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Resumen

Este trabajo estima la reaccidon de corto plazo de un mercado financiero emergente a sorpresas de
politica monetaria. Usando informacion de la curva forward para obtener el elemento sorpresa de las
decisiones de politica, estimamos los efectos de un shock monetario en las tasas nominales y reales de
largo plazo. Nuestros resultados indican que mientras la respuesta de las tasas nominales es
fuertemente positiva y significativa, la respuesta de las tasas reales es pequefia y mayormente no
significativa. También encontramos que la respuesta de las tasas de interés chilenas es bastante menor
a la encontrada en la literatura internacional. Finalmente, encontramos que la compensacién
inflacionaria (la diferencia entre tasas nominales y reales) no es mayormente afectada por los shocks
de politica, lo que sugiere que el esquema de metas de inflacion en Chile ha sido exitoso en anclar las
expectativas de inflacién a la meta.

Abstract

This paper estimates the short-run reaction of an emerging financial market to monetary policy
surprises. Using forward curve data to obtain the surprise component of policy decisions, we estimate
the effects of a monetary shock on long-term nominal and real interest rates in Chile. Our results
indicate that while the response of nominal interest rates is strongly positive and significant, the
response of real rates is small and mostly insignificant. We also find that the response of Chilean
interest rates is quite smaller than the one found in the international literature. Finally, we find that
inflation compensation (the difference between nominal and real rates) is largely invariant to policy
shocks, which suggests that the inflation targeting framework in Chile has been successful in
anchoring inflation expectations to the target.
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1 Introduction

The relationship between monetary policy and market interest rates is a topic of great
interest to monetary policymakers. The standard view of the transmission mechanism
of monetary policy assigns a key role to market interest rates (see, e.g., Taylor 1995).
According to the expectations hypothesis of the term structure of interest rates, long-
term rates reflect market participants’ expectations of future values of short-term rates.
Since monetary policy largely sets the short-term rate, it will affect long-term rates
by moving the expected path of future short-term rates. Long-term interest rates, in
turn, determine private borrowing costs, which ultimately influence real economic ac-
tivity. Therefore, having reliable estimates of the reaction of long-term rates to policy
innovations is important for formulating effective policy decisions.

The purpose of this paper is to estimate the impact of monetary policy surprises
on the term structure of interest rates in Chile. The novelty of the paper is twofold.
First, although several studies have investigated the relationship between monetary pol-
icy and long-term interest rates in developed countries, the study of such relationship
in emerging market economies remains largely unexplored. Chile, as an open and de-
veloping economy, represents an interesting case study. Compared to other emerging
market economies, Chile presents a high degree of financial development (see Hernédndez
and Parro 2004). During the past decade Chile’s consistent monetary policy, based on
an inflation targeting framework, has been reflected in a process of steadily declining
inflation. Furthermore, monetary policy discipline has avoided financial crises that could
have destabilized the linkages between policy actions and financial markets, as in some
emerging markets in the region (e.g., Brazil in 1999 and Argentina in 2002).

Secondly, Chile has an important market for index-linked debt, which allows us to
estimate the response of both nominal and real interest rates to policy shocks. Much
of the literature has concentrated solely on nominal interest rates, due to the lack of
index-linked markets. Moreover, using the difference between nominal and real rates
as an indicator of compensation for expected inflation and inflation risk, we are able
to estimate the response of inflation compensation to policy shocks. If the response is

relatively weak, then we could infer that financial markets have a fairly stable view of



long-term inflation outcomes, precisely the outcome we might expect in the presence of
an explicit inflation target.

Since bond prices are determined in forward-looking markets, policy actions antici-
pated by financial markets should affect little, if all, market interest rates. Therefore,
in our analysis we concentrate on the reactions to the surprise component of the policy
move. Following the recent literature, we use financial market data to separate changes
in the monetary policy rate into anticipated and unanticipated components, and refer
to the unanticipated element of the change as the monetary surprise.

