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Abstract
Studying central bank forward guidance, through the publication of economic projections, we find that policymakers’ objectives are achieved to the
greatest extent possible when projections are used to mislead the public. Optimal non-misleading projections are time-inconsistent. Optimal non-misleading
time-consistent projections can only improve policy outcomes if the public’s
expectations are non-rational, either being inconsistent with the implemented
policy, or less precise than policymakers’ projections. Hence, the public only
has incentives to trust policymakers’ projections when they are most vulnerable
to being mislead. All in all, this implies that the public cannot trust policymakers’ projections, making these all but irrelevant. The systematic deviations
observed between survey forecasts and FOMC projections indicate that the
public is not convinced by these.
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Introduction

In recent years some central banks, including the Federal Reserve, have started
releasing projections of future values of macroeconomic variables such as GDP
growth, inflation, unemployment, and even future monetary policy through
forecasts of future interest-rate targets.1 Internal projections have played a
role in monetary policymaking for a long time, for example through forecast
targeting (Hall (1985), Hall and Mankiw (1990), King (1994), Bowen (1995) and
Svensson (1997 and 1999)). Here, our focus is on the more recent trend of making projections available to the public (Svensson (2005) and Woodford (2007)).
Each central bank does things differently, and it is beyond our scope to describe
all these practices in detail. Instead, we study what role publishing projections
can play in policymaking, and whether the public should trust these forecasts.
If policymakers’ projections influence the public’s expectations, this can affect
policy outcomes, since current inflation and output levels are posed to depend
on expected future inflation, according to the New-Keynesian Phillips-curve
model. More generally, there appears to be a growing consensus that monetary
policy affects the economy mainly through private-sector expectations of inflation, output and interest rates (Woodford (2004), Svensson (2005), and Blinder
et al. (2008)).
We find that optimal projections are misleading, that is, the most desirable
economic outcomes arise when the public’s expectations are distorted away
from the values consistent with the implemented policy. Furthermore, it can
even be in policymakers’ interest to keep behaving as if their inconsistent projections are believed by the public, when this is no longer the case. The optimal
non-misleading projections are time-inconsistent, just as the optimal plan, or
commitment policy, is. The optimal non-misleading time-consistent projections have no impact on policymaking, assuming rational expectations, since
they would not alter the public’s expectations. Without rational expectations,
projections can improve policy outcomes even when non-misleading and timeconsistent, if the public’s forecasts are noisier than policymakers’ projections,
or if they are inconsistent with the policy implemented. Hence, the public only
has incentives to believe policymakers’ projections when they are most vulnerable to being mislead by these, that is, when they cannot produce as efficient
model-consistent (rational-expectations) forecasts as policymakers. It is there1

Projections are also provided by the ECB, and central banks of Australia, Canada, England,
Japan, New Zealand, Norway, Sweden and Switzerland.
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fore unclear whether policymakers’ projections will have any influence on the
public’s expectations, which is necessary for these to improve policy outcomes.
It is well known from the rules vs. discretion literature (Kydland and
Prescott (1977) and Barro and Gordon (1983a, b)) that policymakers can
achieve their objectives to a greater extent if they can control expectations
by credibly committing to implement a rule in all future periods. Releasing
projections provides an alternative way to influence the public’s expectations,
and thus improve policy outcomes. Being more direct, projections make it easier for the public to achieve the desired expectations, as they do not need to
derive these from a rule or model. However, projections are also less specific,
just a value, or set of values, instead of an equation, which makes it easier for
policymakers to cheat and mislead the public, making projections less credible.
For example, it is easier for people to see if realized inflation hits the 2-3% target that a central bank has committed to, than to determine whether a realized
inflation rate of 4% is consistent with the previously projected 2%. In particular, when policymakers do not provide details about how their projections
are generated, any deviation from the projected path can always be blamed on
unanticipated shocks.
Our point is not that the Fed, or any other central bank, uses projections to
mislead the public, but rather that they easily could, and have incentives to do
so. Consequently, the public should not believe central bank’s projections, or at
least, should not believe these blindly. Of course, if the public is not influenced
by policymakers’ projections, there is no gain, in terms of economic outcomes,
from providing these. One could attempt to remedy the situation by providing
policymakers with incentives to project accurately, but tampering with their
original objective of maximizing consumer welfare would inevitably make them
sacrifice welfare for accuracy. Alternatively, convincing the public to believe
the projections would require providing enough information about the policy
problem to enable everyone to ensure that they are not being mislead. But,
then the projections can only improve outcomes if the public’s expectations
were previously inconsistent, or more noisy. Releasing projections could even be
damaging, for example by correcting the public’s inconsistent expectations, or
if they incorrectly induce the public to believe that policymakers are less willing
to fight inflation than they really are, leading to higher inflation expectations.
We study the Federal Open Market Committee’s (FOMC) projections of
real GDP growth, unemployment and output. The Fed was chosen due to availability of comparable forecasts, mainly the Survey of Professional Forecasters
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(SPF). In addition, the availability of meeting transcripts provides an insight
into the FOMC’s thinking. We find that during the years that the FOMC
has been publishing projections, 2008-2014, these have tended to be too optimistic, in terms of the three-year ahead projections, overestimating output
growth and underestimated unemployment. However, its projections for these
two variables do not appear to differ systematically from those of the SPF. The
FOMC’s long-run inflation projections, on the other hand, have consistently
been lower than those of the SPF since 2010. Hence, we do find evidence of the
Fed trying to sway the public’s inflation expectations. It does not appear to
be an attempt to mislead the public, since the FOMC’s projections are often
more accurate than the SPF’s. Neither does it seem like the SPF forecasts
are inconsistent, or more noisy. Instead, it appears that the FOMC uses its
inflation projections to convey its commitment to low inflation.
Existing studies assume that the public believes policymakers’ projections
blindly, so that their expectations match these exactly, even when time-inconsistent
(Svensson (2005) and Woodford (2007)). However, the disparities observed between survey forecasts and FOMC projections, especially for inflation, imply
that this is an unrealistic assumption. The present study provides a rational
for the public’s skepticism. It shows that policymakers have incentives to mislead the public, and argues that it would be difficult for the public to discover
such manipulation, especially with the opaqueness currently surrounding central bank projections, in particular at the FOMC. In the Fed’s case, it appears
that forecasters do not believe the FOMC’s commitment to low inflation is as
strong as it tries to convey through its projections.
The next section provides a brief introduction to the New-Keynesian stickyprice model, which is widely used to study, and guide, monetary policy. The
following section shows that optimal projections are misleading, and can lead to
better outcomes than the standard optimal commitment solution. In addition,
it shows that providing misleading projections can improve economic outcomes
even if they are not believed by the public. The subsequent section shows that
the optimal non-misleading projections are time-inconsistent in the same way,
and for the same reason, that optimal plans are. The following section studies
optimal non-misleading time-consistent projections, which can only improve
policymaking if the public’s expectations are inconsistent with the implemented
policy, or more noisy than policymakers’ projections. The subsequent section
studies the FOMC’s experience with releasing projections, and is followed by
concluding remarks.
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Model

