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Abstract: Using a New Keynesian model with the cost channel, characterized by distortions
due to monopolistic competition and the firms’ need to pre-finance their production, we show
that central bank transparency affects the economy not only through the effects of inflation
shocks but also of demand shocks. The economy is affected by opacity in the same way, but
with smaller amplitude, in the case of demand shocks than in the case of inflation shocks
except when the latter have a significantly lower variance. Generally, imperfect transparency
could discipline the price-setting behavior of firms by reducing the average reaction of
inflation to inflation and demand shocks and hence the volatility of inflation while increasing
these of the output gap, and more so when these shocks are highly persistent. It could thus
significantly improve social welfare if the society assigns a very low weight to output-gap
stabilization. The presence of the cost channel reinforces significantly the effects of opacity
on the responses of endogenous variables and their volatility to inflation shocks.
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1. Introduction

In the past two decades, adopting high standards of transparency has become a common
practice among a growing number of central banks. Improved transparency, which enhances
the accountability and thus the public support for central bank independence, is perceived to
reduce political influence over monetary policy. Besides the benefits of making central banks
independent from the government, a significant amount of attention has been put on the
effects of political, economic, procedural, policy and operational transparency in monetary
policy decisions.!

On the basis of theoretical and empirical studies, most researchers share the view that
central bank transparency is in general desirable because it lowers inflation expectations and
inflation while making the central bank more credible and its policy more precisely
anticipated by the private sector. Even though empirical evidence shows no obvious influence
on output and output variability, one might expect that better economic decisions resulting
from higher transparency leads to higher social welfare (Chortareas et al. 2002, Dincer and
Eichengreen 2007, 2010).

Since the pioneer work undertaken by Cukierman and Meltzer (1986), issues of central
bank transparency have been largely investigated across different types of models. However,
existing studies do not account for the cost channel. The latter assigns banks a key role in the
transmission of monetary policy, which stems from the idea that firms depend on credit to
pre-finance production (Christiano and Eichenbaum 1992, Barth and Ramey 2001) so that
their marginal cost and hence price decisions depend directly on the nominal rate of interest.
In the presence of the cost channel, demand shocks will affect the equilibrium level of

inflation and the output gap. Therefore, the central bank could not neutralize the effects of

1 These five motives for central bank transparency are defined in Geraats (2002). The literature on central bank
transparency is related to the broad literature on the issue of monetary uncertainty first emphasized by the
seminal contribution of Brainard (1967). For some recent surveys, see Blinder et al. (2008), Crowe and Meade
(2008), Geraats (2009), Eijffinger and van der Cruijsen (2010), and Ehrmann et al. (2012).



demand shocks by adopting an optimal interest rate policy and hence transparency will not
only interact with inflation shocks but also with demand shocks.

This paper contributes to the literature on central bank transparency by examining the
effects of opacity about the central bank’s preferences, i.e. the uncertainty about the relative
weight that the central bank assigns to output-gap stabilization, in a model with the cost
channel based on Christiano et al. (2005) and Ravenna and Walsh (2006). A direct
consequence of introducing such a channel is that a monetary contraction induces an upward
pressure on prices by deteriorating credit conditions through higher interest rates besides the
negative effect on inflation operating through the effect of the interest rate on the demand and
hence the output (the interest rate channel). The presence of the cost channel implies that all
shocks to the economy will generate a trade-off between stabilizing inflation and stabilizing
the output gap, and thus could have important implications for central bank transparency.

Generally, it is quite common to see many central banks announcing their inflation target,
communicating about their economic outlooks and publishing their minutes of decision.
However, it has not been observed that a central bank has produced a public statement that
specifies the weights assigned to its objectives. Imperfect transparency of this kind could not
be justified in the Barro-Gordon framework since it has no significant effect on the average
inflation and output gap but will increase inflation and output-gap variability (Geraats 2002,
Demertzis and Hughes Hallet 2007).

In contrast, in the standard New Keynesian model (Clarida et al. 1999), imperfect
disclosure about the central bank’s preferences could be justified. In such a framework,
imperfect transparency generally reduces the average reaction of inflation to inflation shocks
and the volatility of inflation, but increases these of the output gap more so when inflation
shocks are highly persistent, and could therefore improve the social welfare if the weight

assigned to output-gap stabilization is low (Dai, 2012). In a New Keynesian framework,



knowledge of the relative weight assigned to the output-gap target is essential for the private
agents to evaluate how quickly the central bank plans to steer the economy back to the
equilibrium following an inflation or demand shock. The higher is this weight, the longer time
period is allowed by the central bank for the inflation to get back to its target following a
shock, causing a larger volatility of inflation but a smaller volatility of output. These
contradictory effects of an increase in opacity could improve social welfare or not, depending
on the value of model parameters. Moreover, the cost channel could reinforce the effects of
opacity, and more so when the degree of persistence is high.

Focusing on the effects of transparency through the cost channel, we find that imperfect
transparency can similarly interact with demand shocks (including fiscal and productivity
shocks) as with inflation (or supply) shocks. More precisely, imperfect transparency about
central bank preferences could be welfare improving if, in average, the society assigns a low
relative weight to output-gap stabilization. The effects of opacity associated with the cost
channel could be substantial if the variance of demand shocks is significantly higher than that
of inflation shocks. Moreover, the inclusion of the cost channel does modify quantitatively,
but not qualitatively, the effects of imperfect transparency associated with inflation shocks.

The effects of opacity on social welfare could be potentially positive in a New-
Keynesian framework with the cost channel. This does not suggest that the central bank
should be intransparent about its preferences since these effects are model sensitive. In studies
using the static Barro-Gordon framework (e.g., Nolan and Schaling 1998, Eijffinger et al.
2000, Faust and Svensson 2001, Beetsma and Jensen 2003, and Demertzis and Hughes Hallet
2007), it is shown that imperfect transparency about central bank preferences is detrimental to
the social welfare when corrections are made for the effects due to arbitrary specifications of
uncertainty about one or the other parameter attached to the central bank’s objectives. The

conclusions of our paper are to some extent similar to these obtained in models introducing



distortions through the wage setting behavior of labor unions (e.g. Serensen, 1991; Griner,
2002), distortionary taxes (Hughes Hallett and Viegi, 2003; Ciccarone et al., 2007; Hefeker
and Zimmer, 2011), or/and public investment (Dai and Sidiropoulos, 2011). In these models,
central bank opacity could improve global welfare because it could discipline the private
sector when setting wage or the government when setting the tax rate and public investment.
In the New Keynesian model with the cost channel, characterized by two distortions, i.e.
monopolistic competition with price rigidities and the effect of nominal interest rate on firms’
marginal cost, imperfect transparency could discipline the price behaviors of firms.