Two additional considerations complicate the identification of the responsiveness
of market interest rates to monetary policy. First, policy actions are simultaneously
influenced by movements in market interest rates, since policymakers extract information
about the state of the economy from the current term structure to make decisions . This
results in a difficult endogeneity problem. Second, a number of other variables, such
as international interest rates, likely have an impact on market interest rates too. As
explained below, we rely on the characteristics of the implementation of monetary policy
in Chile to alleviate both problems.

We find that a monetary surprise has a positive and very significant impact on
nominal interest rates. Indeed, in response to an unanticipated 100 basis point increase
in the policy rate, the one-year rate increases by 40 basis points, and the effect gradually
diminishes as the horizon lengthens. On the other hand, the effect of monetary surprises
on real interest rates is relatively small. Although all responses are positive, not all of
them are statistically significant. Our results also indicate that Chilean interest rates are
quite less sensitive to monetary surprises than US interest rates are. Finally, we find that
inflation compensation doesn’t move significatively in response to policy surprises, which
allows us to infer that the inflation targeting framework in Chile has been successful in
anchoring inflation expectations to the target.

The paper proceeds as follows. Section 2 presents the methodology used in the study.
Section 3 shows the data. Section 4 documents the impact of the policy shock on long-
term interest rates and inflation compensation. Section 5 reports two robustness checks

performed, and section 6 concludes. An appendix contains definitions, data sources, and



tables.

2 Methodology

Economists have attempted to quantify the effects of monetary policy on market interest
rates for a long time. The first paper to assess the markets’ reaction to policy actions
was Cook and Hahn (1989). Their procedure was to regress the change in bond rates

on the change in the Fed’s funds rate target:
Arnt =+ BnATt + Ent, (1>

where Ar; denotes the change in the fund rates target announced, and Ar,; denotes
the change in the yield of the bond of maturity n immediately after the announcement.
Equation (1) was estimated separately for each yield of maturity n. At least three basic

econometric issues arise in the estimation of this regression:

(1) Since market rates should respond only to monetary surprises, using actual policy

moves induces a major errors-in-variables problem,

(2) The policy move is simultaneously influenced by movements in market rates, re-

sulting in an endogeneity problem, and
(3) A number of other variables likely have an impact on market interest rates.

With forward-looking agents, at any point in time the term structure implicitly
incorporates agents’ expectations of future policy actions. Changes in the policy rate
that are widely expected will be already priced into the market before the actual change
in the policy rate takes place, and will cause no effect on market interest rates . We

decompose the change of the policy rate in its two components:
Ary = Ary + Ary, (2)

where Ar} represents the unanticipated component and Ar{ the anticipated component
of the move. Following the recent literature (see Kuttner 2001) we use financial market

instruments to measure near-term expectations of the policy rate. As explained in more
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detail below, we use the short end of the forward curve to extract information about the
surprise component of the policy decision.

To deal with the endogeneity problem (2), we rely on the characteristics of the
implementation of monetary policy in Chile. The Chilean Monetary Policy Committee
(MPC) makes policy decisions at monthly meetings, which are publicly announced six
months in advance. A statement corresponding to the MPC meeting is announced after
financial markets have closed. Daily data solves the endogeneity problem, since market
interest rates react the day after the decision is made, and therefore the decision cannot
be influenced by the movement of those rates

Finally, to alleviate problem (3), variables other than monetary surprises, we rely
again on the timing of policy decisions in Chile. Excluding relevant variables in a
regression will bias the estimation of the coefficients, unless the excluded variable is
not correlated with the regressor of interest. We can divide relevant variables in two
categories: those that might be affected by the policy action (e.g. the exchange rate) and
those that cannot be affected (e.g. international interest rates). Daily data eliminates
the correlation between the variables of the second category and the policy move, since
these variables change the day after the MPC meeting, and therefore cannot affect the
policy action. Since the correlation between the variables in the first category and the

policy move may still arise, problem (3) is ameliorated though not completely solved.

3 Data description

Our sample runs from August 8, 2002 to July 12, 2005. The size of our sample is limited
by the fact that long-term nominal bonds began to be issued by the Central Bank
of Chile only since 2002. Our sample includes 36 policy dates. The frequent nature of
monetary policy decisions allows us to obtain relatively precise estimations, even though
our sample spans only a few years.

