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Transparency: can central banks commit to truthful
communication?

Borrador de Economia, nim. 711 Keep in mind

The series Working Papers on Economicsis published by the Office for Economic Studies at the Banco de la
Republica (Central Bank of Colombia). It contributes to the dissemination and promotion of the work by
researchers from the institution. This seriesisindexed at Research Papers in Economics (RePEc).

On multiple occasions, these works have been the result of collaborative work with individuals from other
national or international institutions. The works published are provisional, and their authors are fully responsible
for the opinions expressed in them, as well as for possible mistakes. The opinions expressed herein are those of
the authors and do not necessarily reflect the views of Banco de la Republicaor its Board of Directors.
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To evaluate whether transparency is beneficial, it is usual to assume that the central bank may choose one of two
options, opacity versus truthful communication. However, the monetary policymaker may have incentives to
misrepresent private information so as to reduce economic volatility by manipulating inflation expectations.
Using a standard model, this paper points out the fact that if misrepresentation isincluded as a possible action
there is no rational expectations equilibrium with inflation announcements. Therefore, even if transparency is
preferred over secrecy the central bank cannot credibly commit to truth-telling, in contrast to what is commonly
assumed in the literature on transparency.

Thisworking paper is mainly based on the third chapter of my doctoral dissertation (completed at the University
of Cambridge, UK) for which | am especially grateful to my PhD supervisor, PetraM. Geraats for her valuable
advice and guidance and to the Central Bank of Colombiafor financial support. | aso thank my dissertation
referees, Peter Sinclair and Demostenes Tambakis for their useful comments, participants at the University of
Cambridge macroeconomics workshops, seminar participants at the Central Bank of Colombia and at the "XXV
Jornadas de Economia’ of the Central Bank of Uruguay and Paul Baker and Roberto Parra-Segurafor
constructive discussions. Any views expressed and errors are my own and do not necessarily reflect those of the
Central Bank of Colombiaor its Board of Directors.
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