Our results are about a special aspect of central bank transparency, i.e. political
transparency. We do not attempt to capture the general effects of different aspects of
transparency. Thus, our results are not in contradiction with empirical studies (Demertzis and
Hughes Hallet, 2007; Geraats, 2009; Dincer and Eichengreen, 2007 and 2010; van der
Cruijsen et al., 2010; Ehrmann et al. 2012) that generally show the positive effect of
transparency on macroeconomic performance. Our study suggests that empirical studies
should go further by separating the effects of uncertainty about the relative weight that central
banks assign to output-gap stabilization from these of other transparency motives while taking
into account the effects of monopolistic competition and the cost channel.

This paper is closely related to a number of recent studies that have explored various
implications of the cost channel for the monetary policy by taking into account the matching
technology in the labor market (Ravenna and Walsh 2008), the robust approach of monetary
policy (Tillmann 2009), monopolistic competition in loan markets and fixation of loan rates in

a staggered way (Hilsewig et al. 2009), interest rate smoothing (Kaufmann and Scharler
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2009), and financial frictions arising from heterogeneity and asymmetric information in firms’
productivity (Fiore and Tristani, 2012).2

The remainder of the paper is organized as follows. In Section 2, we present the basic
model with the cost channel. In Section 3, we solve the model under monetary discretion.
Section 4 analyzes the effects of opacity about central bank preferences on the level and

volatility of macroeconomic variables and their dynamics. The last section concludes.
2. The model

Our framework is based on Christiano et al. (2005), and Ravenna and Walsh (2006) who
introduce the cost channel into a standard New Keynesian model. The basic idea which
distinguishes this kind of model from a standard New Keynesian model is that firms are
assumed to pay their factors of production before receiving revenues from selling their
products, and they need to borrow working capital from financial intermediaries. Therefore, a
variation in the policy interest rate can affect not only the IS equation but also the Phillips
curve, implying that the optimal monetary policy will not neutralize completely the effects of
demand shock on inflation and the output gap.

A stylized New Keynesian model with the cost channel is given by:

7, = PEmy + k(0 + )X + KR, + 6, 1)
1
X =Etxt+l_;(Rt —Emi ) + U, 2

where 7z, is the inflation rate, x, the output gap, R, the risk-free nominal interest rate

controlled by the central bank and E, the expectation operator. All variables are expressed in

2 Empirical studies include, among others, Barth and Ramey (2001), Christiano et al. (2005), Tillmann (2008),
Henzel et al. (2009), Gabriel and Martins (2010) and Castelnuovo (2012).



percentage log deviations around their respective steady-state values. The parameters g3, o
and n denote discount factor, the coefficient of relative risk aversion, and the inverse Frisch
elasticity of labor supply, respectively. The composite coefficient x = (1-w)1-wf)/ w,

depends negatively on the degree of price stickiness, @, which represents the fraction of
firms that do not optimally adjust but simply update their previous price by the steady-state

inflation rate. The parameter ¢ is a dummy variable. When ¢ =1, we are in the presence of
the cost channel. Setting ¢ =0, we obtain the standard New Keynesian model.
Cost-push shock e, and demand shock u,, which captures productivity, taste and fiscal
policy shocks, are serially correlated and follow AR(1) process:
€ = Pe€ig + Vet s 0<p,<land E,_ju,=0; 3)
Uy = pyU;_q + Uy s 0<p,<land E, v, =0; (4)
where v, and v, have zero mean and are serially uncorrelated, and p, and p, represent

respectively the degree of persistence of inflation and demand shocks.
Following Sgrensen (1991) and Kobayashi (2003), we specify that the central bank

minimizes the following loss function:
L=2E > glar ot + (1-e)x] 5
=5 tZIB A+e)m +(A—e)X( |, ®)
t=0

where A denotes the expected relative weight assigned by the central bank to the output-gap
objective. The parameter ¢ €[-1, 4] is a stochastic variable, with zero mean and variance cr§ :

implying the weights associated with inflation and output-gap targets cannot be imperfectly

predicted by the private sector. The latter represents the degree of opacity about central bank
preferences. If a§ =0, the central bank is fully predictable and hence fully transparent. Given
that & takes values in a compact set and has an expectation equal to zero, Ciccarone et al.

(2007) and Ciccarone and Marchetti (2009) have proved that o has an upper bound so that



o’ €[0,1]. According to Beetsma and Jensen (2003), introducing uncertainty in the

parameter associated with inflation or output-gap objective leads to very different results
regarding the effects of transparency. The assumption that & is associated with both
objectives, adopted in this paper, avoids these arbitrary effects of central bank preference

uncertainty.

3. Optimal monetary policy

The central bank is assumed to determine the optimal policy under discretion, i.e. it
makes no pre-commitment about future policy and re-optimizes its objective function in each
period taking inflation expectations as given. Under discretion, the decision problem of the
central bank becomes the single period problem of choosing the values of inflation and the
output gap that minimize the loss function subject to the inflation adjustment equation. The
policy instrument is the interest rate which is set to implement the optimal time-consistent

discretionary monetary policy.

3.1 The equilibrium

Under discretion, the central bank treats expected future inflation as given when
minimizing the loss function (5) subject to constraints (1) and (2). The first-order condition is
given by

(A-¢)

t - 6
[x(o + 1) — oxd] ©

AQ+e)m =—

The system of equations (1), (2) and (6) has a unique non-explosive rational expectations
solution. Known as the “minimal state variable” (MSV) solution, it can be obtained using the

method of undetermined coefficients (McCallum, 1983). Given that cost-push shock e; and



demand shock u, constitute the only state variables in this model, the solutions of endogenous

variables are expressed as follows3

Eor . = PukPoE, (O)u, " P.E (©)g )
T L4 pukgo B (Q) — pE(O)(B+K6) L+ percdo By (Q) — Bl (O) (S + K9)
Ex . — — PukPorE ()uy + — PeSE (e . (8)
T 14 pu kgt B (Q) — pE(O) B+ K9) L+ prcdoEy(Q) - pEL (O) (B + K9)
- KgoOU, Og, )
L b E(Q) - pE @) (B ) Lt pokholE (D)~ pEO)B k)
« — Kgog Qu, 49N . (10)
Y14 puagolE(Q) - pE(O)B+K¢) L+ pordolE () - pE(O)(B+K9)
_ o [1+ xgog Q- p,E;(®) Bu, n [oQ+ o E(O) — p.aLE, (€2)]e (11)
1+ pyicgot B (Q) — p B (O)B+K¢) 1+ porcdoE (Q) - pE (O)(S+x4)
where Q=—2*£ — and @ =—2~2—— with ¢ =«(o+7)—oxg. Their expected values

A—e+l2(L+e) A—e+C2 (L+e)

are approximated using the second-order Taylor development as

2 2
E (@) 4 _ WAL ;2 1 gnd ~ 1 % 2 To ensure that a positive cost-
«(©) A2 (a3 Te E(©) arc? (24?8 Te P

push or demand shock always induces an increase in the expected inflation, we assume the
denominators in (7)-(11) are positive.4

The variances of inflation and the output gap are calculated using (9) and (10) as:

var(z) = K2’ %E, (©?) o7+ E, (0%)
VTt pudocE(Q) - pE @) B AAF L Lt pordoEy Q) - pE @)(B+ AP
(12)