The monetary policy rate in Chile is set as the target level for the nominal interbank
interest rate. Due to the indexation of the Chilean economy, an important fraction of
financial instruments are linked to past inflation. Inflation-linked bonds are denominated

in unidades de fomento (UF). The UF is an accounting measure, whose value is daily
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adjusted according to the previous month inflation. Given that the UF is adjusted to
past inflation and not current inflation, indexed bonds do not fully compensate their
holders for inflation, and therefore index-linked yields do not provide an exact measure
of real interest rates. However, as noted by Chumacero (2002), this difference vanishes
as the maturity of the instrument increases.

An appendix gives a complete description of the variables and the data sources used

in the paper.

3.1 Monetary policy surprises

As discussed above, we use information from the short end of the forward curve of interest
rates to distinguish between anticipated and unanticipated changes of the policy action.

The short end of the nominal forward curve is computed by the Central Bank of
Chile using the Nelson and Siegel methodology. We use the instantaneous forward rate
as a measure of the market’s expectation of the future policy rate (see Svensson 1995).

Therefore:
AT’? = ft—l — Tt—1, (3>

where f;_; is the instantaneous forward rate in t —1. We define the monetary surprise as
the difference between the change in the actual policy rate and the anticipated change.
That is:

Ary = Ary — Arf =1 — fi1. (4)

Table 1 in the Appendix lists the 36 MPC meetings that took place in our sample
and reports the decomposition of the policy action into anticipated and unanticipated

components.

[Insert Table 1]

The decomposition reveals some interesting patterns. For example, the final round of
cuts in late 2003 and early 2004 didn’t seem anticipated by the market. Finally, while
the beginning of the process of “normalization” of interest rates in late 2004 seemed to
have taken the market by surprise, the following actions where (partially) anticipated

by the market.



3.2 Long-term interest rates

The long-term interest rates considered in this study include the zero-coupon nominal
and real yields with maturities of one, two, three, four, five, ten, fifteen, and twenty
years. The company Riskamerica provided the data for the nominal and real term

structures.

4 Results

We proceed to estimate the effect of a monetary surprise on the term structure of interest

rates. That is, we estimate the following equation:
A"ﬂnt = o, + ﬁnAT? + Ents (5)

for nominal and real interest rates. The results for nominal interest rates are shown in
table 2.
[Insert table 2]

There is a clear positive relationship between nominal interest rates of all maturities and
policy surprises. The effect becomes smaller at longer maturities: an unanticipated 100
basis point increase in the policy rate is on average associated with an increase in the
1-year nominal rate of 40 basis points, and in the 20-year nominal rate of 7 basis points.
In addition, all of the coefficients are highly statistically significant (at a 1% confidence
level). !

The stronger response of short-term interest rates compared to the long-term ones
is consistent with the expectations theory of the term structure of interest rates. Since
changes in the policy rate affect long-term rates to the extent that they lead to revisions
in expectations of future short-term rates, more persistent changes will have larger effects
on expectations. As noted by Cook and Hahn (1989), mean reversion in the monetary
policy rate therefore guarantees smaller responses for rates farther out the yield curve.

In our sample, the monetary policy rate presents mean reversion (a serie of tests strongly

I'We also estimated the reaction of market interest rates to both the anticipated and unanticipated
changes in monetary policy (see Kuttner 2001). As expected, the response to the anticipated component
was small and statistically insignificant. These results are available on request.
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rejected the null hypothesis of a unit root in the policy rate) and thus the pattern of
decaying coefficients was expected.
Table 3 reports the results of the regression of the real term structure on the policy

surprise.

[Insert Table 3]

The evidence indicates that unanticipated policy actions also have a positive impact
on real interest rates, and that the effect gradually diminishes as the horizon lengthens.
However, although all coefficients are positive, they are relatively small in size and mostly
statistically insignificant (only the four, five, and ten-year real rates are significant at
conventional levels of confidence).

Our results indicate that nominal rates are much more sensitive to policy shocks
than real rates. For example, in response to an unanticipated 100 basis point increase in
the policy rate, the one-year real rate increases by 15 basis points, which corresponds to
approximately one-third of the response of the one-year nominal rate. Moreover, while
the coefficients associated to nominal rates are highly significant, the ones associated to

real rates are mostly not.