In a framework with monopolistic competition, menu costs and staggered pricesetting, Rotemberg (1982) and Calvo (1983) derive the New-Keynesian Phillips
curve
πt = β Êt πt+1 + κxt + ut

(1)

which relates present inflation πt to expected next-period inflation Êt πt+1 , contemporaneous output xt and a cost-push shock ut . It is the public’s (pricesetters’) inflation expectations that are relevant in the Phillips curve, and these
may or may not be rational, depending on the case below, so we denote these
as Êt to distinguish from Et , which is usually understood to imply rational
expectations. The exogenous shock satisfies
ut = ρut−1 + at

(2)

where at is white noise. The parameters β ∈ (0, 1) , κ > 0 and ρ ∈ (0, 1)
are assumed to be known constants. Inflation πt and output xt are measured
in terms of deviations from their flexible-price values, that is, the values they
would attain in the absence of menu costs. Hence, as Rotemberg and Woodford
(1999) and Woodford (2003) show, minimizing the distortions that menu costs
generate, by limiting the impact of these on the utility of a representative
consumer, can be accomplished at any time t = 0 by minimizing
L0 = E0

∞
X

β t lt

(3)

t=0

where
lt = πt2 + λx2t

(4)

and λ > 0 is a known constant.2 Details and extensions of this popular framework are discussed by Clarida et al. (1999), Svensson and Woodford (2002),
and Woodford (2003), among many others.
From the perspective of any period t = 0, the optimal commitment plan
is the infinite sequence of current and future inflation targets {πt }∞
t=0 that
minimizes the loss function (3) subject to the Phillips curve (1). As shown by
Clarida et al. (1999) and Woodford (1999), it can be found by minimizing the
2

We assume there is no role for interest-rate smoothing, and that there are no biases in policymakers’ objectives.
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Lagrangian
£=

∞
X


β t πt2 + λx2t − θt (βπt+1 + κxt + ut − πt )

(5)

t=0

assuming rational expectations and exploiting certainty equivalence (Currie and
Levine (1993)). Here, the variable θt is a Lagrange multiplier associated with
the Phillips-curve constraint (1). The first-order conditions,
∂£
= 2π0 + θ0 = 0,
∂π0

(6)

∂£
= 2β t πt − βθt−1 + θt = 0
∂πt

(7)

∂£
= 2β t λxt − κθt = 0
∂xt

(8)

for t = 1, 2, 3, . . . and

for t = 0, 1, 2, . . . , yield the optimal commitment policy

and

λ
π0 = − x0
κ

(9)

