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Main contributions

É Operationalize what it means for some yield or
asset price to be constrained by zero lower bound
É Main criterion: Are yields less sensitive to econ.

news when short rate is at ZLB?
É Yield’s numerical closeness to 0 not a good measure

of how binding the ZLB is

É Companion piece to a recent paper by the authors
that focused on sensitivity of US yields’ to
economic news

É Implement empirical strategy for
É Economic “news”: Surprise components of econ.

data releases from US, UK, and Germany
É UK gilt (zero coupon) yields, various maturities
É German bund (zero coupon) yields, various matur.
É Exchange value of GBP and EUR/DEM vs. USD
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Main findings
É Short-maturity German and UK bonds indeed show

reduced sensitivity to news in various subperiods
since 2008 (though not uniformly so)

É This is not the case for longer-maturity bonds

É This is also not the case for EUR and GBP vs. USD
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Empirical framework, Part I

É US, UK, and DE macro data releases
É Expected component: median forecaster’s value

from Bloomberg and Money Market Services (MMS)
É Surprise component: Deviation of data release from

expected value (standardized and centered)

É Time period: 1993–2012 (1995–2012 for DE), Daily

É Convert bond yields to zero-coupon yields

É Nonlinear (actually, bilinear-in-param.) regression

Δyt = γτ + δτβXt + ϵt (10)

yt: Yield of a zero-coupon bond of a given maturity
γτ , δτ: year-specific intercept and slope dummies
Xt: Surprise component of data releases

É Identify δτ , β: Set pre-2007 average of δτ to 1
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Empirical framework, Part II

É Data asynchronicity
É Trading in DE bonds ends before US data released
É DE bond returns are lagged appropriately
É But: Many important US data releases happen on

Fridays; DE bond returns on Monday also affected
by news that accrued over the weekend.

É Suggestion: Instead of government bonds, use
interest rate swaps
É No problem with data asynchronicity
É IR swaps in USD, GBP, and EUR (DEM) very liquid,

available at intraday frequencies, comparability
across currencies, no need for adjustments related
to roll-overs of “benchmark” govt. bonds

É Could compute intraday changes in yields during
(narrow!) “time windows” around data releases

É Better capture of response of yields to econ. data
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É Respecify eq. (10) as

Δyt = γτ + δτX̂t + ϵτ
t

(11)

É X̂t ≡ β̂Xt: “generic surprise regressor”

É Surprises are standardized. Generic regressor —
assume that all (scaled) data surprises have same
marginal effect on yields, regardless of type of data
release

É Rolling, 1-year centered window regressions with
daily data

É Estimate δτ for any business day

É Q: Similar results with trailing instead of centered
data window?
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Scaled news sensitivity, Rolling regressions,
GBP yields, 2001–2012
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Figure 3. Time-varying sensitivity coefficients δτ from regression (11) for (a) 6-month, (b) 1-year, (c)
2-year, (d) 3-year, (e) 5-year, and (f) 10-year U.K. gilt yields. Dotted gray lines depict heteroskedasticity-
consistent ±2-standard-error bands, adjusted for two-stage sampling uncertainty in (11). δτ = 1 corre-
sponds to normal sensitivity to news; δτ = 0 to complete insensitivity. Yellow shaded regions denote
δτ significantly less than 1; red shaded regions denote δτ significantly less than 1 and not significantly
different from 0. See text for details. 21
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Scaled news sensitivity, Rolling regressions,
EUR yields, 2001–2012
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Figure 4. Time-varying sensitivity coefficients δτ from regression (11) for (a) 1-year, (b) 2-year, (c)
5-year, and (d) 10-year German bund yields. See notes to Figure 3 and text for details.

symmetric also seems to be generally consistent with the German data. Third, the hypothesis that

the δτi in (10) are constant over time is strongly rejected, with p-values less than 10−9 and 10−10

for the 1- and 2-year yields, and .009 for the 10-year yield. Although the 10-year yield’s sensitivity

to news does seem to have varied over time, the assumption of constant sensitivity for this yield is

not as inconsistent with the data as it is for the shorter-maturity yields.

Figure 4 plots the time-varying sensitivity coefficients δτ for rolling regression (11) applied

to the 1-, 2-, 5-, and 10-year German bund yields, analogous to Figure 3. Yellow and red shaded

other words, negative data surprises caused the 10-year yield to fall, while positive surprises did not cause the 10-year
yield to rise by as much. This is consistent with the strong decline in German yields in 1995 (see Figure 2), but is
exactly opposite the effect the zero lower bound would have if it were leading to an asymmetry.
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Scaled news sensitivity, Rolling regressions
GBPUSD and EURUSD returns, 2001–2012
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Figure 5. Time-varying sensitivity coefficients δτ from regression (11) for (a) USD/GBP and
(b) USD/DM-EUR exchange rates. See notes to Figure 3, Table 4, and text for details.

throughout our sample. In particular, the estimated sensitivity coefficients δτ are very close to

unity throughout the 2008–12 period. This suggests that the zero lower bound on nominal interest

rates did not significantly constrain the behavior of the pound despite being a significant constraint

on short-term interest rates in both the U.S. and U.K.

While this finding might seem surprising, it is exactly what our stylized model in Section 2

predicts. In particular, the level of the exchange rate is determined not just by the current short-

term interest rate differential between the two countries, but by the present value of the entire

path of expected future short-term interest rate differentials. Even if short-term rates today are

constrained by the zero lower bound, the exchange rate should be largely unaffected if future short-

term interest rates in the two countries are unconstrained. In this respect, the exchange rate is

more closely related to long-term bond yields than to short-term interest rates. Our findings for the

exchange rate are also corroborated by Glick and Leduc (2013), who show that the U.S. dollar has

continued to respond to unconventional monetary policy announcements by the Federal Reserve

since 2008 by as much as it formerly responded to traditional monetary policy announcements prior

to 2008.

The results for the USD/DM-EUR exchange rate in the second panel of Figure 5 are very

similar, except for 2010, when the euro stops responding to news for several months. This is

surprising, because longer-term German bunds were no more affected by the zero bound in 2010

than were U.K. gilts. Moreover, by early 2011 the sensitivity of the USD/DM-EUR exchange rate
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Further comments and suggestions
É Highly desirable to extend sample to include 2013.

Interesting because. . .
É Tapering announcement and its effects
É More forward guidance by ECB and BoE
É Rate-cut by ECB in Nov. 2013

É Is EURGBP sensitive to UK or DE economic data?

É Use FRB as source for FX data? (Collected at noon
NY time — no data asynchronicity issues)

É Other explanations for low sensitivities in 2004–06?
É 2004–06: Extended period of unusual calm in global

financial markets
É Since pre-2007 average sensitivity ≡ 1, does

prolonged period of market quiescence show up as
period of low sensitivities as well?

É Conversely, does market turmoil in 2007–08
contribute to elevated sensitivity during that
period?
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