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F orward guidance is a communication tool that
allows central banks to convey their future monetary
policy actions, conditional on their evaluation of the

economic outlook. We explained in Contessi and Li (2013)
the economic rationale of this policy, as well as its different
types and the experience with forward guidance in the
United States. The Federal Reserve is just one of several
central banks that have adopted forward guidance since
the beginning of the financial crisis and in an environment
of near-zero policy rates (zero lower bound). Others include
the Bank of Canada, Bank of England (BOE), the Czech
National Bank, and the European Central Bank (ECB). In
1999, Japan became the first major central bank to adopt
policy statement language that would become fairly typical
of forward guidance when the policy rate was also near zero. 

In addition to the recent adoption of forward guidance
by these central banks, other inflation-targeting banks
have adopted forward guidance in an environment with-
out the zero lower bound. These banks, typically in small,
open economies, include those in New Zealand, Norway,
and Sweden (Andersson and Hoffman, 2009; Kool and
Thornton, 2012). We synthetize the experience of both
groups of countries depending on whether they adopted
forward guidance during times of conventional monetary
policy with policy rates above zero (see the first table) or
when the policy rate was near zero (see the second table).

The Reserve Bank of New Zealand (RBNZ) has the
longest history of providing forward guidance about future
monetary policy. The RBNZ began publishing a path for
its monetary condition index and forecast for the inflation
rate in December 1997.1 The RBNZ explicitly discusses its
(i) policy rate (since 1999, the official cash rate, the rate on
overnight loans to commercial banks) path and (ii) projec-
tions of output and inflation through its Monetary Policy
Statement (see the first table). These published projections
are model based but incorporate judgmental adjustments
and are published without confidence or uncertainty bands.

During the post-financial-crisis period, when the policy
rate was already as low as 2.5 percent, the RBNZ stated
that the official rate would be “unchanged through the end
of the year” to reaffirm the public’s expectation about the
future path of the policy rate (RBNZ Monetary Policy
Statement, June 2013, p. 2).

The central bank of Norway, the Norges Bank, adopted
forward guidance in 2005 and until recently was the most
explicit among current practitioners because its target cri-
terion involves real variables—output and employment—
as well as inflation. In its triannual Monetary Policy Report,
the bank openly discusses the criteria for an appropriate
interest rate path to anchor expectations of low and stable
inflation (Norges Bank, 2007, see p. 13). These published
projections cover up to three years ahead, but, unlike the
RBNZ’s projections, they include confidence bands. 

Sweden’s Riksbank also uses very similar explicit for-
ward guidance. Since 2007, the Riksbank has published its
inflation target and forecasts of its policy rate (the repo rate)
in its Monetary Policy Report. These reports provide fan
charts of the evolution of the policy rate, inflation, and
output that illustrate the main economic scenario together
with uncertainty bands, allowing for alternative policy paths. 

Since the global financial crisis began, the number of
inflation-targeting central banks adopting forward guid-
ance as a policy tool has grown. However, unlike the situa-
tion for the previous three central banks, policy rates were
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then at or close to the zero lower bound (see the second
table) and central banks were seeking additional accommo-
dation not achievable by lowering their policy rate further,
typically in combination with asset purchase programs.
The historical precedent to this situation was provided by
Japan in the 1999-2001 period.

The new wave of forward guidance adoption started
with the United States in the fall of 2008 but continued in
April 2009, when Canada’s policy rate was close to zero
(0.25 percent) and then-Governor Mark Carney2 announced
that the target overnight rate would remain at that level
until the end of 2010:Q2, which we previously defined as
date-based Odyssean forward guidance (Contessi and Li,
2013). The overnight rate then remained unchanged until
June 2010, confirming the Bank of Canada’s commitment
to the announced future course of action. 

In July and August 2013, respectively, the ECB and the
BOE also adopted forward guidance. While the ECB used
the “extended period of time” formulation with no date-
based forward guidance, the BOE adopted a quite unprece-
dented formulation. In July 2013, Governor Carney initially

announced that the BOE was considering “the case for
adopting some form of forward guidance, including the
possible use of intermediate thresholds” (BOE, 2013b).
The implementation of forward guidance in the United
Kingdom is particularly interesting in its detail: The August
Inflation Report news release clarifies that “the MPC
[Monetary Policy Committee] intends not to raise Bank
Rate from its current level of 0.5% at least until the…unem -
ployment rate has fallen to a threshold of 7%” (BOE, 2013a),
subject to very detailed conditions regarding consumer
price index inflation 18 to 24 months ahead, medium-term
inflation expectations, and threats to financial stability. 

The many discussions on the effectiveness of forward
guidance and how to measure its effectiveness are beyond
the scope of this essay; interested readers are directed to
the references. While there is some agreement that central
banks’ statements can affect long-term interest rates more
at the zero lower bound than during conventional times,
there has been little research and evidence is currently
mixed regarding periods of near-zero policy rates, in which
the direct impact of communication changes is potentially
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Forward Guidance Elements: Positive Policy Rate Environments

Country Current Policy rate when Recent Official policy 
(Year FG introduced) Central bank policy rate FG introduced (%) policy rate (%) publication

New Zealand (1997) Reserve Bank of Official cash rate — 2.50 Monetary Policy
New Zealand Statement

“Reflecting the balance of several forces, we expect annual GDP growth to accelerate to about 3.5 percent by the second
half of 2014, and inflation to rise towards the midpoint of the 1 to 3 percent target band...