λ
λ
πt = − xt + xt−1
κ
κ

(10)

for t = 1, 2, 3, . . . While this optimal plan minimizes the objective function
(3), it is, as argued by Kydland and Prescott (1977), not time-consistent. The
reason is that if policymakers reoptimized in any later period τ > 0, they
would want to deviate from the promised commitment rule (10) in period τ
and instead enforce

λ
π τ = − xτ
κ

(11)

λ
λ
πt = − xt + xt−1
κ
κ

(12)

while committing to implement

in all later periods t = τ + 1, τ + 2, τ + 3, . . . If policymakers reoptimized in
every period, they would implement
λ
πt = − xt
κ

(13)

in all periods t = 0, 1, 2, . . . which, as shown by Clarida et al. (1999) and
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Woodford (1999), is the optimal discretionary policy. The policy objective
(3) is strictly positive under both discretion and commitment. Exactly how
much lower it is with the commitment solution (9)-(10) than with the discretionary one (13) depends on the parameter values, which there exists some
disagreement about, particularly with respect to the values of κ and λ (see
Assenmacher-Wesche (2006), Dennis (2004), Givens (2012), Schorfheide (2008),
and Söderström et al. (2005)).

3

Optimal misleading projections

Imagine policymakers implement the policy
πt = 0

(14)

in all periods t = 0, 1, 2, . . . , while at the same time projecting future inflation
according to
π̂t = −β −1 ρ−1 ut

(15)

for t = 1, 2, 3, . . . If the public believes policymakers’ inflation projections
(15), despite these being inconsistent with the policy actually implemented
(14) whenever ut 6= 0, we have
Êt πt+1 = Et π̂t+1 = −β −1 ut

(16)

for t = 0, 1, 2, . . . , which inserted into the Phillips curve (1) together with the
implemented policy (14) implies that yt = 0 and lt = 0 for all t = 0, 1, 2, . . . ,
so that L0 = 0. Hence, if policymakers can mislead the public, shaping inflation expectations with projections that are inconsistent with the implemented
policy, they can achieve their objectives (3) to a greater extent than with a
perfectly credible commitment to the optimal plan (9)-(10). In fact, due to
the quadratic nature of the objective function (3) it is clearly not possible to
achieve a lower, and thus more preferable, value.
For comparison, imagine that in any period t = 0 policymakers could mislead the public to believe that
πt = −β −1 ρ−1 ut

(17)

would be implemented in periods t = 1, 2, 3, . . . , so that the public’s expec-
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tations satisfy condition (16), while actually implementing equation (14) in
all periods t = 0, 1, 2, . . . Policymakers would then do better, in terms of the
policy objective (3), than with the optimal commitment plan (9)-(10), since
L0 = 0. How is this possible? While time-inconsistent, at any point in time
the optimal commitment plan assumes expectations of future policy are consistent with what policymakers actually plan to implement, and vice-versa.
This restriction is violated in the commitment strategy proposed in the present
paragraph. In other words, policymakers in the standard commitment solution
plan to implement the commitment rule (10) in all future periods, and this rule
also shapes expectations of future policy. In the alternative strategy, expectations are assumed to be shaped by the promised policy (17), but policymakers
plan to implement a different equation (14). Hence, this alternative strategy
requires misleading the public period after period, something that might be
easier to achieve shaping expectations with projections, rather than through
a commitment to a rule. From a theoretical point of view the public must in
both scenarios determine what policy is implemented, (14) or (17). However,
in practice there is a great difference between checking whether or not a preannounced rule is being followed, versus determining whether the implemented
policy and (past and present) projections are mutually consistent. As an example, it is easier to see if realized inflation hits the 2-3% target that a central
bank has committed to, than to determine whether a realized inflation rate of
4% is consistent with the previously projected 2%. This is especially true when
policymakers do not provide details about how their projections are generated,
so that any deviation from the projected values can be blamed on unanticipated
shocks.
If the shock ut and inflation πt were perfectly observable, it would be obvious that projections generated with equation (15) are inconsistent with the
implemented policy (14) whenever ut 6= 0. If the public could observe the
implemented policy (14), deduce it by studying data on past realizations, or
derive it by reproducing the policy problem and poicymakers’ logic, inflation
expectations would instead be
Êt πt+1 = Et πt+1 = 0

(18)

for all t = 0, 1, 2, . . . Combined with the implemented policy (14), this implies
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lt =

λ 2
u
κ2 t

for t = 0, 1, 2, . . . , and therefore an objective value
∞

Lp0 =

X
λ
E0
β t u2t
2
κ

(19)

t=0

which can be higher or lower than the corresponding loss
Ld0

=

∞
X
E
β t u2t
0
((1 − βρ) λ + κ2 )2
t=0

λ λ + κ2



(20)

that arises with the standard discretionary solution (13).3 In particular, Ld0 <
Lp0 whenever
(1 − βρ)2 λ + (1 − 2βρ) κ2 > 0

