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a b s t r a c t
The paper investigates the implications of disclosure by the central bank to the private sector of
information relating to the current realizations of macroeconomic disturbances. In the context
of an economy in which the goods market is monopolistically competitive and where wages are
set by atomistic unions, we ﬁnd that greater precision of information provided to wage setters
in respect of supply shocks has ambiguous welfare effects, both from the perspective of the
social loss function and from the viewpoint of unions who act on the information. An important
feature of the model is an externality in union wage setting which implies the outcome of the
wage determination process is collectively inefﬁcient.
© 2010 Elsevier B.V. All rights reserved.
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1. Introduction
One of the most signiﬁcant trends in the conduct of monetary policy over recent years has been the move towards greater
transparency by the world's central banks. It is now the norm to ﬁnd information relating to central bank objectives, operating
procedures and decision-making processes all placed within the public domain. In part, this drive towards increased transparency
can be explained in terms of the parallel shift to greater central bank independence and the need, in this context, to ensure
continued accountability of monetary policy institutions to government and the wider public. Additionally, though, fuller
disclosure of central bank goals and the factors underlying its policy decisions, in particular its assessment of the current and likely
future state of the economy, is argued by many to enhance the efﬁcacy of monetary policy and, hence, to aid the central bank in
pursuit of its objectives: see Blinder et al. (2001) for a clear statement of this view.
Although this latter motivation for openness in policymaking may hold an immediate appeal, existing theoretical models
appear to provide a less than unequivocal endorsement of its general validity. The ambiguous welfare effects of increased
transparency are a key ﬁnding of Cukierman and Meltzer's (1986) inﬂuential study1, and this theme is present in a range of papers
which examine different dimensions of the issue: see, for example: Eijfﬁnger et al. (2000); Grüner (2002); and Jensen (2002). A
review of the relevant literature and a clear analysis of the conﬂicting forces which may arise as a consequence of greater
transparency in monetary policy are presented in Geraats' (2002) comprehensive overview.2 More recent contributions to the
transparency literature are considered in the surveys of Cruijsen and Eijfﬁnger (2007) and Blinder et al. (2008).
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Though we note that Faust and Svensson's (2001, 2002) reﬁnement of their approach gives somewhat more deﬁnite support to the notion that greater
transparency is beneﬁcial.
2
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While the literature on central bank transparency has considered the issue from a variety of perspectives, a feature which is
common to much of it is the central role played by the stabilization function of monetary policy, with the realized values of
exogenous shocks, or alternatively their forecast values, assumed to be private information of the central bank. The latter
assumption, a standard feature of much monetary policy analysis, raises the question of the extent to which it is desirable for the
central bank to disclose its information regarding shocks to the private sector. This issue relates to the desirability of economic3
transparency, as deﬁned by Geraats (2002), and lies at the centre of a number of contributions. Several of these explore the
relationship between transparency concerning shocks and central bank credibility using models which assume some uncertainty
on the part of the private sector regarding central bank objectives. Jensen (2000) and Eijfﬁnger and Tesfaselassie (2007), for
example, investigate the welfare consequences of disclosure by the central bank of its information regarding cost-push shocks,
when ﬁrms' pricing decisions depend upon their expectations of future (rather than current-period) inﬂation, and the economy is
consequently characterized by a New Keynesian Phillips curve.4 Jensen ﬁnds disclosure of current-period shocks induces an
adjustment in expectations of future inﬂation which compromises the central bank's ability to stabilize the shocks' current impact,
and therefore lowers welfare if the central bank's credibility is sufﬁciently high (and the mean inﬂation bias correspondingly low).
Eijfﬁnger and Tesfaselassie, focusing instead on disclosures of future shocks, conﬁrm that in general Jensen's anti-transparency
conclusions also apply to scenarios in which the central bank is known not to have an output-related temptation to create inﬂation
(i.e. enjoys high credibility).5 Reﬂecting the different economic structure assumed, Geraats' (2005) study, in contrast, ﬁnds a result
which is more favourable to economic transparency: in her model disclosures of central bank forecasts of shocks may enhance
welfare by allowing the interest rate to signal more clearly a resolve on the part of the central bank to ﬁght inﬂation.
