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o,

(20)
L]y}.jln(aij) + 0Sim, + Y'Z, + &,

Hop RS RTE MA&ZZ 5 , 8 X AN Rl 4 BT 3, AS SCARHE ATC HE U] 0 BIC v ) 43 531 1
B ARCH Z 0 1 GARCH RN B o Sim 38 78 47 36 38 SCAS AL BE , 76 S UE 20 A o 43 ) 2% 88 S0 AR
AHALBE Sim X 2511 3 JBEEE T g AAME i S i sh e . Z, Fon sl A8 & .

M., EIEERFH

(—) ik rEgeit

1 AR SCESUE AT B S B B R PE ST o DN Rl 378 BT LA B At 1A 30 [ £ 3
IS A5 AR AR RO2E 73 | R LR FITRIE AR Bk 0 L b N R 5 56 ST A o )4 X B 2E /Y
i £ A0 08 12 59 WY 40 i 25 0, % W] EGARCH B B TE H] T A SCARYTHEE 0 B o SCAR AL 5 AN 7 M 1Y
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T o, <po,,-1<p,<0,075:

da 20, + 2p,, po,
TR Ty Dol >0 (22)
do, (o). +o,+po;+2,po.0,)
I 3t B SC A AR ARLBE S
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Will Uncertainty Affect the Effectiveness of Central Bank

Communication
GUO Yumei, GUO Junjie (Central University of Finance and Economics, 102206)
Summary: In the complex economic environment, managing expectations through central bank
communication has become more and more crucial to stabilizing the economy, but China still needs to solve
two puzzles regarding expectation management of monetary policy. The first puzzle is the contradiction

between theory and reality: while most previous studies have found central bank communication effective,
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“weaker expectations” still exist in the real economy. Is it because central bank communication is
ineffective, or is it due to other factors? The second puzzle is the contradiction between theory and
empirical evidence: the main mechanisms studied in theory are difficult to explain the results of empirical
research on the similarity of central bank communication texts based on textual analysis.

This paper employs a dynamic model to investigate the impact of central bank communication on
market volatility and the offsetting effects of economic uncertainty through the information mechanism. It
also seeks to explain the puzzles of expectation management in China from the perspective of uncertainty.
Text similarity, which reflects the difference between current and past texts, is an important indicator for
measuring the information content and studying the information mechanism in the context of central bank
communication. Under the information mechanism, a decrease in the similarity of central bank
communication texts results in a decline in market volatility. This occurs when the decreased similarity is
attributed to the dissemination of new information by the central bank, which is subsequently utilized by the
public to inform their decision-making processes. The provision of new information can coordinate market
expectations, and thus a decrease in similarity will reduce market volatility. However, as rising uncertainty
increases market volatility while decreasing the similarity of central bank communication texts, the
uncertainty factor dominates the effect of the information mechanism. This implies that if the relationship
between the similarity of central bank communication texts and market volatility is used to assess the
information mechanism of central bank communication without considering uncertainty, it will result in a
misleading interpretation of the information mechanism. The results of our benchmark regressions and
robustness tests indicate that the PBOC’s communication affects the operation of the bond market, stock
market and exchange rate market through the information mechanism. Furthermore, the RMB exchange rate
reform in 2015 was employed to test the information mechanism in the transmission of central bank
communication.

The contributions of this paper are three-fold. First, this paper argues and identifies the information
mechanism of central bank communication based on theoretical and empirical research. The study adds to
theoretical research on central bank communication, and moreover is important for improving the
effectiveness of central bank communication policy. Second, this paper proposes and analyzes the offsetting
effect of the uncertainty factor on the information mechanism, which can be used to resolve the two puzzles
that exist in the studies of expectation management, and reveals that the two puzzles are mainly caused by
the neglect of the effect of uncertainty factor. Third, this paper provides a dynamic theoretical framework
for the textual study of central bank communication.
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