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Abstract

Central bank communication is an increasingly important policy tool, but its im-
pact on market expectations arises through many potential channels. We use the
publication of the Bank of England’s Inflation Report to study the market impact
of communication about expected future economic conditions can move short- and
long-run market rates. We find compelling evidence for a long-run information ef-
fect driven more by narrative than by quantitative forecasts. The dominant channel
of this effect operates largely via its impact on the term premium through narrative
about risks and uncertainty. We conclude that central banks can impact long-run
interest rates without making explicit future policy commitments.

Keywords: Monetary Policy, Communication, Machine Learning

JEL Codes: E52, E58, C55

∗Omiros Papaspiliopoulos and David Rossell provided numerous helpful suggestions on the statistical
methodologies used in this paper. We would like to additionally thank, for comments, discussion and
suggestions, Michael Ehrmann and Jonathan Talmi as well as seminar participants at the Banco do Brazil,
Bank of England, ECB, Empirical Macroeconomics Conference at Ghent University, Higher School of
Economics, New Economic School, Norges Bank, Oxford/NY Fed Conference, RCEA conference, and
UPenn. This paper has been prepared while McMahon was under the Lamfalussy Fellowship Program
sponsored by the ECB. This views expressed here do not necessarily represent the views of the Bank
of England, the Monetary Policy Committee, Financial Policy Committee, the ECB, the Eurosystem or
anyone else other than the authors. Any errors remain ours alone.

†University of Oxford, Alan Turing Institute and CEPR. Email: stephen.hansen@economics.ox.
ac.uk

‡University of Oxford, CEPR, CAGE (Warwick), CfM (LSE), and CAMA (ANU). Email: michael.
mcmahon@economics.ox.ac.uk

§Bank of England. Email: matthew.tong@bankofengland.co.uk

stephen.hansen@economics.ox.ac.uk
stephen.hansen@economics.ox.ac.uk
michael.mcmahon@economics.ox.ac.uk
michael.mcmahon@economics.ox.ac.uk
matthew.tong@bankofengland.co.uk

