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Zero lower bound 
on nominal interest 

rates 
Effectiveness of 
Monetary Policy 

Effectiveness of 
Fiscal Policy 

 It is not clear whether the zero bound has substantially 
constrained the Fed’s ability to affect longer term yields 

 The entire path of expected future short-term interest rates, not 
just current level of the over night federal funds rate matters. 



Introduction  

 The EFFECT/ CONSTRAIN is measured by the sensitivity of yield 
to macroeconomic news compared to the benchmark period 
(1990-2000) 

 Periods when yield is about as sensitive to the benchmark 
UNCONSTRAINED 

 Periods when yield is less or not responsive to news at all  largely 
or completely CONSTRAINED 

 Purpose: to measure the extent to which interest rates of any 
maturity – and hence monetary policy, more broadly defined– are 
constrained by the zero lower bound 
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FINDINGS 

 Yields on Treasury securities with a year or more to maturity were 
surprisingly responsive to news throughout 2008-10, suggesting 
that MP and FP were likely to have been about as effective as 
usual during this period 

 Not until the late 2011, the sensitivity of those yields to news 
falls closer to zero 

 2 explanations 
1. Until late 2011, market participants expected the funds rate to lift 

off from zero within about four quarters, minimizing the effect of 
zero bound on medium- and longer-term yields. 

2. The Fed’s unconventional policy actions seem to have helped 
offset the effect of the zero bound on medium- and longer-term 
rates 
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Empirical 
Framework 

1. Identifying a 
surprise 

component of 
major US 

macroeconomic 
announcement  

2. Estimate 
average 

sensitivity of 
Treasury yield 

of each 
maturity to the 
announcement 
over the sample 

1990-2000 

3. Estimate the 
relevant 

sensitivity of 
sample period 
2001-2012 and 
compare to the 

benchmark  

Hypothesis: periods that the zero bound was a significant constraint on a given 
Treasury yield should appear in the analysis as periods of unusually low 
sensitivity of that security to macroeconomic news 



 Based on EMH and forward-looking model: the expected 
component of macroeconomic data releases should have no effect 
on interest rates 

 To measure the effects of major macroeconomic news on interest 
rates, require the UNEXPECTED or SURPRISE component. 

 

 

 

 

 Financial markets’ expectations: Money Market Services (MMS) 
and Bloomberg Financial Services 

Empirical 
Framework 
The Surprise Component 
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Framework 
The Sensitivity of Treasury 
Yields (1990-2000): the 
Benchmark model 
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Main Results 
The Sensitivity of Treasury 
Yields (1999-2000) 
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Measuring the Time-
Varying Sensitivity of 
Treasury Yields 
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Discussion 
1. Private-Sector 

Expectations of Federal 
Funds Rate “liftoff” from 
zero  

 Expected number of quarters until the 
Federal funds rates increased above 25 bps 

 Probability of Fed Funds rate being 
less than 50 bps in five quarters 



Discussion 
2. Implications for the 

Fiscal Multiplier  
  Periods when fiscal multiplier is larger are also periods when 

intermediate maturity bond yields are less sensitive to news 

 This is consistent with standard IS-LM intuition of a smaller 
crowding-out effect 

Zero bound is 
expected to 

constrain 
future 

expected ST 
rate for 

particular 
periods of time 

MP more 
constrained 

Less ‘crowding 
out’   

Larger ‘fiscal 
multiplier’ 
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3. Other Explanations for 

Time-Varying Treasury Yield 
Sensitivity  
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FINDINGS 

 Interest rates with a year or more to maturity were surprisingly 
responsive to news throughout 2008-10. Only in the late 2011 – 
around the time of the FOMC’s forward guidance – did the 
sensitivity of intermediate Treasury yields fall closer to zero. 

 2 main explanations for the finding 
1. Up until late 2011, financial markets consistently expected the 

federal funds rate to liftoff from zero within about four quarters 

2. The FOMC’s forward guidance and large-scale asset purchases 
continued to move medium- and longer- term interest rates even 
when short-term rates were stuck at zero 

 
 



Conclusion  

Policy implications  

 
 MP: with substantial room to affect interest rates until late 2011. 

Nevertheless, managing expectations of future MP and conducting 
large scale purchases of long-term bonds also allow the Fed directly 
affected the longer-term yields. 

 

 FP: Fiscal Multiplier was probably close to normal during 2008-10 
but turned larger afterward as the expected time until the first rise in 
fed funds rate was lengthened  
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