It is interesting to note that the responses obtained here are lower than the ones
found in the previous literature. Table 4 reports the results found in some recent papers
that have studied the impact of monetary policy shocks on the term structure of nominal
interest rates in the US.

[Insert table 4]

Table 4 indicates that the response of market rates to a policy shock in Chile is roughly
one-half of the response found in the US. One possible interpretation of this result relies
on the fact that policy actions in the US have a substantial effect on international
markets. When the Fed moves it’s policy rate, long-term interest rates move in the rest
of the world. Market rates in the US would respond not only directly to the domestic
shock, but also indirectly to the movements in interest rates abroad. Since Chile is a
small and open economy, it’s policy actions have no effect on international markets, and

therefore market rates would respond only directly to the domestic shock.



An alternative interpretation is that since Chile is a small and open economy with a
flexible exchange regime, the nominal exchange rate plays an important role in absorbing
the monetary policy shock. Given that the US is a large economy, markets interest rates

would have to make most of the adjustment and hence respond more to the shock.

Finally, in order to gauge the extent to which inflation targeting has helped anchor-
ing expected inflation, we estimate the impact of policy surprises on inflation compen-
sation for several maturities. Inflation compensation, defined as the difference between
the nominal and indexed yields, provides a market-based indicator of average expected
inflation and inflation uncertainty at different horizons. We estimate the following re-
gression:

Aicnt = Qp + ﬁnArf + Ent, (6>

where ic,;, the inflation compensation for horizon n, is defined as the difference between

the nominal and indexed-linked yields of maturity n. Results are reported in table 5.
[Insert table 5]

The results show a positive (in all but one case) reaction of inflation compensation to
the policy shock. Asymmetric information between the authority and financial markets
might provide an explanation for this positive response. When the Central Bank has
access to information not available to market participants, an unanticipated increase in
the policy rate might be interpreted as a response to an unobserved inflationary shock,
which would lead the market to correct its inflation expectations upwards.

However, even though the responses are mostly positive, the coefficients are statis-
tically insignificant. This weak response allows us to infer that the inflation targeting
framework in Chile has been successful in anchoring inflation expectations to the target.

These findings are consistent with the results found by Giirkaynak et al. (2005b).
The authors evaluate the behavior of daily bond yield data for two inflation-targeting
countries (Sweden and the UK) and for the US. They find that while US inflation com-
pensation exhibits highly significant movements in response to economic news, inflation

expectations are firmly anchored in Sweden and the UK. In sum, our results bolster the



international evidence that finds that credibility in inflation targeting countries allows

long-term inflation expectations to be largely unaffected by policy shocks.

5 Alternative Definitions of the Policy Variable

The results presented above measure the response of interest rates to a monetary sur-
prise, using forward curve data to disentangle changes in the policy rate into anticipated
and unanticipated components. Of course, other measures of monetary policy shocks
are also available. This section considers the results under two alternative measures:
the change in a short-term market interest rate, and the unexpected component of the
policy move obtained from survey data.

There is a group of papers that define the policy surprise as the change in a specific
observable short-term market interest rate on the event day. The notion is that this
policy variable moves only to the extent that there is a policy surprise. For example,
Cochrane and Piazzesi (2002) use the change in the 30-day eurodollar rate, Rigobon
and Sack (2004) the change in the 30-day eurodollar futures rate, and Ellingsen and
Soderstrom (2001) the change in the three-month T-bill rate. In this paper, we use
the PDBC-90 rate as the measure of the policy innovation. This rate corresponds to
the yield of the 3-month nominal instrument issued by the Central Bank of Chile. The

regression results appear in tables 6, 7, and 8.
[Insert tables 6, 7, and 8|

Table 6 shows that the coefficients obtained for the nominal rates are numerically very
similar to the ones obtained in the benchmark estimation. They gradually diminish as
the horizon increases and are highly statistically significant.

Table 7 indicates that although the numerical values of the coefficient for the real
rates are somewhat higher for shorter maturities and somewhat lower for longer matu-
rities, the qualitative results stay unchanged. The coefficients of the middle range are
again the only ones that remain significant, and the coefficients gradually diminish as

the horizon lengthens.