(21)

while Ld0 > Lp0 when the opposite is true. Hence, even a failed attempt to mislead the public through projections that are inconsistent with the implemented
policy, so that the public does not believe these, but instead forecasts policy
correctly, can yield better results, in terms of the policy objective (3), than
discretion.
Discretion is the optimal policy assuming policymakers have no influence on
policy expectations. Providing projections that are inconsistent with the policy
implemented, and that no one believes in, can improve the policy objective (3)
relative to discretion, by making the implemented policy, and thus expectations,
differ from the standard discretionary solution (13). The reason is that when
policymakers believe expectations are determined by their projections (16), the
optimal policy to implement is not discretion (13), but instead to set inflation
equal to zero (14). When expectations are Êt πt+1 = 0, instead of satisfying
equation (16), and policymakers’ projections are not believed, it would not be
optimal to implement πt = 0 if changing the implemented policy would have
no impact on expectations (the optimal policy would then be the standard
discretionary solution (13)). However, policymakers know that if they stop
setting πt = 0, expectations would change, so they have a choice between
staying at the current equilibrium, or moving to the standard discretionary one.
Hence, when Lp0 < Ld0 they would be better off remaining at this alternative
equilibrium.4 From the condition above (21), we see that Lp0 < Ld0 requires
The reduced-form solution under discretion (13), is πt = λ((1 − βρ)λ + κ2 )−1 ut and xt =
−κ((1 − βρ)λ + κ2 )−1 ut , which can be obtained by the method of undetermined coefficients.
4
This alternative equilibrium is also feasible under commitment, so it is clearly outdone by the
optimal commitment solution.
3
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large β and ρ. This is because the benefit from having Êt πt+1 = 0 is that
the effects of a non-zero ut -shock do not propagate towards the future through
expectations, which is more important the more persistent these shocks are, and
the more policymakers care about the future. Lp0 < Ld0 is also more prone to
occur the larger is κ and the smaller is λ, since then a ut -shock has less impact
on output and policymakers care less about output stabilization, respectively
(when πt = 0 for t = 0, 1, 2, . . . the policy objective (3) depends exclusively on
output stabilization).
In reality inflation is observable, albeit with a lag. However, there are several factors that can make it difficult for the public to determine whether or
not policymakers’ projections are consistent with the implemented policy. The
most obvious one is the uncertainty tied to forecasts, and in particular, the difficulty in accurately predicting macroeconomic variables even just a few quarters
ahead. In addition, there is model uncertainty and misspecification, unknown
parameter values, and the fact that different committee members voting on
policy might favor different models or parameter values. Also, policymakers
might not be able to achieve exactly the inflation rate that they want, contrary
to what is assumed in our model (for example, there might be additional noise
that makes πt differ somewhat from zero even when policymakers try their
best to make it zero). Because of these difficulties, it is clear that policymakers could easily get away with manipulating projections. Given the gains from
doing so, policymakers obviously have incentives to use their projections to manipulate the public’s expectations. Sometimes they have incentives to continue
doing so, even if discovered and the projections are not believed, as is shown
above. This, however, means that the public should not trust policymakers’
projections, which renders these all but useless.5

4

Optimal time-inconsistent projections

It should be clear from above that one should be skeptical to central bank
projections. However, if despite this, the public does let these shape its expectations, what are the optimal projections when these have to be consistent with
the policy implemented, so as to maintain the public’s trust? From the perspective of any period t = 0 that is the very first one in which policymakers project
5

While the public at large benefits from being mislead in terms of a lower loss from distortions
due to menu costs (3), this ignores the cost of suboptimal decisions individuals might make as a
result of having biased inflation expectations.
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ahead, the optimal initial-period policy and projections I > 0 periods ahead
are given by the sequence {πt }It=0 that minimizes the loss function (3), subject
to the Phillips curve (1). The first-order conditions are the same as above,
(6), equation (7) for t = 1, 2, 3, . . . , I and equation (8) for t = 0, 1, 2, . . . , I,
yielding the same optimal present action (9) and optimal future actions (10),
and projections (π̂t = πt ), for t = 1, 2, 3, . . . , I. When t = 0 is not the very first
period in which policymakers project ahead, policy and projection equations
for periods t = 0, 1, 2, . . . , I − 1 are given by past optimal projections (10). The
optimal new projection, πI , is the same as all other optimal projections ahead
(10).6
As with any commitment to future policy, optimal projections are timeinconsistent. The optimal policy to implement in the contemporary period
is discretion (13), while the optimal policy to promise, or more generally, to
shape policy expectations, is the commitment rule (10).7 Hence, if policymakers reconsidered the policy problem in any later period, they would want to
implement the optimal discretionary policy (13), thus deviating from previous
projections generated with the commitment rule (10). With standard commitment, the reason for deviating is that πτ +1 has an impact on πτ and yτ through
expectations Êτ πτ +1 in period τ and prior, but no such impact in period τ + 1
when πτ , yτ and Êτ πτ +1 have already been realized. Thus, from the perspective of any period before τ + 1, the commitment rule (10) is optimal for period
τ + 1, but from the perspective of period τ + 1, discretion (13) is optimal in
period τ + 1. Similarly, in period τ and prior, projections π̂τ +1 affect πτ and
yτ through expectations Êτ πτ +1 , but have no impact on these in period τ + 1.
Consequently, in any period prior to τ + 1, projections π̂τ +1 matter, and thus
shape the optimal policy πτ +1 , due to the requirement that the projections and
implemented policy be mutually consistent. However, in period τ + 1 the projection π̂τ +1 has no impact, thus changing the optimal policy for period τ + 1
from the commitment rule (10) to discretion (13). Hence, optimal projections
are time-inconsistent for the same reason that the optimal plan is.8
6

