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Why perceptions matter

Monetary transmission depends on what markets believe about the reaction function.

RBA Review: Clearer communication about strategy and decisions.

Fed response to news channel (Bauer and Swanson 2023): Markets misread how the RBA
maps data to decisions (Hambur and Haque 2024)

Key Questions

What reaction function do market participants perceive the RBA to follow?

How have those perceptions changed over time?
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What we do

Adapt survey-based design of Bauer, Pflueger, and Sunderam (2024a, 2024b).

Use survey data on cash rate, underlying inflation and unemployment
(Source: RBA market economist survey)

Estimate forward-looking perceived policy rules.

Link shifts in perceived coefficients to policy actions and communication
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Model: perceived reaction function

Policy rule (what forecasters perceive)
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Forecast-based regression (what we estimate)
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Interpretation

α
(j)
t absorbs long-run beliefs (r∗, π∗, u∗).

Slopes (θ̂t , δ̂t , β̂t) common across horizons and forecasters (time-varying across t)

Forecasters view the policy rule parameters as highly persistent.
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Estimation approach

Data

RBA market economist survey, quarterly (2015–2025).

Around 20 forecasters with forecasts out to 2.5 years

Forecaster j × horizon h panel: cash rate, trimmed-mean inflation, unemployment rate, WPI.

Estimator

Arellano–Bond difference GMM

Instrument sets (robust to using fewer lags):

Cash rate: it−3, . . . , it−6

Inflation: πt−2, . . . , πt−6

Unemployment: ut−2, . . . , ut−6

Rolling four-quarter windows (robust to quarter-by-quarter estimation)

Identification

Relies on both within-forecaster, cross-horizon and cross-forecaster variation
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Cross-horizon variation
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Cross-forecaster disagreement
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Baseline perceived coefficients

Housing language Labour market language

Hambur & Haque (RBA & U. Adelaide) Perceptions about RBA’s Reaction Function October 2025 8 / 21



Role of wages
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Uncertainty in policy-rate expectations
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Rates and Perceived Inflation Response

Policy Surprise
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Policy Hawkishness and Perceived Inflation Response
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Conclusion

Perceptions evolved in phases mirroring policy environment

Markets learn from what is said, but perceptions are driven by actions when
uncertainty is high.

Policy implications—be clear about which indicators matter and how, act consistently
when those conditions are met, and monitor how communication is perceived.
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Housing risk and regulation language

Back
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Language signals about the labour market

Back
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Monetary Policy Surprises

Back
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Perceived Policy Inertia
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What drives cash-rate disagreement?
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Robustness: AB–GMM vs OLS (FE)

.
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Robustness: Quarter-by-quarter estimates
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