The response of inflation compensation, as reported in table 8, is again positive, and

statistically not different from zero.

Finally, we estimate our regressions using survey data to separate changes in the
policy rate into anticipated and unanticipated components. The Central Bank of Chile
realizes a monthly survey that summarizes the forecasts of economists from industry,
government, banking, and academia. Among the variables forecasted is the policy rate.
We compute the difference between the actual realization and the forecast, and use this

variable to consider the results of an alternative measure of monetary surprise.
[Insert tables 9, 10, and 11]

The results are shown in tables 9, 10, and 11 . Again, the main results remain unchanged.

6 Concluding remarks

Standard views of the monetary transmission mechanism rest on a reliable relationship
between monetary policy actions and long-term interest rates. Since the first link in
the transmission of monetary policy is from the policy rate to other market interest
rates, having reliable estimates of the reaction of market rates to the policy action is
an important step in formulating effective policy decisions. This article has investigated
empirically the relationship between policy actions and the term structure of nominal
and real interest rates in Chile, during the period 2002-2005. Using the difference be-
tween nominal and real rates as an indicator of compensation for expected inflation
and inflation risk, we also measure the extent to which inflation targeting helps anchor
inflation expectations.

Using forward curve data to derive a measure of the unanticipated component of the
policy move, we estimate the immediate effects of policy surprises on long-term interest
rates and inflation compensation in Chile. The characteristics of the implementation of
monetary policy in Chile allow us to control for possible feedback relationships between
policy actions and market interest rates, and to control for the fact that a number of

other variables may affect market rates as well.
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The results indicate that policy shocks have a positive and very significant impact
on nominal interest rates. For example, in response to an unanticipated 100 basis point
increase in the policy rate, the yield curve shifts up by 40 to 20 basis points for maturities
up to five years. On the other hand, the effect of policy shocks on real interest rates
is relatively small. Although all responses are positive, not all of them are statistically
significant. In fact, the response of real rates corresponds to roughly one-third of the
response of nominal rates for short-term maturities. Our results also indicate that
Chilean interest rates react less to policy shocks than US interest rates do.

With respect to the inflation compensation, we find that it doesn’t move significa-
tively in response to policy surprises. This allows us to infer that the inflation targeting
framework in Chile has been successful in anchoring inflation expectations to the target.

Our results are robust to using two alternative measures of the policy variable: the
change in a short-term market interest rate, and the unexpected component of the policy
move obtained from survey data.

We conclude by raising the question of whether the effects of monetary policy actions
can be adequately characterized by a single factor, namely the unanticipated component
of the move. In august 2004, a month before the process of “normalization” began in
Chile, long-term interest rates jumped several basis points after the MPC statement.
This reaction was not caused by what the MPC did, but instead by what the statement

said:

“The Board believes that the moment is approaching when it will be neces-
sary to reduce the marked monetary impulse, in order to make compatible
the strengthened economy with an expected annual inflation rate of 3% over

the usual policy horizon of 12 to 24 months”.

The statement was read by financial markets as indicating that the MPC would
begin tightening policy sooner than previously expected, which led interest rates to
jump. Treating the action on this date as a zero surprise change in the policy rate
would be misleading. In a recent paper, Giirkaynak et al. (2005a) found that a second
factor -future path of policy- accounted for more than three-fourths of the explainable

variation in the movements of long-term yields around MPC meetings in the US. This

11



second factor was found to be associated with significant changes in MPC statements.
Therefore, an interesting direction to extend our analysis would be to estimate the effects

of these two dimensions of policy actions on market interest rates in Chile.
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Definitions and data sources

MPC meeting dates: monetary policy decisions at the Central Bank of Chile are
made at monthly meetings, which are publicly announced six months in advance.