Studying short-term commitments and implementation delays, Jensen (2013) shows that the
Lagrangian approach used above is valid even when the commitment only applies I periods into
the future, whether or not period t = 0 is the first one in which policymakers commit. Hence,
committing, or projecting ahead, the optimal policy is to follow the standard optimal plan.
7
The optimal misleading projections (15) are also time-inconsistent, since policymakers would
rather implement (14). However, contrary to the projections studied in the present section, misleading projections are not even consistent from a static point of view.
8
Svensson (2005) and Woodford (2007) argue for modifying the policy objective (3) so that
policymakers implement the commitment rule (10), and use it to project, in all periods t = 0, 1, 2, . . . ,
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As with misleading projections, there are reasons to believe that in practice
it would be easier to determine whether a policymaker is following a particular
preannounced rule, than to figure out if the implemented policy and projections
are mutually consistent.9 This has some advantages in that policymakers could
deviate from the commitment rule occasionally without the public noticing.10
In addition, it would be useful if the optimal commitment rule changes as
our understanding of the economy evolves, since policymakers could phase out
the old one in I periods without breaking any previous commitments, thus
maintaining their credibility. This would not be possible with a once-and-forall commitment to a particular policy rule. However, the harder it is for the
public to verify that the projections and implemented policy are consistent with
the commitment rule, the easier it is for policymakers to mislead them, and the
less likely the public is to believe the projections. Of course, if the public stops
believing the projections, they become all but useless.
Because the optimal future policy and projection equations are the same
(10) for all values of I > 0, it follows that according to the present model, there
is no need to project more than one period ahead.11 However, this assumes
that the public can replicate the central bank’s policy problem, and thus figure
out that future policy, and hence projections and expectations, will satisfy the
commitment rule (10) also beyond the initial I periods. If instead the public
expects discretion (13) after the first I periods, policymakers might be better off the more periods I into the future they project. Hence, how far into
the future it is advantageous to project depends on one’s assumptions about
the public’s expectations beyond policymakers’ projections. The longer ahead
policymakers project, the further into the future they can make expectations
conform to the commitment rule (10), assuming the public believes the projections. Of course, looking far enough ahead, most models will produce forecasts
of variables returning to their long-run averages no matter what policy is imwhether or not t = 0 is the very first period in which they project. However, such a policy is still timeinconsistent, since policymakers would always want to deviate to discretion (13) in the contemporary
period. This so-called timeless-perspective approach to commitment was introduced by Woodford
(1999a and 2003), and is also discussed by Svensson and Woodford (2005), Blake (2001), Dennis
(2001 and 2010), Jensen and McCallum (2002 and 2008), and Damjanovic et al. (2008).
9
Projections could be used as an addition to a commitment to a rule, but with rational expectations such projections would serve no purpose, as they would be identical to those produced by the
public itself.
10
In the present model this would be particularly useful, in terms of minimizing the objective (3),
whenever lagged output xt−1 is far from zero.
11
This is equivalent to the finding that there is nothing to be gained from continuously committing
more than one period ahead (Jensen (2013)).
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plemented. This is certainly the case in the present model, where the expected
values of inflation and output looking far enough ahead eventually converge to
zero under both commitment and discretion. Consequently, projections alone
might be insufficient to signal a commitment to the optimal rule (10). This can
occur even for short-run projections, for example, in the present model discretion and commitment produce identical one-period ahead projections Et πt+1
whenever xt = 0. The issue can be mitigated by projecting several periods into
the future. In this respect, it can also be helpful to provide projections for
multiple variables, not just the policy instrument, as this would reveal more
about the policy the central bank plans to implement.

