on Interest Rates

The Expected Interest Rate Path: Alignment 
of Expectations vs. Creative Opacity

transparency?

Social value of public information

Knowledge

Does the Federal Reserve Have an 

Interest Rates

April. 

Discretion versus Policy Rules in Practice

Optimal Economic Transparency
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interest rates?

Interest and Prices
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Figure 1
Average central bank loss for different values of  under various monetary policy rules

Figure 2
Average central bank loss for different values of  under various monetary policy rules
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Figure 3
Average central bank loss for different values of  under various monetary policy rules
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1 +1

1 +1 +1

1 1

0 1 1

where:
•   is the state vector:

  =[
   with  and 

and interest rate in period 

•  =[
•  =[

1
1

1 where 1
+1

1 2
1

2 where 2
+2

1
1

1 where 1
+1

1 2
1

2 where 2
+2

1
1

1 where 1
+1

•  and the matrices 0  and 

0

1 1 2 2 1
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1

1 1 1
1

1
1

1
2

1
2

1
1

1

1 2 1 2 1

solved using his algorithm.
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