Var(Xt) _ K2¢20_2§2Et (QZ) 0-2 ézzE (QZ)
[+ py i poF Q) - pE @B+ kAT " [+ posdolFy (@) — pyE @) (B +4Af
(13)

3 The Appendix containing the details of solution is available upon request.
4 Using parameter values in Ravenna and Walsh (2006), i.e., x=0.0858, o =15 and n=1, =099,

A=0.25 and ¢ =0.0858, we have checked that the denominators in (7)-(11) are positive for ¢=1,
Per pe <0.997 and o2 =0.
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where o2 =var(e,) and o = var(u,). E(Q?) and E,(©?) are respectively approached using

2
the second-order Taylor development as E(Q?) =L &DE32T) 52 gnd
(2+¢%)? (et F

2 2 2 - . . .
E, (0?) = 5 4: ot ¢ (1“1224 g*z’iff? ~21+2. Examining solutions (7)-(13), we notice that central
+ +

bank opacity impacts E,z,,;, E(X.,;, R, var(z) and var(x,) both through the numerator
and the denominator while affecting 7, and X, only via the denominator. The presence of the

cost channel, i.e., ¢ =1, implies that opacity affects also the endogenous variables and their

volatility through the demand shock. Their effects are not anymore neutralized as in the case
of the standard New Keynesian model. Furthermore, the cost channel affects also the intensity
of the effects of opacity on the levels and variances of inflation and the output gap through the
inflation shock. Since the effects of opacity through the inflation shock in the standard New
Keynesian model have been extensively studied in Dai (2012), we focus in this study on the
effects of opacity through the demand shock and how the cost channel affects the effects of

opacity when the economy is hit by inflation shocks.

4. The equilibrium effects of central bank opacity

Central bank opacity indirectly exercises its effects on inflation, the output gap and the
nominal interest rate through the inflation expectations (or indirect) channel. Imperfect
transparency affects the volatility of inflation and the output gap through both the indirect
channel and the policy rule (or direct) channel. The latter corresponds to the fact that
uncertainty about central bank preferences modifies the average slope of the monetary policy
rule (6), and hence the responses of inflation and the output gap to inflation and demand

shocks and their respective volatilities.



Distinguishing these two channels, we examine the effects of opacity by considering first

uncorrelated and then correlated inflation and demand shocks.

Serially uncorrelated inflation and demand shocks
In this case, we have p, = p, =0, implying that E,(e;)=0 and E,(u,) =0, and hence
E7.,, =0. Given that E, 7z, , =0, the effects of opacity on the average level and volatility of

inflation and the output gap are transmitted through the policy rule channel, with their

importance and sense depending on the value of structural parameters.

OXt

Studying the responses of z,, %, E (6;) E (afj‘) E (axt) Ei (35 ) var(z,) and

var(x;) to an increase in imperfect transparency leads to following propositions.

Proposition 1a. When inflation and demand shocks are serially uncorrelated, the level of
inflation and the output gap are not affected by changes in degree of transparency for a given
preference shock. In the presence of the cost channel, a lower degree of transparency reduces
(increases) the average reaction of inflation (the output gap) to inflation and demand shocks
if k(c+n)—oxg<1.

Proof. Deriving (9) and (10) with respect to e, (or u,) and a§ for p, =0 (or p, =0) leads

to the results reported in the first part of Proposition la. Calculating E (ae‘) E (‘gj‘)

(DX‘) and E (axt) using (9) and (10), and deriving the results with respect to 052 for

P.=0, p, =0 and ¢ <1 leads to the results reported in the second part of Proposition la. m

Proposition 1b. Imperfect transparency reduces the volatility of inflation if

k(o+n)—oxg < 1+3ﬁ and vice versa. It increases the volatility of the output gap if

10



k(o+n)—oxg < ,/% and vice versa. Without the cost channel, the effect of opacity is only

associated with inflation shocks and the previous conditions become «(o+7)<1,

k(o+n) <1/13§1/1 and K(G+7])<1/%r3.

Proof. Deriving var(rz,) and var(x,) given by (12) and (13) with respect to ¢ and o? for
p. =0 leads to
2 2 2 2 2
0 vir(n;):aEt(Gz) ) _ A+ IS +f£3§ 2)]<O,if§< 21 | (14)
O0o.00; oo, (A+<9) 1+32
2 2 2 52
0 vzar(x;):aEt(gz ):g” (1+ﬂ,)(/1+234 24 )>O, if & < /l+3’ (15)
do, 00, oo (A+29) 2
2 2
Similar results could be obtained for 0 Vir(ﬂ;) and 0 v;ar(xtz) for p,=0.m
0o, 00, 0o 0o,

The results presented in Propositions 1la and 1b reflect the absence of the inflation
expectations channel in the transmission of the effects of opacity on inflation and the output
gap. In effect, when inflation and demand shocks are serially uncorrelated, the expected
inflation rate is always equal to zero. Thus, it is through the policy rule channel that the

average reaction and the volatility of inflation and the output gap are affected by opacity.

For ¢=0, the cost channel is removed from the model. Thus, we fall back to the

canonical New Keynesian framework where the effects of imperfect transparency are only
related to inflation shocks, given that demand shocks are fully neutralized by the optimal
monetary policy and do not affect inflation and the output gap. In the absence of the cost

channel, the conditions in Propositions 1a and 1b become more restrictive.

In the presence of the cost channel, i.e. ¢ =1, changes in the short-term interest rate shift

the Phillips curve, implying that the optimal monetary policy will no longer be able to

neutralize the effects of demand shocks on inflation and the output gap. Thus, imperfect

11



transparency affects the level and volatility of these variables in their responses to both
inflation and demand shocks. As for the effects of opacity in the case of inflation shocks, the
cost channel modifies the conditions given in Propositions 1a and 1b. Using the standard
parameter values (x =0.0858 and o =1.5) into equations (9), (10), (12) and (13), we find
that the effects of imperfect transparency in the case of demand shocks represents a fraction of
these in the case of inflation shocks if these two types of shocks have the same variance. If
demand shocks have a variance significantly higher than inflation shocks, the effects of

opacity associated with demand shocks could still be substantial.

The results in Propositions 1a and 1b depend crucially on the condition

k(o +n)—ox¢ <1, which is verified for the stand parameters values in Ravenna and Walsh

(2006) with ¢=0 or ¢=1.

Serially correlated inflation shocks

Consider now that inflation and demand shocks are persistent, i.e. 0<p, <1 and
0< p, <1. As we have observed in the above, the numerical values set for parameters are
such that x(o+n)—ox¢ is generally very small. Thus, we only consider the case
k(o +n)—ox¢g <1 when examining the effect of imperfect transparency on the level and
volatility of inflation and the output gap.