5

Optimal time-consistent projections

When projections are not time-inconsistent, or used to mislead the public, there
is nothing to be gained by policymakers from providing projections, unless the
public’s expectations differ from the implemented discretionary policy (13). In
the ideal case where the public can replicate the policy problem perfectly, and
use it to form their expectations, they would always correctly anticipate the
optimal discretionary policy to be implemented. Consequently, their forecasts
of macroeconomic aggregates would be equivalent to policymakers’ projections.
A case in which projections can play a role, even when these are timeconsistent and non-misleading, is when the public’s expectations are less precise
than policymakers’ projections. As an example, imagine
λ
Êt πt+1 = − Et xt+1 + γvt
κ

(22)

vt = φvt−1 + et

(23)

where

and et is white noise, while the implemented policy is the optimal discretionary
one (13). With such noisy expectations, the value of the policy objective (3) is
Ln0

=

Ld0

+

γ 2 λ λ + κ2
((1 − βφ) λ +



κ2 )2

E0

∞
X

β t vt2

(24)

t=0

which is larger than Ld0 , more so the further γ is from zero. Hence, if policymakers’ projections reduce the degree of noise γ in the public’s expectations,
the policy objective (3) would improve.
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When the public’s expectations are completely inconsistent with the implemented policy, the issue is more complicated. Assuming as an example that
Êt πt+1 = ηEt xt+1

(25)

while the discretionary policy (13) is implemented, the value of the policy objective (3) is
Li0

=

λ λ + κ2



(λ + βρκη + κ2 )

2 E0

∞
X

β t u2t

(26)

t=0

where η is a known constant. It follows that whenever η is between −λ/κ and
(βρλ − 2λ − 2κ2 )/(βρκ), Ld0 < Li0 , and the policy objective (3) would be lower
if the public’s expectations were corrected so as to be consistent with the implemented policy (η = −λ/κ). For all other values of η, Ld0 > Li0 , and economic
outcomes (3) are better when the public’s expectations remain inconsistent.
Hence, sometimes expectations being inconsistent with the implemented policy
benefits policymakers, and they have no incentives to correct these. In other
cases they have incentives to provide projections in order to correct inconsistent
expectations.12
While the present section focuses on time-consistent policy, central banks
can obviously have incentives to correct the public’s expectations in the same
manner with time-inconsistent policy. In particular, this applies when the public’s expectations are noisy.

6

FOMC projections

Since its October meeting in 2007, the FOMC has been publishing projections
of real GDP growth, the unemployment rate and the inflation rate after many
of its policy meetings. These projections have been released with its policy
statement, at the Chairman’s press conference within hours of the meeting, or
in the minutes released three weeks after its meeting.13 Projections have been
12

Expectations can be inconsistent with the implemented discretionary policy (13) in many different ways than that explored above (25). However, the case studied is simple, yet general enough
to show that the result can be ambiguous.
13
From 1979 to 2007, projections were generated twice a year (January and June meetings in
preparation for Congressional testimony in February and July), for the concurrent and following
year. Beginning in April 2011, projections are released in conjunction with the Chairman’s postmeeting press conference, and are more recently also summarized in the policy statement published
immediately after the meeting. Starting in 2012, the FOMC also provides projections of the target
federal funds rate, but there is too little data and variation so far, and none of the surveys forecast
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produced approximately four times a year, for the January, March/April, June
and October/November/December FOMC meetings, with the schedule having
changed somewhat over the years.14 The projections cover the concurrent year,
and one and two years into the future. Each of the members of the FOMC,
whether or not voting in that particular meeting, submits a projection, yielding
16-19 individual projections for each meeting. The detailed data is not publicly
available until transcripts are released five years after the meeting. Instead, the
FOMC makes immediately available the range of the individual projections,
and what it calls the central tendency numbers, that is, the minimum and
maximum projected values, after having eliminated the three lowest and three
highest ones. For comparison with other forecasts, we plot in the figures also
the midpoint between these central tendency numbers, which is the closest we
can get, with the immediately available data, to the median forecast provided
in the surveys we compare with.15
More specifically, the FOMC projects the average civilian unemployment
rate in the fourth quarter of each year, and fourth-quarter to fourth-quarter
growth rates of real GDP and prices for personal consumption expenditures
(PCE).16 This makes it difficult to compare with other forecasts, which typically focus on annual averages. The FOMC’s particular and changing schedule
further complicates comparisons, since the surveys follow a more regular pattern. For example, the survey of professional forecasters (SPF), our main comparison survey, operates with forecast deadlines in the second week of February,
May, August and November. Consequently, the FOMC’s January and March
projections are both compared with the SPF February forecast, the FOMC’s
April and June projections are compared with SPF May, the FOMC’s September value is compared with SPF August, while the FOMC’s October, November
and December projections are all compared with the SPF November forecast.
This way the predictions are at most a month apart.17 The dates used in the
this rate.
14
From 2008 to 2011 projections were provided in January, April, June and October/November.
In 2012 they were provided in January, April, June, September and December. In 2013 they were
provided in March, June, September and December.
15
If the FOMC’s projections have any impact on the public’s expectations, it should be through
the numbers released immediately, so we focus on these instead of the more detailed data from the
transcripts that is only publicly available after a five-year lag.
16
The FOMC also provides projections of core PCE inflation.
17
Even if predictions are close in time, they might vary significantly if new macroeconomic data
is released in-between. Estimates and revisions of GDP and personal expenditures are released
monthly, at the very end of the month. Unemployment data is also released and revised monthly,
but during the first few days of the month. Not all survey respondents exhaust the deadline, and