Unlike the three aforementioned works, the papers by Cukierman (2001) and Gersbach (2003) abstract from reputational
considerations by assuming the private sector to have complete knowledge of central bank objectives, and focus on the direct
consequences of disclosure for private sector expectations and the resulting output and employment outcomes. The common
approach adopted in these two contributions leads to an identical and unequivocal result. Speciﬁcally, they ﬁnd that increased
transparency in respect of supply shocks is associated with greater instability in output and employment and consequently, given
the standard speciﬁcation of the social loss function employed, has an unambiguously detrimental effect on welfare.
Because the present paper shares a common focus with the contributions of Cukierman and Gersbach, it is useful to identify the
economic logic which underlies their ﬁnding. Both studies assume aggregate employment, l, to be determined by a relationship of
the form: l = a(π − πe) + θ, where π and πe are, respectively, actual and expected inﬂation, while θ represents a random supply
shock. In this context, so long as θ remains the private information of the central bank, the latter can adjust actual inﬂation relative
to expected inﬂation in such a fashion as to offset the impact of the shock on employment. However, if the value of θ is disclosed to
the public, knowledge of central bank objectives allows the policy response of the central bank to be fully anticipated.
Consequently actual inﬂation will not diverge from its expected value, and non-zero realizations of θ are reﬂected fully in
movements in employment.
A potential limitation of the foregoing argument derives from the augmented Phillips curve relationship which underlies it. In
particular, the latter's speciﬁcation precludes any private sector response to anticipated supply shocks other than that working
indirectly through inﬂation expectations. This implication of the employment-determination equation appears unduly restrictive,
and it is certainly possible to conceive of structural underpinnings for the relationship which imply a direct private sector reaction
(i.e. additional to that associated with expected inﬂation) to anticipated shocks.
The present paper develops this argument using a model of an economy in which wages are set by atomistic unions and where
the product market is modelled as monopolistically competitive, though capturing perfect competition as a limiting case. Whilst a
substantial body of work examining the interaction between monetary policy and union wage setting has evolved over recent
years,6 as Geraats (2002) indicates this literature has to date paid little attention to the particular issue of central bank
transparency. Within the framework, the realized values of the supply shocks to which the economy is subject are the private
information of the central bank, to which it can respond in terms of its setting of monetary policy. However, prior to the setting of
wages, the central bank can supply a potentially noisy signal of the shock's value to unions. In this context, we associate
transparency with the degree of accuracy of the signal: our interest then lies in the relationship between signal precision and
welfare outcomes, as reﬂected in the expected values of the union and social losses.
A key aspect of the analysis is the speciﬁcation of union objectives, which relate to both employment and the real wage. Given
its expectation of the supply shock, conditional on the signal provided by the central bank, each union will set its nominal wage
with the aim of attaining the optimal trade-off between employment and real wage stability. Thus, the aggregate nominal wage

3
‘Economic’ transparency in Geraats' taxonomy refers to central bank disclosure of the macrodata at its own disposal: an alternative focus for much of the
literature is ‘political’ transparency, relating to openness about central bank objectives and the consequent nature of the central bank reaction function. (For a
recent discussion using Geraats' classiﬁcation, see Crowe and Meade, 2008.)
4
Hoeberichts et al. (2009) employ a similar framework to analyze the implications of noisy central bank disclosures of its assessment of private sector
expectations of the output gap. Tarkka and Mayes (1999) and Evans and Honkapohja (2003) consider related issues.
5
Eijfﬁnger and Tesfaselassie also conﬁrm that Jensen's result holds when the central bank does have a temptation to inﬂate, but its future-period preferences
are known with certainty. The only situation for which they ﬁnd economic transparency does not have adverse consequences is that in which the private sector is
ignorant of the central bank's future preferences. When considered in relation to the general tenor of their ﬁndings, this particular result appears to provide only
limited support for economic transparency.
6
A signiﬁcant portion of this work is concerned with the interaction between monetary policy and strategic wage setting by non-atomistic unions: see, for
example: Skott (1997), Lawler (2000), Acocella and Di Bartolomeo (2004), Coricelli et al. (2006), and Bratsiotis (2008). In the Appendix to this paper, available
from the authors on request, we brieﬂy note the implications of allowing for strategic behaviour by a ﬁnite number of unions.