Under persistent inflation shocks, expected future inflation rates will be different from
zero independently of the presence or not of the cost channel. However, the latter is crucial
for the expected future inflation to react to persistent demand shocks. This is explained by

both the repercussions of current inflation (or demand) shocks on future inflations and the

reactions of the central bank to these shocks. Equation (7) implies that

12



P _ — puk gl (L+ A)A- ) + pyido) <0,if ¢ <1, (16)
il 4+ )L+ pkdocE (Q) - p,E (@) B+ k)]

OBy _ —pPg 1+ )2 4/2)(4/ + Pekfo) <0,if £ <1. (17)
ol (24§ Lt purcdoE Q) - pE(O)(B+ k)T

Provided that % >0 and 615;% >0, these second-order partial derivatives suggest

that an decrease in central bank transparency will induce the private sector to moderate the
adjustment of inflation expectations in response to current inflation and demand shocks. Thus,
the central bank could reduce the responses of inflation (and hence the output gap) to inflation

and demand shocks by being opaque. In the absence of the cost channel, =0, We have

2 _ 2 . 2
0 Et”t;l _ PZ§§1+/1)(1 ¢°)g . <0 if c<1 and 0 Et”thrl -0.
ooy (A+¢%) [l-peEr (©) 4] udo;

Proposition 2. In the presence of the cost channel, an increase in opacity will reduce the
sensitivity of inflation, inflation expectations and the output gap to a serially correlated

inflation or demand shock, for ¢ <1. Without the cost channel, the effect of opacity is only

associated with inflation shocks and the previous condition becomes (o +7) <1.

Proof. We derive (9) and (10) with respect to e, (or u,) and 052- By inserting the
approximated value of E,(®) and E,(€2) into the resulting derivatives, it is straightforward to

obtain the results about the effect of opacity on inflation and the output gap reported in

Proposition 2. The effect of opacity on inflation expectations follows from (16) and (17). m

13
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Figure 1a: The dynamic effects of opacity and persistence of shocks on the reaction of the

expected inflation to cost-push shocks with the cost channel.
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Figure 1b: The dynamic effects of opacity and persistence of shocks on the reaction of the

expected inflation to cost-push shocks without the cost channel.

To grasp the relative importance of the effects of imperfect transparency on the expected
inflation with and without the cost channel during the dynamic adjustment, we resort to

numerical simulation where the parameters values are x=0.0858, o=15, [=0.99,

A=0.25 and 1 =1. We consider one percent cost-push or demand shock with two degrees of
persistence p,, 0, =0.5 and p,, p, =0.8, and two values for initial degrees of opacity o, =0

and o, =0.5. Given these parameter values, we simulate the responses of the expected

inflation to inflation shocks under the cost channel (Figure 1a) and without the cost channel

(Figure 1b). Figures 1a and 1b show that the cost channel reinforces significantly the reaction

14



of inflation expectations to cost-push shocks. Therefore, as shown the comparison of Figures
la and 1b, it is clear that the cost channel could reinforce the moderating effect of opacity on
inflation expectations in absolute terms but necessarily in relative terms. In all cases, an

increase in the persistence of shocks reinforces the effect of opacity.

Demand shock u Demand shock u
0.7 T T T T T T 0.2
— P08

pe=0.8

06l — p=05 | — p=05|

- : : c : e : : :
0 5 10 15 20 25 30 35 40 0 5 10 15 20 25 30 35 40
=0 c.=0.5

Figure 2: The dynamic effects of opacity and persistence of shocks on the reaction of the expected

inflation to demand shocks with the cost channel.
Figure 2 illustrates the dynamic responses of the expected inflation to demand shocks and
shows that a, increase in opacity o, from 0 to 0.5 reduces more than half the effect of
demand shocks on the expected inflation when p, =0.8. This attenuation effect is

significantly smaller in relative terms than when p, =0.5.

Without the cost channel, the Phillips curve does not directly depend on variations in the
policy interest rate, and thus, opacity will affect inflation and the output gap only when the
inflation shock is persistent. In contrast, under the cost channel, an inflation shock affects the
inflation dynamics not only through the direct channel and the inflation expectations channel
but also through the funding cost when the central bank changes its policy interest rate. Thus,
in the presence of the cost channel, the effects of imperfect transparency could play a greater

role in stabilizing the economy. However, since other factors could also influence the

15



equilibrium, the final impact of the cost channel on the effects of opacity associated with
inflation shocks is not clear-cut.

The above results show that inflation expectations are less responsive to current monetary
policy actions characterized by imperfect transparency. This is consistent with the consensus
in the literature on central bank transparency, which suggests that imperfect transparency
deteriorates the private sector’s understanding of the central bank’s objectives and decisions.
On the other hand, only unanticipated changes in monetary policy could affect the real
economy, implying that imperfect transparency may increase the effectiveness of monetary
policy by permitting the latter to surprise the public. Thus, intransparency enhances the
central bank’s ability to mitigate the effect of an inflation shock (and a demand shock under
the cost channel) on the economy, thus reducing (increasing) the welfare costs of achieving a
higher level of output gap (inflation). This explains that it helps to smooth the responses of
inflation to shocks but amplify these of the output gap. Moreover, if the central bank has a
greater preference for the output-gap stabilization, these effects could be reinforced due to an

increased possibility of trade-off between stabilizing the output gap and stabilizing inflation.

The role of imperfect transparency in the monetary policy transmission mechanism
depends on the persistence of inflation and demand shocks. Because an increase in the latter
induces higher inflation expectations, it will reinforce the role of opacity and therefore
amplify the attenuation effect of imperfect transparency on the expected inflation rate (see

Figure 1).

Denote T = 4+ 2)3+pu (AU P+xp) Arcp ]
Pu (1+ﬂ)(1—é'2)[1(¢oz;’+(,8+,(¢)§2]

. Examining the interactions between the effects

of persistence and opacity on inflation and the output gap leads to the following proposition.

Proposition 3. For ¢ <1, an increase in the persistence of inflation or demand shocks

strengthens the effects of imperfect transparency on inflation expectations. It could reinforce the

16



effects of imperfect transparency on inflation and the output gap if: a) 4 > Z—f{ and agz <I" are

A+¢2

. PTIR Kot
simultaneously verified; b) A< T PurPe <z arim

and o?<T are simultaneously

verified.

Proof. Deriving (16) and (17) with respectto p, and p,, respectively leads

OBty _ (A A= S + pergor *E(Q) = polEi (O)(B +K¢) ~2(C + pergo)]
06,0020p, (A+¢?)°[L+ pexdolE (Q) — pE(O) (B + k)]’

OBty _ K908 (1+ A)A-G*)E + pyrdor *Ey (©) — puSE (O)B + k) —2(¢ + pyKdgo)]
U0 20p, (A+¢%)°[+ py kot E (Q) - p E (O)(B + kT

2
According to the definition of Q, we have £2Q E% <1, implying that ¢E,(Q) <1.
—e+( % (I+e

Therefore the numerator of the above derivatives is negative since
¥ =—pS (B+KAE () — (& + pjxdo) — pixgoll— L PE (Q)]<0,  Vj=

o%E 3E 22E 5B
This leads to —*- <0 and —2t- <0 if ¢ <1. Given that =™ <0 and —22 <0
oe0o £ 0pe 0utdo g Ope ﬁutao'g 06,002

according to (16) and (17), an increase in the persistence of inflation shocks reinforces the

effect of opacity on inflation expectations.