Datasource:  http://www.bcentral.cl/esp/politicas/reunionespolitica/

Monetary policy rate: the Central Bank of Chile implements its monetary policy by
defining a target level for the nominal interbank interest rate, which is known as the

monetary policy rate. Data source: http://www.bcentral.cl/esp/infoeconomica/

Monetary policy surprise: the research department of the Central Bank of Chile
computes the short end of the forward nominal curve, using the prices of the
nominal instruments PDBC and BCP. The surprise is defined as the difference
between the actual change of the policy rate and the change of the instantaneous

forward rate of the previous day. Data source: Central Bank of Chile

Nominal and real term structures: the company Riskamerica computes the long
end of the nominal term structure using the nominal instruments PDBC and BCP,
and the long end of the real term structure using the UF denominated instruments

PRC and BCU. Data source: http://www.riskamerica.com/

PDBC: the PDBC-90 is the yield of the 90-day nominal instrument. Data source:

http://www.bcentral.cl/esp/infoeconomica/

Survey data: the research department of the Central Bank of Chile realizes a monthly
survey that summarizes the forecasts of economists from industry, government,
banking, and academia. We use the policy rate forecast as a proxy of the market’s

expectation of the future policy rate. Data source: Central Bank of Chile
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Table 1: Actual, anticipated and unanticipated changes in the monetary policy rate

MPC Meeting date Actual Unanticipated Anticipated

8-Ago-02 -25 -6.83 1817
5-Sep-02 0 14.92 -14.92
8-Oct-02 0 12.44 -12.44
7-Nov-02 0 0 0
10-Dic-02 0 1.14 1.14
9-Ene-03 -25 -25.00 0
18-Feb-03 0 0 0
13-Mar-03 0 0 0
8-Abr-03 0 0 0
8-May-03 0 0 0
10-Jun-03 0 0 0
10-Jul-03 0 0 0
12-Ago-03 0 -1.93 1.93
4-Sep-03 0 4.15 4.15
14-Oct-03 0 3.84 -3.84
13-Nov-03 0 3.87 -3.87
11-Dic-03 -50 -50.96 0.96
8-Ene-04 -50 -53.78 3.78
10-Feb-04 0 3.53 -3.53
11-Mar-04 0 4.65 -4.65
15-Abr-04 0 9.80 -9.80
13-May-04 0 23.08 -23.08
10-Jun-04 0 15.37 -15.37
8-Jul-04 0 3.53 -3.53
12-Ago-04 0 4.56 -4.56
7-Sep-04 25 27.83 -2.83
12-Oct-04 0 2.25 -2.25
11-Nov-04 25 15.08 9.92
09-Dic-04 0 -13.73 13.73
11-Ene-05 25 14.69 10.31
10-Feb-05 25 8.85 16.15
10-Mar-05 0 -10.70 10.70
07-Abr-05 25 14.62 10.38
12-May-05 25 8.76 16.24
09-Jun-05 0 -0.41 0.41
12-Jul-05 25 22.76 2.24

* Source: Central Bank of Chile
The table shows daily changes in basis poims1 5



Table 2: The response of the nominal term structure to a monetary surprise

Nom Yield Coefficient Std. Error P-value

1-yr 0.405 0.058 0.000
2-yr 0.295 0.038 0.000
3-yr 0.236 0.035 0.000
4-yr 0.202 0.034 0.000
5-yr 0.178 0.035 0.000
10-yr 0.119 0.038 0.004
15-yr 0.090 0.034 0.012
20-yr 0.071 0.029 0.018

Table 3: The response of the real term structure to a monetary surprise

Real Yield Coefficient Std. Error P-value

1yt 0.150 0.246 0.545
2-yr 0.171 0.168 0.318
3-yr 0.163 0.115 0.167
4oyt 0.152 0.083 0.074
5-yr 0.142 0.065 0.035
10-yr 0.109 0.056 0.060
15-yr 0.090 0.056 0.122
20-yr 0.076 0.053 0.158
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Table 4: Effect of monetary policy on the nominal term structure from recent US liter-
ature™®

Impact on nominal yields l-yr  2-yr  5-yr 10-yr
Kuttner (2001) 0.716 0.614 0.481 0.315
Cochrane and Piazzesi (2002) 0.720 0.670 0.481 0.520
Ellingsen and Séderstrom (2004) 0.860 0.710 0.570 0.310
Rigobon and Sack (2004) 0.716 0.732 0.872 0.474