15

figures are the first day of the FOMC meetings for which the corresponding projections were produced. There is no information available on the exact dates
the projections and forecasts were actually generated. Initial FOMC projections are due by the end of the day on the Friday before the FOMC meeting,
but may be revised at any time until the beginning of the session on the second
day of the meeting (initially the final deadline was the day after the meeting
ended). Comparing the FOMC’s projections with other forecasts is important,
since it is notoriously difficult to forecast the business cycle, especially three
years ahead. In addition, forecasters that are not policymakers would not have
incentives to attempt to sway the public’s expectations in the same way that
policymakers might have.18
Figure 1 plots projections and forecasts of annual real GDP growth (fourth
quarter to fourth quarter) for 2008 to 2014, together with the realized values
(all as reported by the FOMC through its projections materials available on
the Fed webpage). The FOMC’s long-term growth projections tend to start out
too optimistic (except for 2010), and are gradually adjusted downward. This
initial overshooting may partly be due to the exceptionally low rates of growth
experienced in the years studied. Unfortunately, there are not many comparable
forecasts. The SPF forecasts average annual growth three years ahead, but only
a year ahead on a quarterly basis. In addition, the survey actually asks for GDP
levels, so the implied fourth-quarter to fourth-quarter growth rate can only be
computed with certainty for the first and fourth quarter surveys. Similarly,
the Livingstone survey only asks participants to forecast GDP six and twelve
months into the future, yielding at most one comparable value per year.
The FOMC’s long-run projections of unemployment, which can be seen in
figure 2, are also too optimistic (except for 2013). This appears to be partly due
to the exceptionally high and persistent unemployment rate in the years studied,
which has made the three-year ahead forecasts rise from 5% to 7.25% between
2010 and 2012. The FOMC’s projections for unemployment do not appear
to differ systematically from the SPF forecasts. The Livingstone forecasts are
sometimes higher, but at the same time further away from the realized value.
some might not use the most up-to-date information. Looking at the figures of the projections and
forecasts below, the timing seems to match quite well, in terms of the movements in the values,
despite some of them being a month apart. Comparing with Green Book projections, Romer and
Romer (2000) also find that these small differences in timing matter little.
18
Both the SPF and the Livingstone surveys include employees at the Federal Reserve and its
member banks, and thus likely some of the people responsible for the FOMC projections, among
their respondents.
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Figure 1: Projections and forecasts of real GDP growth.
The most striking feature in figure 3, which shows the projections and forecasts for PCE inflation, is that since 2011 the FOMC appears to systematically
have expected lower inflation than the SPF.19 The same applies also for the
19

If FOMC and market expectations were drawn from the same distribution, so that they were
both noisy observations of the same underlying expectations, we would expect one to be higher
than the other half of the time, and vice-versa. This would make the (two-sided) probability of one
being above the other for exactly x consecutive observations equal 2 × ( 12 )x = 21−x , which makes the
probability of x or more such consecutive observations equal 21−x +21−(x+1) +21−(x+2) +21−(x+3) +. . .
= 21−x (1 + 2−1 + 2−2 + 2−2 + . . . ) = 22−x . It follows that seven or more consecutive observations of
one being above the other would have less than 5% probability of occurring, making us reject that
they are draws from the same distribution. Ten or more such observations, as we observe both for
the 2013 and 2014 projections, would occur with a probability of less than .4%.
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Figure 2: Projections and forecasts of unemployment.
long-run forecasts for 2010. In 2013 inflation ended up being only 1%, and the
FOMC’s projections were always better than the SPF’s, while in 2011 when
inflation ended up at 2.6%, the SPF forecasts were always more accurate than
the FOMC’s. Hence, the FOMC’s lower inflation expectations were not always
correct. The Livingstone forecasts, which are for CPI inflation, are further
apart from the realized value than the SPF’s whenever the two differ.
While the comparison data is limited, the FOMC projections do not appear
to be less noisy than those of the SPF. This is particularly evident for inflation,
where the two deviate systematically. The FOMC’s projections do not appear
to be misleading either, since in many periods they are more accurate than
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Figure 3: Projections and forecasts of PCE inflation.
those of the SPF. The systematic deviations in inflation forecasts might be
caused by the FOMC using its inflation projections to convey its commitment
to low inflation. In other words, it might be reluctant to project inflation outside the 1-2.5% range, especially far ahead, since this could be interpreted as it
being soft on its unofficial inflation target, and not willing to sacrifice enough to
achieve price stability. This explanation is consistent with FOMC discussions
(see transcripts from January and June 2007), where several members reflect
qualms about long-run projections of inflation that are too far away from the
target range, particularly since FOMC documents state that “Each participant’s projections are based on his or her assessment of appropriate monetary
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policy. Longer-run projections represent each participant’s assessment of the
rate to which each variable would be expected to converge under appropriate
monetary policy and in the absence of further shocks to the economy.” Survey forecasts of inflation being higher than the FOMC projections imply that
the public does not appear to fully believe the FOMC’s commitment to low
inflation, or does not believe it is as strong as policymakers try to convey.
The FOMC’s tendency to overestimate economic growth, and to underestimate unemployment, could mean that its policy has not been expansionary
enough. This is somewhat puzzling, especially when combined with the low
inflation expectations the FOMC has had since 2009, which imply that it could
have adopted a more expansionary policy without inflation getting out of hand.
One might be surprised that the FOMC does not appear to systematically
predict more accurately than survey respondents in general, given that the
FOMC should have the best possible insight into U.S. monetary policy. One
possible explanation is that monetary policy is too complicated and unpredictable, so that even insiders cannot predict it well enough, or that monetary
policy just does not matter that much for (forecasting) economic growth, unemployment and inflation (as argued by Romer and Romer (1994)). Alternatively,
it might be that policymaking is so transparent that insiders have no advantage
over outsiders.
The FOMC has publicly motivated its move towards providing projections
by arguing that this leads to increased transparency. This idea is also reflected
in transcripts from FOMC meetings from 2007 (January) where the idea of
making the projections publicly available, and different options for doing so,
were discussed at length. Some other motivations for releasing projections were
that this would increase the Fed’s credibility and accountability, strengthen
its commitment to price stability, and that it could make monetary policy
more effective. Arguably, the projections give the public an idea about where
FOMC members believe the economy is heading, thus providing a rationale for
their policy decisions. In this sense, it might be useful to make immediately
available to the public also the projections generated by the staff at the Board
of Governors (currently released after five years), which apparently carry a lot
of weight in the policy discussion, and all the other information available to
the committee.20 Also, in order to enhance transparency, it could be useful
to specify how the projections are generated, and to what extent members
20