Deriving (9) with respect to u,, agz and p, leadsto

>0

Fr o E(© 0E,(©) | L Aol s B @) (B +
udo2op, KM{KM 007 VTP 50T [k pyhocE (@) pE(@)B - kAT

Substituting the approximated values of E,(®) and E(QY) into =, we get

_1_ Kﬁf‘%ﬂ+K@i_K¢f4%ﬂ+K@§2 sy 2
1 S s L

[1]
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For agz >0, ¢=1 and ¢ <1, there are two cases where E>0. In the first case where

3
A>%%  we have Z>0 and hence — %

Brx’ auda2opy

<0 if o?<T. In the second case where

3 . 2
A<E%  we have £>0 and —2—<0, if p, <—22%

2
Fin P Ty and of <I'. Under these

627rt

conditions, given that <0, Z>0 implies that under the cost channel an increase in

auroo?

persistence reinforces the effect of opacity on inflation when the economy is hit by demand

2
€

shocks. If the above condition regarding the value of o is not verified, i.e., af >TI", we have

3
=<0 and —2% 0.

autdo2opy
3
Using the similarity between the expression of a‘;—’;ta and these of other derivatives,
Ut0G ¢ 0py
= 53ﬁt 83Xt 63Xt - - . _ . .
e, > > >— ,» We obtain similar conditions under which an increase
0ut0oz0pe  0UtOT 0Py 0Uut0o £ 0pg

in persistence could reinforce or weaken the effects of opacity on inflation and the output gap.

Our previous propositions show that the serial correlation of inflation and demand shocks
leads to, under opacity, a larger response of inflation expectations to both shocks if the output-gap
elasticity of the inflation (i.e., {=x(oc+n)—ox¢ and ¢ =x(o+n) respectively in the
presence or the absence of the cost channel) is lower than unity. In the absence of the cost
channel, an increase in the persistence of inflation shocks will also amplify the effect of opacity
on inflation and the output gap through the channel of inflation expectations. However, under the
cost channel, an increase in the persistence of both shocks could also affect through the

interactions between the cost channel and opacity the equilibrium solutions of inflation and the
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output gap in the opposite direction to the inflation expectation channel. Therefore, it could either

amplify or attenuate the effect of opacity.

The effect of imperfect transparency on inflation and the output gap through the policy

channel can only manifest itself when we examine the average reactions of these variables.

Proposition 4a. An increase in opacity will attenuate the average reaction of inflation to

serially correlated inflation and demand shocks if ¢ <1. It will strengthen the average

reaction of the output gap to these shocks only if p, <m and ¢ <1.

Proof. To evaluate the effects of imperfect transparency on the average reactions of inflation and

the output gap to both shocks, we derive (9) and (10) first with respect to u, and e,, and then

the expected values of resulting derivatives with respect to of as follows:

Omy
aE{aut}: _KM(1+2')(1_§2)(§+puK¢O-) <0. if £<1 (18)
00i  (A+¢P) L+ pukdE(Q) - pE @B +xh)f ’
GE{aﬂt} 2
Oty — _é/(l"'ﬁ')(l_é’ )(é’+peK¢O-) <0 if§<1 (19)
00l (A+¢) L+ prdolE (Q) - pE (@) B+xg)f ’
oF| 2 2
M: —xgol U+ A)A-C-p, Bl p<— Y and £ <1, (20)
05 (A+ ¢+ pkdolE (Q) - puE (O)(B+ k) VAR |
op| 2 2
[aetL — U+ AA-¢*)- py (B+x9)] <0.if p <t and £<1. (1)
00f (APt pokdolE (Q) - o E @) B+xp)f T Brig

Comparing the results given by (18)-(21) with the average reactions of inflation and the

output gap to serially correlated inflation and demand shocks (E{‘gﬂ -0, E{‘Zﬂ >0, E{‘;ﬂ <0
t t t

and E[Zﬂ <0), we obtain the results reported in Proposition 4a. m
t
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In the absence of the cost channel, given that the demand shock does not affect inflation
and the output gap and therefore, the degree of opacity will have no impact on the average

reactions of inflation and the output gap to serially correlated demand shocks. Furthermore,

the condition p, <ﬁ will be redundant since in this case, i.e., ¢ =0, implying that /3+l,<¢ >1.

The introduction of the cost channel implies that the effect of serially correlated demand
shocks is not neutralized by the optimal monetary policy. The average reactions of inflation
and the output gap to serially correlated inflation shocks are thus also affected by imperfect
transparency with the amplitude of its effect depending on the initial degree of imperfect
transparency. More, the sign of this effect on the output gap depends on the degree of
persistence of shocks.

The denominator in (18)-(21), i.e. [l+ p,x¢aE (Q)— p,E (®)B+x4)] is increasing in o2

&

given that E,(Q) and E,(®) are respectively increasing and decreasing in o2. Since the
numerators in (18)-(21) are independent of o2, the effects of opacity reported in Proposition
4a become less important following an increase in the initial degree of imperfect
transparency.

However, with the cost channel, the relationship between the persistence of shocks and
the effects of opacity on the average reaction of endogenous variables is ambiguous. In effect,
an increase in the degree of persistence will induce a higher expected future inflation rate
according to Proposition 3, implying that opacity will generally make a larger impact on
inflation and the output gap on average because of its stronger negative effect on inflation

expectations. On the other hand, a higher degree of persistence reinforces the effects of

shocks on endogenous variables through the policy channel. Deriving E{(;Uﬁt} and E[Zﬂ with
t t

respect to p,, and EB’”} and EBXI} respect to p,, and comparing the resulting second

et €t

derivatives with these first-order derivatives lead to the following proposition.
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Proposition 4b. An increase in the degree of persistence of inflation and demand shocks

K@ < E¢ (©)
Brrp ~ KE(Q)

reinforces the effect of opacity on the average inflation if but weakens its effect

it <0 E(0) 1 _ -
it 2> ZE () and p,, o, > e @ @G h 26 for & <1. When the initial degree of

persistence is relatively low, i.e. p,, p, < an increase in the persistence will weaken the

_1
B+xg’

effect of opacity on the average output gap if 0 BO anq vice versa.

