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Nakamura and Steinsson (2018 QJE, page 1304-1305):

“...when an FOMC announcement signals higher interest rates than
markets had been expecting, market participants may view this as
implying that the FOMC is more optimistic about economic
fundamentals going forward than they had thought, which in turn
may lead the market participants themselves to update their own
beliefs about the state of the economy. We refer to effects of
FOMC announcements on private sector views of non-monetary
economic fundamentals as ’Fed information effects’”
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• Studies how monetary policy affects the equity term structure

• log(P(h)
t ) = log(Dt) + Et [gt→t+h]− Et [r (h)

t→t+h]

• ↑ it =⇒ ↓P(Equity)
t (traditional monetary policy effect)

• ↑ it =⇒ ↑P(DivStrip)
t (Fed information effect)



3/10

The Paper My Comments Final Remarks

This Paper in a Nutshell
• Studies how monetary policy affects the equity term structure

• log(P(h)
t ) = log(Dt) + Et [gt→t+h]− Et [r (h)

t→t+h]

• ↑ it =⇒ ↓P(Equity)
t (traditional monetary policy effect)

• ↑ it =⇒ ↑P(DivStrip)
t (Fed information effect)



3/10

The Paper My Comments Final Remarks

This Paper in a Nutshell
• Studies how monetary policy affects the equity term structure

• log(P(h)
t ) = log(Dt) + Et [gt→t+h]− Et [r (h)

t→t+h]

• ↑ it =⇒ ↓P(Equity)
t (traditional monetary policy effect)

• ↑ it =⇒ ↑P(DivStrip)
t (Fed information effect)



3/10

The Paper My Comments Final Remarks

This Paper in a Nutshell
• Studies how monetary policy affects the equity term structure

• log(P(h)
t ) = log(Dt) + Et [gt→t+h]− Et [r (h)

t→t+h]

• ↑ it =⇒ ↓P(Equity)
t (traditional monetary policy effect)

• ↑ it =⇒ ↑P(DivStrip)
t (Fed information effect)



3/10

The Paper My Comments Final Remarks

This Paper in a Nutshell
• Studies how monetary policy affects the equity term structure

• log(P(h)
t ) = log(Dt) + Et [gt→t+h]− Et [r (h)

t→t+h]

• ↑ it =⇒ ↓P(Equity)
t (traditional monetary policy effect)

• ↑ it =⇒ ↑P(DivStrip)
t (Fed information effect)



3/10

The Paper My Comments Final Remarks

This Paper in a Nutshell
• Studies how monetary policy affects the equity term structure

• log(P(h)
t ) = log(Dt) + Et [gt→t+h]− Et [r (h)

t→t+h]

• ↑ it =⇒ ↓P(Equity)
t (traditional monetary policy effect)

• ↑ it =⇒ ↑P(DivStrip)
t (Fed information effect)



4/10

The Paper My Comments Final Remarks

The Model

∆ĜDPt+1 = ρg ·∆ĜDPt + εt + b · ιt + wt+1

ιt − ι ≡ ι̂t = ρι · ι̂t−1 + α · Ecb
t [∆ĜDPt+1] + µt

• µt affects ι̂t but not Ecb[ĜDP] (traditional monetary policy)

• εt affects ι̂t and Ecb[ĜDP] (Fed information effect)

• Investors infer εt and µt based on ι̂t

• Short-term Ei [ĜDP] ⇒ σ2
ε /σ

2
µ

• Long-term Ei [ĜDP] ⇒ σ2
ε /σ

2
µ + ρg , ρι + α
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• µt affects ι̂t but not Ecb[ĜDP] (traditional monetary policy)
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• εt affects ι̂t and Ecb[ĜDP] (Fed information effect)

• Investors infer εt and µt based on ι̂t

• Short-term Ei [ĜDP] ⇒ σ2
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1) The Paper’s Contribution
• Contributes to debate on existence of Fed information effects

• My view: it can do more

• The mixed evidence is a consequence of offsetting effects:

◦ ↑ it =⇒ ↓Pt (traditional monetary policy effect)

◦ ↑ it =⇒ ↑Pt (Fed information effect)

• Term structure allows you to identify both effects on prices

• Estimate parameters (σ2
ε and σ2

µ) to match the magnitude
and term structure of the effect of monetary policy shocks

• Quantify the importance of the Fed information effect
vis-à-vis the traditional monetary policy channel
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2) No Interest Rate Variation?

r1
t = ρ · (Et − Et)[∆dt+1] & r∞t =

∞∑
j=0

ρj · (Et − Et)[∆dt+j+1]

• The model’s premise is that the interest rate varies over time

• But somehow this does not get incorporated into prices

• There is an internal inconsistency

• Accounting for interest rate variation (βd turns out to matter):

r1
t = ρ · (Et − Et)[∆dt+1]− ρ · (Et − Et)[it+1]

= ρ · βd · (Et − Et)[∆GDPt+1]− ρ ·∆ιst

= ρ ·
[
βd ·

PDP−1

(1− α · b) ·
α · b · σ2

µ + σαε

α · (σ2
µ + σαε)

− 1
]
·∆ιst
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= ρ · βd · (Et − Et)[∆GDPt+1]− ρ ·∆ιst

= ρ ·
[
βd ·

PDP−1

(1− α · b) ·
α · b · σ2

µ + σαε

α · (σ2
µ + σαε)

− 1
]
·∆ιst
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• Can you replicate Table 3 after replacing future growth with
future returns?

• Your mechanism likely drives the term structure pattern

• But quantitatively it is important to account for Et [r ]

• It matters to quantify the importance of the Fed information
effect vis-à-vis the traditional monetary policy channel
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4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt



9/10

The Paper My Comments Final Remarks

4) The Term Structure of Expected Growth
• Ignoring discount rate variation (argument applies regardless):

∆P(2)
t = (Et − Et)[∆dt→t+1] + (Et − Et)[∆dt+1→t+2]

• If (Et − Et)[∆dt+j→t+j+1] = αj + βj ·∆it + ε1,t

• Then ∆P(2)
t = (α1 + α2)︸ ︷︷ ︸

α

+ (β1 + β2)︸ ︷︷ ︸
β

·∆it + εt

• Project ∆dt→t+180 onto ∆it ⇒ positive β

• Project ∆dt+180→t+360 onto ∆it ⇒ negative β

• Project ∆dt+180→t+360 onto ∆P(360)
t −∆P(180)

t ⇒ positive β
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Final Remarks
• Very interesting and relevant paper (I recommend):

◦ “Fed information effects” are incorporated into prices

◦ ↑ it =⇒ ↓P(Equity)
t (traditional monetary policy effect)

◦ ↑ it =⇒ ↑P(DivStrip)
t (Fed information effect)

• It would be useful to:

◦ Quantify the importance of the “Fed information effect”
vis-à-vis the traditional monetary policy channel

◦ Account for the price effect of interest rate variation (model)

◦ Incorporate risk premium variation (model)

◦ Explore the term structure of expected growth (data)

• Good luck!
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