Romer and Romer (2000) argue that the Green Book forecasts produced by the Fed staff were
more accurate than private-sector forecasts for the years they study (1965-1991).
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change these after the information exchange that takes place before the final
deadline on the second day of the meeting. The latter is important because
if members do not bother to update their submitted projections, but their
voting is affected by the information exchange, the submitted numbers would
be relatively unimportant for their vote.
Meeting transcripts (January and June 2007) show that the FOMC has
discussed the influence its projections can have on the public’s expectations.
In particular, some members expressed concerns about people taking the projections as a commitment by the FOMC to realize the projected values. As
mentioned above, there also seems to be come concern that the public’s beliefs about the Fed’s willingness to defend its goal of price stability, relative to
that of stimulating economic activity, might be influenced by its projections,
especially those of inflation three years into the future.

7

Conclusions

By influencing the public’s expectations, policymakers’ releases of projections
of future policy and economic conditions can improve monetary policy, making it more efficient in terms of achieving its goals. To do so, we find that
projections must mislead the public, serve as a commitment device, reduce the
noise in the public’s expectations, or (in some instances) correct the public’s
inconsistent expectations. Consequently, people should be weary of policymakers’ projections. In fact, they only have incentives to believe these when they
are most vulnerable to being mislead, that is, when they do not have a good
enough understanding of the policy problem to produce their own rational,
model-consistent, efficient forecasts. Such an understanding is precisely what
is needed to prevent being mislead by policymakers. Hence, the public should
not believe policymakers’ projections, or at least, not believe these blindly.
Due to the lack of empirical studies on the subject, it is unclear whether
policymakers’ projections actually influence expectations, which is key to improving policy outcomes. There is also a lack of studies focusing directly on
the impact of projections on economic outcomes. One might think that policymakers’ have nothing to loose, imagining that the worst case scenario is that
the projections are just ignored. However, we find that correcting the public’s
inconsistent expectations can sometimes deteriorate outcomes. In addition, it
is easy to imagine that poor projections, in particular predicting worse than
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other forecasters, could deteriorate the public’s trust in policymakers’ abilites
to understand and manage the economy, which could bring about expectations
that lead to worse economic outcomes. Less favorable expectations can arise
even when projections are accurate, by revealing policymakers’ true preferences,
or by making the public draw wrong conclusions about these. For example, as
some FOMC members appear to fear, policymakers’ inflation projections could
reveal, or make the public believe, that the Fed is not as hawkish on inflation
as previously thought, leading to higher inflation expectations, and thus worse
economic outcomes.
Central banks argue that publishing projections leads to more transparent
policymaking. However, if people had just as good an understanding of the
policy problem as policymakers, so that they could forecast just as well, policymakers’ projections would have no impact at all. Hence, true transparency
would make these projections redundant. There are many other measures policymakers could take to increase transparency, such as releasing all available
information and tools used in policymaking, giving the public full insight. Their
reluctance to do so might stem from the fact that true transparency would reduce their ability to influence the public’s expectations, through projections or
otherwise, and thus lead to worse economic outcomes.21 After all, for central
banks, transparency is only a goal to the extent that it enhances their ability
to achieve their objectives.
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