Brrg " xE(Q)

Proof. Deriving (18) and (20) with respect to p,, and (19) and (21) with respect to p,, we

obtain
2] 07t |

"o g 1+ A(L- ¢ Mo — (purgo + 28k g B (Q) —E (O) (B + xh)1} (22)
= (A+ &)L+ p kg By (Q) — p,E (O)(B+xp)T’ |
2| 07t |

T S+ A= Hido — (perdo + 28)kgoE () —E, (O)(B + x4)]} (23)
oo (A+&?) [+ percgolE (Q) — p.E (O)(B + xh) |
2 &t

o 24 _ KoL (4 A= KB + kg (2 (B+ KPP INIRE(Q) B @) B+ kT} (9
2022, (A+ 2L+ purdolE(Q) — p,Ey (©)(B+ k)P |

e 2| _ SUA DA R+ k42— (B+ Kh)pJIgol By () ~E OB +xAT ()
(A+ ) [+ Pk polE () — P E( (O)(S + k)T |

Determining the signs of (22)-(25) according to parameter values and comparing them

with these of (18)-(21) respectively leads to the results reported in Proposition 4b. m

In the absence of the cost channel, an increase in the persistence of inflation shocks
generally reinforces the attenuation effects of central bank opacity on the average reaction of

inflation to inflation shocks. It weakens the amplification effects of opacity on the average
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. . . . _ I K¢ E{(®) -
reaction of the output gap to inflation shocks. Since ¢ =0, the condition Fing < @) 'S

always verified and the case where -2 > E(©)

G ) is excluded.

Et(G)) K Et(®) K
5 Q) or ﬁ+K>O{Et(Q),where Yo

Under the cost channel, we could have either ﬁ <

could be interpreted as representing the importance of the effect of inflation expectations
through the cost channel « (i.e. the interest rate in the Phillips curve) relative to the total
effect of inflation expectations S+« . An increase in the persistence of shocks could affect
positively or negatively the effect of opacity on the average inflation and output gap through
three channels: 1) the inflation expectation channel, 2) the policy rate, and 3) the cost channel.

The importance of the effects through these channels crucially depend on the threshold

P - c _ E(©) c - Ei(©)
conditions imposed on the degree of persistence as well as s <mmne O e

The latter could be expressed in terms of threshold conditions imposed on the preference
parameter for output-gap stabilization. Using ¢ = (o +7)—ox =xn and the approximated

E{(®)

values of definition of E,(Q2) and E,(®), we can show that Fir < ZE Q)

IS equivalent to

PR 1+2)(+¢?)A-¢?)o?

ym 55 2% and vice versa. When o2 =0, the last condition becomes
K () 1+ A)A-¢ o

2 2
A> ‘;?fk . Using the standard parameter values, we obtain A4 > O;fK =0.01026. Except when
the central banker is an inflation nutter or practices strict inflation targeting, the previous

1+2)(A+¢?)A-¢?)o?
(A+¢H2 e 2)0-¢?)o?

condition is generally verified. However, given that the term

increasing in af, the threshold condition on A could be significantly relaxed when af is

E{(®)

_K i i
Y 5 Q) and hence an increase in the

large, making more likely the case where we have

persistence of shocks weakens (reinforces) the effect of opacity on the average inflation

(output gap).
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As the interactions between monetary policy intransparency and persistence of shocks
depend on the initial degrees of opacity and persistence, in the following, we only consider
the case where the initial equilibrium is characterized by full transparency, i.e. 62 =0, to
obtain some results with clear-cut conditions when examining the effects of opacity on

macroeconomic volatility. These results show under what conditions the central bank has

incentive to deviate from a situation characterized by full transparency.

Proposition 5a. In the absence of the cost channel, departing from an initial equilibrium with

full transparency, an increase in opacity will induce a lower inflation volatility induced by

inflation shocks if x(oc+7)<\%: ., Vpel[0l] or if % <«(oc+n)<1l and

S G (om)® 41352 (o+0)* -2)T
U+ D) ABx2 (o+1)?

DO > ; it will increase the volatility of the output gap induced by

inflation shocks if k(o +n) <1, Vp €[0]].

Proof. Deriving the variances of inflation and the output gap af (and aez) and aaj using

(12) and (13) yields

2

) 2K ¢20‘2Et(® )|:p Kkpor —L t( )_ u(ﬂ"”((/ﬁ)aEt(?):l 2¢2 2%
0 var(;zt) 0 g Oog 60-8 (26)
d0t00? [1+ puxpaEy (Q)-puEr (O)(B+x) P [1+ pukpaEy (Q)-puEr (@) (B+xA)F |
) ~2x2g20%¢ 2Ry (@ ){Pumﬁog“aEt ©) s (perp D (‘ﬂ 22022 )
o“var(x) _ _ 605 oag n oag (27)
dofoc? [1+ purd oy (Q)-pyEr (O)(B+xd)P [L+ purd B (Q)-pyEr (©)(B+x)

o) 2
: zgt(caz{ perst Loy (prrp LD )} e
0“ var(r) _ Gé ooy " dog (28)
doéoct [14+ pexd oy () peEy (O)(B+x ) [L+ perp oty (Q)-peEy (O)(B+xg)

2

) _zg?-Et(QZ){ perse 10N e(ﬂ+K¢)aEt(?)} )
0° var(xt) _ ag ooy " ooy (29)
océoc? [1+ perp oy ()~ peEr () (B+x9) 1+ per o ()~ peEt (O)(B+x9) P
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Using the approximated values of E (Q), E,(Q%), E,(®) and E,(©?), substituting

¢ =x(o+n)—ox¢ and setting ¢ =0 and agz =0 in equations (26)-(29), and examining the

resulting equations lead to the results reported in Proposition 5a. m

The first and second terms on the right hand side of (26)-(29) represent the effect of
imperfect transparency through the inflation expectations channel and the policy channel,
respectively.

In (26)-(29), the degrees of persistence and opacity interact, implying that the effect of an

2
u

increase in opacity depends on the initial levels of p,, p,, o2 and o?. The effects of

opacity via the inflation expectations channel (indirect effect) on the volatility of inflation and
the output gap are negative. Through the policy rule channel (direct effect), opacity has either
negative or positive effect on the volatility of inflation but only positive effect on the volatility
of the output gap. Therefore, the sign of the total effect of decreased transparency through
these two channels is ambiguous.

In the absence of the cost channel, i.e. ¢=0, demand shocks have no effect on the
macroeconomic volatility and hence will not interact with opacity. Applying ¢=0 to
equations (28)-(29), it is straightforward to check that if { =x(o+7n)<1, the effects of
opacity on the volatility of inflation and the output gap through the inflation expectations

channel are both negative. The effect of opacity on the volatility of inflation via the policy

rule channel could be negative if x(o+7)< 13& and vice versa. Therefore, the total effect

of opacity on the variance of inflation is negative either when both direct and indirect effects

of opacity are negative, i.e. if x(o+7)<,%:, or when the indirect negative effect

dominates  the positive direct effect, ie, if (& <x(oc+n)<l and
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A+ 202 (o+n) 2 + A3k 2 (o+1) 2 -2)T E
A+ ) A2 (o+1)? '

Pe > or x(o+n)<l, the total effect of decreased

transparency on the volatility of the output gap is positive given that the negative indirect
effect is dominated by the positive direct effect whatever the degree of persistence of inflation

shocks.