Given this outlook, we expect to keep the OCR [official cash rate] unchanged through the end of the year.”
—Monetary Policy Statement, June 2013

Norway (2005) Norges Bank Sight deposit rate 2.25 1.50 Monetary Policy
Report

“The Executive Board decided to keep the key policy rate unchanged at 1.5%.
The Executive Board decided that the key policy rate should be in the interval 1%–2% until the publication of the next

Report on 14 March 2013, unless the Norwegian economy is exposed to new major shocks.”—Monetary Policy Report,
October 2012

Sweden (2007) Riksbank Repo rate 3.25 1.00 Monetary Policy
Report

“The repo rate needs to remain at the current low level for around one year to stimulate the economy and to contribute to
CPIF inflation [the underlying inflation rate] rising towards the target [2 per cent].

The Executive Board of the Riksbank has therefore decided to hold the repo rate unchanged at 1 per cent. Slow increases
in the repo rate are not expected to begin until the second half of 2014.”—Monetary Policy Report, July 2013

NOTE: CPIF, consumer price index with a fixed interest rate; FG, forward guidance.  
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Forward Guidance Elements: Near-Zero Policy Rate Environments

Country Current Policy rate when Recent Official policy 
(Year FG introduced) Central bank policy rate FG introduced (%) policy rate (%) publication

Japan (1999) Bank of Japan Overnight call rate 0.15 0.15 Monetary Policy
Release

“Furthermore, it announced in April 1999 to continue the zero interest rate policy until deflationary concern is dispelled.”
—Monetary Policy Release, August 11, 2000 

0.05

“The Bank will maintain the virtually zero interest rate policy until it judges, on the basis of the understanding of the ‘medium-
to long-term price stability,’ that price stability is in sight, on condition that no problem will be identified in examining risk
factors, including the accumulation of financial imbalances.”—Monetary Policy Release, October 5, 2010

0.05

“[T]he Bank sets the ‘price stability target’ at 2 percent in terms of the year-on-year rate of change in the consumer price
index (CPI)—a main price index.”—Monetary Policy Release, January 22, 2013

0.05

“The Bank will achieve the price stability target of 2 percent in terms of the year-on-year rate of change in the consumer
price index (CPI) at the earliest possible time, with a time horizon of about two years.”—Monetary Policy Release, April 4, 2013

Canada (2009) Bank of Canada Overnight money 0.25 1.00 Monetary Policy
market financing rate Report

“Conditional on the outlook for inflation, the target overnight rate can be expected to remain at its current level until the
end of the second quarter of 2010 in order to achieve the inflation target.”—Monetary Policy Report, April 2009

Euro area (2013) European Central Bank Bid rate 0.50 0.50 Monthly Bulletin

“The Governing Council expects the key ECB interest rates to remain at present or lower levels for an extended period of time.”
—ECB President Mario Draghi, July 4, 2013

United Kingdom (2013) Bank of England Official Bank rate 0.50 0.50 Inflation Report

“Bank Rate remains at 0.5% and the timing of the first increase in Bank Rate implied by market interest rates has moved out
to late 2016.”—Inflation Report, May 2013

0.50

“The Committee noted that the incoming data over the past couple of months had been broadly consistent with the central
outlook for output growth and inflation contained in the May Report...the implied rise in the expected future path of Bank
Rate was not warranted by the recent developments in the domestic economy. 

The latest remit letter to the MPC from the Chancellor had requested that the Committee provide an assessment, alongside
its August Inflation Report, of the case for adopting some form of forward guidance, including the possible use of intermediate
thresholds.”—BOE News release, July 4, 2013b

0.50

“The message is that the MPC is going to maintain the exceptional monetary policy stimulus until unemployment reaches a
7% threshold, at which point we will reconsider.”—Mark Carney, BOE press conference, August 2013, p. 19



more difficult to measure because of other confounding
factors. As Woodford (2013) points out, these are also
periods in which output and inflation may be particularly
sensitive to changes in private sector expectations about
macroeconomic conditions once the lower bound no longer
prevents the central bank from achieving its normal stabi-
lization objectives.

Forward guidance conveys information not only about
a central bank’s future policy reaction, but also its projec-
tions of output and inflation (International Monetary Fund,
2013). Therefore, empirical studies face the difficult task
of distinguishing changes in expectations of the future
policy rate related to changes in beliefs about the central
bank’s policy function from those related to expectations
of economic conditions. �

Notes
1 The Monetary Conditions Index is a weighted sum of the 90-day bank bill rate
and the trade-weighted exchange rate index.

2 Mark Carney was appointed Governor of the Bank of Canada effective
February 1, 2008, and departed June 1, 2013. He is currently Governor of the
Bank of England; his appointment was effective July 1, 2013.  
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