
Impact	  of	  ECB	  communica0on	  on	  high	  
frequency	  response	  of	  EUR-‐USD	  exchange	  
rate,	  before	  and	  aAer	  2008	  recession	   



Brief	  intro 
We	  inves0gate	  the	  high-‐frequency	  impact	  of	  European	  Central	  
Bank’s	  (ECB)	  monetary	  policy	  communica0on	  ,	  which	  is	  published	  
on	  mee0ng	  days	  (nearly	  every	  month),	  on	  the	  EUR-‐USD	  exchange	  
rate	  on	  those	  mee0ng	  days,	  in	  different	  periods.	  

What	  happens	  on	  those	  mee0ng	  days? 

1.	  Annoucement	  of	  the	  next	  key	  interest	  	  
rate	  via	  a	  press	  release 

13:45	  ECT 

2.	  Press	  conference	  with	  introductory	  statement	  
	  (	  ends	  with	  Q&A) 

14:30	  ECT 



Why	  study	  this? 



Data 
	   
Minute	  by	  minute	  quotes	  of	  EUR-‐USD	  exchange	  rate	  for	  Covering	  Jan	  2004	  –	  
Jan	  2014,	  from	  www.Dukascopy.com 

1.	  Exchange	  rate 

2.	  Forecast	  of	  key	  interest	  rate	   
Quarterly	  forecast	  from	  a	  survey	  done	  by	  ECB	  	   

3.	  Key	  interest	  rate 
From	  ECB	  public	  website 



Method	  &	  Findings 

1.  Event	  study	  
2.  Key	  interest	  rate	  counts?	  
3.  How	  does	  key	  interest	  rate	  count?	  	  
	  	  	  	  	  	  Press	  release	  and	  press	  conference?	  
	  	  	  	  	  	  Different	  periods?	  Posi0ve/nega0ve	  surprise? 



Average	  absolute	  5min	  EUR-‐USD	  return	  for	  2004-‐2014 
1.	  Whole	  day	  performance 



Average	  absolute	  5min	  EUR-‐USD	  return	  for	  2004-‐2006 



Average	  absolute	  5min	  EUR-‐USD	  return	  for	  2007-‐2008 



Average	  absolute	  5min	  EUR-‐USD	  return	  for	  2009-‐2014 



Average	  absolute	  5min	  EUR-‐USD	  return	  for	  different	  period	  
	  	  	  	  	  (return	  with	  3	  largest	  vola0lity	  is	  marked	  by	  red,	  green	  and	  blue) 

2.	  Vola=lity	  pa>ern 



1.  Key	  interest	  rate	  has	  significant	  effect	  on	  return	  from	  13:45.	  React	  more	  to	  press	  release	  
2.  Coeff	  of	  5min	  regression	  is	  biggest.	  P	  value	  increases	  as	  0me	  interval	  goes	  bigger.	  More	  

precise	  rela0on	  in	  small	  interval	  
 

Regression	  of	  different	  0me	  interval	  return	  on	  announced	  key	  interest	  rate 

3.	  Regression	  result	   



Regression	  of	  5min	  return	  on	  announced	  key	  interest	  rate,	  different	  periods 



Posi=ve	  and	  nega=ve	  suprise 

2.	  Short	  run	  rela0onship	  	  	   

Apprecia0on	  of	  home	  currency	  –	  a	  surprise	  monetary	  0gh0ng	  –	  posi0ve	  interest	  rate	  surprise 

Deprecia0on	  of	  home	  currency	  –	  a	  nega0ve	  monetary	  easing	  –	  	  nega0ve	  interest	  rate	  surprise 

Posi0ve	  interest	  rate	  surprise:	  announced	  value	  >	  expected	  value	  
 
Nega0ve	  interest	  rate	  surprise:	  announced	  value	  <	  expected	  value	  
 

1.	  Event	  study	  approach 



Regression	  of	  return	  on	  key	  interest	  rate	  suprise,	  different	  periods 

2.	  Significant	  effect	  show	  on	  press	  conference 
1.	  Look	  at	  coefficient	  of	  key	  interest	  rate	  surprise	  ,	  consistent	  with	  previous	  rela0onship 



Conclusion 
I	  have	  studied	  the	  impact	  of	  ECB	  communica0on	  on	  EUR-‐USD	  
exchange	  rate	  by	  focusing	  on	  its	  key	  interest	  rate	  news	  and	  
explana0on.	  
Overall	  picture	  is	  a	  strong,	  visible	  ,quick	  impact	  effect	  of	  key	  interest	  
rate	  news.	  And	  this	  effect	  pakern	  is	  quite	  different	  before	  the	  
recession,	  during	  most	  nervous	  year	  2007-‐2008	  and	  years	  aAer	  
2008.	  
When	  comes	  to	  posi0ve	  and	  nega0ve	  surprise,	  it	  is	  consistent	  with	  
the	  reac0on	  func0on.	  



Problems	  &	  further	  work 

1.  Noise	  in	  interest	  rate	  forecast	  
	  	  	  	  	  	  ?	  Exchange	  rate	  future	  
2.  Only	  key	  interest	  rate	  news	  
	  	  	  	  	  	  ?	  Classify	  other	  stuff	  in	  introductory	  statement	  
3.  Beker	  visible	  graph	  to	  show	  the	  result	  
4.  Coding	  skills	  needed	  to	  be	  improved	  
5.  Not	  too	  much	  result	  
	  
	  



What	  I	  have	  learned 

1.  Knowledge	  on	  the	  topic	  
2.  Paper	  reading	  
3.  Coding	  	  
4.  Data	  searching,	  filtering	  and	  analysis	  
4.  Start	  from	  simplest	  idea,	  do	  what	  is	  approachable	  

and	  reasonable	  first	  
5.  Time	  management,	  give	  myself	  0me	  for	  bugs	  
6.  Don’t	  be	  frustrated	  when	  result	  is	  not	  perfect 


