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The Measurement and Macroeconomic Effects of Ambiguity in Central

Bank Communication
CHEN Liangyuan (Sun Yat-Sen University, 519082)
LIN Jianhao, QIU Yun (Sun Yat-Sen University, 510275)
Summary: As an important tool for expectation management, central bank communication plays a crucial
role in shaping market expectations and improving the effectiveness of monetary policy. However, due to
institutional and economic constraints, it may also release information on multiple policy stances, and fail
to clearly convey information to the public. Therefore, an important question arises: how to measure the
ambiguity of central bank communication and does ambiguous communication have a significant impact on
public expectations and the effectiveness of monetary policy?

Based on the practice of the People’s Bank of China (PBOC), this paper first measures the probability
distribution of different policy tendencies in each communication text through the supervised dictionary
method, and uses the diversity index to measure the level of ambiguity. We find that the ambiguity index has
unique information that differs from economic policy uncertainty measured by news. Secondly, the
empirical study based on the mixed-frequency VAR model finds that ambiguity in communication makes it
difficult for the public to accurately understand policy intentions and predict policy trends, thereby
expanding the disagreement of public expectations and reducing the real output. This provides empirical
evidence for the theoretical mechanism of the misguidance effect of ambiguous information. The more
ambiguous central bank communication is, the people are more concerned about the worst-case scenario of
market liquidity tightening, leading to negative macroeconomic effects. This paper also finds that
ambiguous communication will weaken the effectiveness of monetary policy. Finally, empirical evidence
from the European Central Bank’s ambiguous communication is added, which shows that the conclusions
are robust and general.

The marginal contribution of this paper is manifested in the following three aspects. First, we propose a
measurement scheme for ambiguous communication of central banks, characterizing key aspects of the
PBOC’s communication practices. Second, we provide empirical evidence for the theoretical research on
ambiguity. In empirical research, we find that the ambiguous communication increases expectation
disagreement and leads to expectation bias, which in turn reduces real output and weakens the effectiveness
of monetary policy. Third, we affirm that ambiguity in central bank communication is a key reason for
increased disagreement in public expectation, offering a fresh perspective on the emergence of expectation
disagreement. We also find that public expectation bias is mainly influenced by communication ambiguity
rather than by uncertainty, which provides empirical evidence on how to improve the effectiveness of
expectation management.

Keywords: Central Bank Communication, Ambiguity, Monetary Policy Effectiveness, Disagreement
about Inflation Expectations
JEL: C32, E52, E58
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