Proposition 5b. In the presence of the cost channel, departing from an initial equilibrium

with full transparency, an increase in opacity will reduce the volatility of inflation induced by

inflation ~ and  demand  shocks if (<%, Vp,p.c[01] or if

CEHIE? 4432 -2)] >0- it
M)W a)-wo{ P [C 2B 221222 ¢y T

\/ 22(1-2)+ A4/ 4(1-2)2 +8(1+34

)
20+37) <¢ <1, and p,p. >

will increase the volatility of the output gap induced by inflation and demand shocks and

A(A+3-2¢2)4222 (1-¢2) - A(a+3-2¢2) 4282 01-¢?)
Fox > ) - Vpelodl or b FR< & @A) and

(A+C2)(A+3-2¢2)
B[ AMA+3-2¢2) 1202 (122 -kt (14+4)

pu,pe<( for & <1.

Proof. Using the approximated values of E,(Q), E,(Q?), E,(®) and E,(©?), setting ¢ =1
and o2 =0 in equations (26)-(29) and examining the resulting equations lead to the results

reported in Proposition 5b. m

AP+ -2)]

Notice that the condition o > —
AB+)¢ 3 (W A)-rofe 2[¢ 2+ A2 -2 (1-¢ 2 )}

>0 in Proposition 5b

253w

implies -2 <
PlIes AL +A(32-2)1-222(1-¢ %)}

. This implies that the lower bound for the degree of

persistence p,,p, is positive only when the effect of inflation expectation through the cost

channel relative to the total effect of inflation expectations is relatively small. Otherwise, this

threshold constraint will no longer be useful.
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Under the cost channel, i.e. ¢=1, demand shocks affect the macroeconomic volatility

and hence interact with central bank transparency. Furthermore, the cost channel modifies the
interactions between the effects of opacity and the effects of inflation shocks on the
macroeconomic volatility. These impacts of the cost channel are reflected in Proposition 5b
by the fact that the equilibrium is similarly affected by imperfect transparency when there are
demand and inflation shocks, and that the conditions presented in Proposition 5b are
sensitively different from those reported in Proposition 5a.

Using equation (5), we define the social welfare function as follows:
We == 2By A+ ) (30)
t=0

The effects of imperfect transparency on social welfare could be appreciated by
examining its effects on the economy through two channels. In the present model, greater
opacity makes the expected inflation, and hence the level and volatility of inflation and the
output gap less responsive to current monetary policy actions, with the size of moderating
effect increasing with the presence of the cost channel. This is because imperfect transparency
deteriorates the private sector’s understanding of the central bank’s objectives and decisions.
The second channel corresponds to the effect of opacity on the consequences of unanticipated
changes in monetary policy. In effect, imperfect transparency could increase the effectiveness
of monetary policy by permitting the latter to surprise the public. Thus, imperfect disclosure
about central bank preference makes easier for monetary policy to mitigate under the cost
channel the effect of an inflation shock and a demand shock on inflation and the output gap.
This explains that imperfect transparency may have contradictory effects on the volatility of
inflation and the output gap.

More precisely, imperfect transparent monetary policy could help smooth the variations

of inflation but amplify these of the output gap because it reduces (increases) the welfare costs
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of achieving a higher level of output-gap (inflation). These effects are stronger when the
trade-off between inflation and the output gap is higher, due to higher persistence of inflation
shocks and/or lower relative weight assigned to output-gap stabilization. Consequently, The
effect of imperfect transparency on the social welfare will crucially depend on the relative
weight that the society puts on the stabilization of the output gap. Generally, if this weight is

low, imperfect transparency could improve social welfare.

5. Conclusions

This paper has examined the effects of political transparency under optimal monetary
discretion in a forward-looking New Keynesian model with a role for the cost channel in the
transmission of monetary policy, which stems from the observation that firms use bank credit
to pre-finance production. This channel considerably modifies the effects of central bank
transparency on the macroeconomic performance. The direct dependence of firms’ marginal
cost and hence price decisions on the nominal rate of interest implies that all shocks to the
economy will generate a trade-off between stabilizing inflation and stabilizing the output gap,
and thus central bank transparency could interact not only with inflation shocks but also with
demand shocks.

We find that in the presence of inflation and demand shocks, imperfect transparency
about the relative weight assigned by the central bank to output-gap stabilization affects the
economy in the same direction but with different amplitude. The effects of imperfect

transparency also vary according to their degree of persistence.

If inflation and demand shocks are serially uncorrelated, imperfect transparency does not
modify inflation expectations and hence has no effect on the level of inflation and the output

gap through this channel. Given that the equilibrium value of these variables are affected by
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shocks to central bank preferences, an increase in opacity will reduce the average reaction of
inflation but increase that of the output gap to inflation and demand shocks for standard
parameter values, implying a reduction in the volatility of inflation and an increase in the
volatility of the output gap. The effects of opacity associated with the demand shock could be
substantial, compared with these associated with the inflation shock, only if the first has a

significantly higher volatility than the second.

Serial correlation of inflation and demand shocks reduces the sensitivity of inflation and
the output gap to inflation or demand shocks in the New Keynesian model with the cost
channel through the inflation expectations channel. However, through the policy rule channel,
higher persistence of inflation shocks will reinforce (reduce) the attenuation (amplification)
effect of opacity on the average reaction of inflation (the output gap) to inflation and demand
shocks. In terms of macroeconomic performance, the volatility of inflation decreases with
opacity while the volatility of the output gap increases with it, and both of them increase with
shock persistence. The cost channel could increase the size of effects of opacity due to
inflation shocks on the level of endogenous variables and the social welfare and could
reinforce the effects of opacity associated with persistence. Generally, imperfect transparency
could improve social welfare and more significantly so if the society is quite conservative in

the sense of assigning a low weight to output-gap stabilization.

References:

Barth, M. J. IlIl and V. A. Ramey (2001), “The Cost Channel of Monetary Transmission,” in:
NBER Macroeconomic Annual 2001, (MIT Press, Cambridge, MA), 199-239.

Beetsma, R.M.W.J., and H. Jensen (2003), “Why money talks and wealth wispers: Monetary
uncertainty and mystique. A comment,” Journal of Money, Credit, and Banking 35(1),
129-136.

Blinder, Alan S., Michael Ehrmann, Marcel Fratzscher, Jakob De Haan, and David-Jan Jansen
(2008), “Central bank communication and monetary policy: A survey of theory and
evidence,” Journal of Economic Literature 46 (4), 910-945.

Brainard, William C. (1967), “Uncertainty and the effectiveness of policy,” American
Economic Review 57(2), 411-425.

28



Castelnuovo, E. (2012), “Testing the Structural Interpretation of the Price Puzzle with a Cost-
Channel Model,” Oxford Bulletin of Economics and Statistics 74, 425-452.

Chortareas, G., D. Stasavage and G. Sterne (2002), “Does it pay to be transparent? International
evidence from central bank forecasts,” Federal Reserve Bank of St. Louis Review 84, iss. 4, 99-117.
Christiano, L. J. and M. Eichenbaum (1992), “Liquidity Effects and the Monetary

Transmission Mechanism,” American Economic Review 82, 346-53.