* The table shows the slope of the regression of the change of the term structure of nominal
interest rates on the monetary policy action

Table 5: The response of inflation compensation for different maturities to a monetary
surprise

Compensation Coeflicient Std. Error P-value

1-yr 0.255 0.239 0.293
2-yr 0.124 0.159 0.440
3-yT 0.074 0.107 0.496
4-yr 0.049 0.077 0.525
5-yT 0.036 0.064 0.577
10-yr 0.010 0.066 0.883
15-yr 0.000 0.066 1.000
20-yr -0.005 0.060 0.939

* Inflation compensation for maturity n is defined as the difference between the nominal and
indexed-linked yields of maturity n
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Table 6: The response of the nominal term structure to a change in the short-term
interest rate*

Nom Yields Coefficient Std. Error P-value

1-yr 0.348 0.078 0.000
2-yr 0.272 0.050 0.000
3-yr 0.230 0.043 0.000
4-yr 0.203 0.040 0.000
5-yT 0.184 0.039 0.000
10-yr 0.129 0.041 0.004
15-yr 0.099 0.036 0.010
20-yr 0.079 0.031 0.015

* The short-term interest rate corresponds to the yield of the 90-day nominal instrument issued
by the Central Bank of Chile (PDBC-90)

Table 7: The response of the real term structure to a change in the short-term interest
rate*

Real Yields Coefficient Std. Error P-value

l-yr 0.239 0.264 0.372
2yt 0.241 0.180 0.190
3yr 0.216 0.123 0.087
Ayr 0.193 0.088 0.034
5-yr 0.174 0.069 0.016
10-yr 0.120 0.061 0.056
15-yr 0.094 0.061 0.134
20-yr 0.077 0.057 0.183

* The short-term interest rate corresponds to the yield of the 90-day nominal instrument issued
by the Central Bank of Chile (PDBC-90)
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Table 8: The response of inflation compensation for different maturities to a change in
the short-term interest rate*

Compensation Coefficient Std. Error P-value

1-yr 0.109 0.262 0.681
2-yr 0.031 0.173 0.861
3-yr 0.013 0.116 0.909
4-yr 0.010 0.084 0.906
O-yT 0.010 0.069 0.886
10-yr 0.009 0.072 0.897
15-yr 0.005 0.071 0.944
20-yr 0.001 0.065 0.982

* The short-term interest rate corresponds to the yield of the 90-day nominal instrument issued
by the Central Bank of Chile (PDBC-90)

Table 9: The response of the nominal term structure to a monetary surprise measured
from survey data*

Nom Yields Coefficient Std. Error P-value

1-yr 0.436 0.059 0.000
2-yr 0.316 0.039 0.000
3-yr 0.253 0.036 0.000
4-yr 0.215 0.036 0.000
5-yr 0.190 0.037 0.000
10-yr 0.127 0.040 0.003
15-yr 0.095 0.036 0.011
20-yr 0.076 0.030 0.016

* Survey data is used to obtain the unanticipated component of a change in the monetary
policy rate
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Table 10: The response of the real term structure to a monetary surprise measured from
survey data*

Real Yields Coefficient Std. Error P-value

1-yr 0.250 0.256 0.336
2-yr 0.227 0.175 0.204
3-yr 0.185 0.121 0.134
4-yr 0.151 0.087 0.092
O-yr 0.126 0.069 0.079
10-yr 0.064 0.061 0.304
15-yr 0.042 0.061 0.500
20-yr 0.031 0.057 0.593

* Survey data is used to obtain the unanticipated component of a change in the monetary

policy rate

Table 11: The response of inflation compensation for different maturities to a monetary
surprise measured from survey data*

Compensation Coefficient Std. Error P-value

1-yr 0.186 0.253 0.466
2-yr 0.089 0.167 0.597
3-yr 0.068 0.112 0.551
4-yr 0.064 0.081 0.434
5-yT 0.064 0.066 0.339
10-yr 0.063 0.069 0.369
15-yr 0.054 0.069 0.438
20-yr 0.045 0.063 0.476

* Survey data is used to obtain the unanticipated component of a change in the monetary

policy rate
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