Christiano, L., M. Eichenbaum and C. L. Evans (2005), “Nominal rigidities and the dynamic
effects of a shock to monetary policy,” Journal of Political Economy, 113(1), 1-45.

Ciccarone, Giuseppe, and Enrico Marchetti (2009), “Revisiting the role of multiplicative
uncertainty in a model without inflationary bias,” Economics Letters 104(1), 37-39.

Ciccarone, Giuseppe, Enrico Marchetti, and Giovanni Di Bartolomeo (2007), “Unions, fiscal
policy and central bank transparency,” The Manchester School 75(5), 617-633.

Clarida, R., Gali J., and Gertler M. (1999), “The science of monetary policy: a new Keynesian
Perspective,” Journal of Economic Literature 37(4), 1661-1707.

Crowe, Christopher, and Ellen Meade (2008), “Central bank independence and transparency:
Evolution and effectiveness,” European Journal of Political Economy 24(4), 763-777.

Cukierman, Alex, and Allan H. Meltzer (1986), “A Theory of Ambiguity, Credibility, and
Inflation under Discretion and Asymmetric Information,” Econometrica 54(5), 1099-1028.

Dai, Meixing (2012), “Static and Dynamic Effects of Central Bank Transparency,” Working
Paper of BETA 2012-08.

Dai, Meixing, and Moise Sidiropoulos (2011), “Monetary and fiscal policy interactions with
central bank transparency and public investment,” Research in Economics 65(3), 195-208.

Demertzis, Maria, A. Hughes Hallet (2007), “Central Bank Transparency in Theory and
Practice,” Journal of Macroeconomics 29(4), 760-789.

Dincer, Nergiz, and Barry Eichengreen (2007), “Central Bank Transparency: Where, Why
and with What Effects?”” NBER Working Paper No. 13003, March 2007.

Dincer, Nergiz, and Barry Eichengreen (2010), “Central bank transparency: causes,
consequences and updates,” Theoretical Inquiries in Law 11(1), Article 5.

Ehrmann, M., Eijffinger, S. and Fratzscher, M. (2012), “The Role of Central Bank
Transparency for Guiding Private Sector Forecasts,” The Scandinavian Journal of
Economics 114, 1018-1052.

Ejjffinger, S.C.W., and C. van der Cruijsen (2010), “The Economic Impact of Central Bank
Transparency: A Survey,” in: P. Siklos, M. Bohl and M. Wohar (eds.), Challenges in
central banking: The present institutional environment and the forces affecting the conduct
of monetary policy, Cambridge University Press, 261-3109.

Ejjffinger, Sylvester C. W., Marco Hoeberichts, Eric Schaling (2000), “Why Money Talks
and Wealth Whispers: Monetary Uncertainty and Mystique,” Journal of Money, Credit and
Banking 32(2), 218-235.

Faust, J., and L. E. O. Svensson (2001), “Transparency and Credibility: Monetary Policy with
Unobservable Goals,” International Economic Review 42(2), 369-407. Gali, Jordi, and
Mark Gertler (1999), “Inflation Dynamics: A Structural Econometric Analysis,” Journal of
Monetary Economics 44(2), 195-222.

Fiore, F. D. and Tristani, O. (2012), “Optimal Monetary Policy in a Model of the Credit
Channel,” forthcoming in The Economic Journal.

Gabriel, Vasco J., and Luis F. Martins (2010), “The Cost Channel Reconsidered: A Comment
Using an ldentification-Robust Approach,” Journal of Money, Credit, and Banking 42(8),
1703-1712.

Geraats, Petra (2002), “Central Bank Transparency,” The Economic Journal 112, 532-565.

Geraats, Petra (2009), “Trends in monetary policy transparency,” International Finance
12(2), 235-268.

29


http://ideas.repec.org/a/eee/reecon/v65y2011i3p195-208.html
http://ideas.repec.org/a/eee/reecon/v65y2011i3p195-208.html
http://ideas.repec.org/s/eee/reecon.html
javascript:__doLinkPostBack('','ss%7E%7EJN%20%22Journal%20of%20Money%2C%20Credit%2C%20and%20Banking%22%7C%7Csl%7E%7Erl','');

Griiner, Hans Peter (2002), “How Much Should Central Banks Talk? A New Argument”,
Economics Letters 77(2), 195-198.

Hefeker, Carsten, and Blandine Zimmer (2011), “The optimal choice of central bank
independence and conservatism under uncertainty,” Journal of Macroeconomics 33(4),
595-606.

Henzel, Steffen, Oliver Hiilsewig, Eric Mayer, Timo Wollmershiduser (2009), “The price
puzzle revisited: Can the cost channel explain a rise in inflation after a monetary policy
shock?,” Journal of Macroeconomics 31(2), 268—-289.

Hughes-Hallett, A., and Viegi, N. (2003), “Imperfect transparency and the strategic use of
information in monetary policy: An ever present temptation for central bankers,” The
Manchester School 71(5), 498-520.

Hulsewig, Oliver, Eric Mayer and Timo Wollmershauser (2009), “Bank behavior, incomplete
interest rate pass-through, and the cost channel of monetary policy transmission,”
Economic Modelling 26(6), 1310-1327.

Kaufmann, Sylvia and Scharler, Johann (2009), “Financial systems and the cost channel
transmission of monetary policy shocks,” Economic Modelling 26(1), 40-46.

Kobayashi, Teruyoshi (2003) “Multiplicative uncertainty in a model without inflationary bias”
Economics Letters 80, 317-321.

McCallum, B. T. (1983), “On Nonuniqueness in Linear Rational Expectations Models: An
Attempt at Perspective,” Journal of Monetary Economics 11(2), 139-168.

Nolan, C., and E. Schaling (1998), “Monetary Policy Uncertainty and Inflation: The Role of
Central Bank Accountability,” De Economist 146(4), 585-602.

Ravenna, F. and C. E. Walsh (2006), “Optimal monetary policy with the cost channel,”
Journal of Monetary Economics, 53, 199-216.

Sarensen, J. R. (1991), “Political uncertainty and macroeconomic performance,” Economics
Letters 37(4), 377-381.

Tillmann, P. (2008), “Does the Cost Channel of Monetary Transmission Explain Inflation
Dynamics,” Journal of Economic Dynamics and Control 32, 2723-2744.

Tillmann, Peter (2009), “Robust Monetary Policy with the Cost Channel,” Economica 76,
486-504.

Van der Cruijsen, Carin A.B., Sylvester C.W. Eijffinger, and Lex H. Hoogduin (2010),
“Optimal central bank transparency,” Journal of International Money and Finance 29(8):
1482-1507.

30


http://www.sciencedirect.com/science/article/pii/S016407041100067X
http://www.sciencedirect.com/science/article/pii/S016407041100067X

	PUBLICATION PREMIERE PAGE
	Cost-channel-CB-transparency_WP-BETA

