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Abstract

Delphic versus Odyssean guidance, the Fed’s calendar and threshold promises, and the puzzle that
models predict effects far larger than the data show.

When the short rate cannot fall, the central bank can still move the expected path of short rates, and long
rates with it. Forward guidance is communication about future policy used as an instrument in its own
right. It had existed informally for decades; at the lower bound it became explicit, dated, and sometimes
conditional on numbers.

Two kinds of guidance
Campbell, Evans, Fisher and Justiniano introduced a distinction that every later discussion uses (Campbell
et al., 2012).

Definition 1 (Delphic and Odyssean guidance). Delphic guidance is a forecast: the central bank shares its
view of the outlook and of how it will react, without binding itself. Odyssean guidance is a commitment: the
central bank ties itself to a future path, as Odysseus tied himself to the mast, so that it will not re-optimise
once the bound stops binding.

Only Odyssean guidance implements the Eggertsson–Woodford prescription from The effective lower bound.
Delphic guidance can even be contractionary: if the announcement of low rates for longer is read as news
that the outlook is worse than thought, expectations of income fall and spending with them. Distinguishing
the two in the data is the central difficulty of the empirical literature.

The Federal Reserve’s sequence
The Fed’s statements after 2008 show the escalation from vague to precise.

• Qualitative (December 2008): rates would stay exceptionally low “for some time”, later “for an
extended period”.

• Calendar-based (August 2011): exceptionally low rates “at least through mid-2013”, pushed to
late 2014 in January 2012 and mid-2015 in September 2012.

• Threshold-based (December 2012): rates would stay near zero at least as long as unemployment re-
mained above 6.5 percent and projected inflation stayed below 2.5 percent. This is guidance conditioned
on the state of the economy rather than on a date, which is closer to a rule.

Calendar guidance has an obvious flaw: it does not say whether the date reflects a bad outlook (Delphic) or
a promise (Odyssean). Threshold guidance is more informative, but thresholds are not triggers, a point the
Fed had to explain repeatedly as unemployment approached 6.5 percent in 2014.

Does it work? The forward guidance puzzle
In the standard New Keynesian model of The Taylor principle and determinacy, guidance is extraordinarily
powerful. The IS curve iterated forward makes today’s output gap depend on the sum of all expected future
real rate gaps:
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A promise to hold the rate 25 basis points lower for one quarter ten years from now has the same effect on
𝑥𝑡 as the same cut today, and the Phillips curve compounds the inflation response. Del Negro, Giannoni and
Patterson named this the forward guidance puzzle: the model implies effects of announcements far larger
than anything observed (Del Negro et al., 2023).

Two families of explanations followed. McKay, Nakamura and Steinsson showed that with incomplete markets
and precautionary saving, households discount future income more heavily, which breaks the equal weighting
in (1) and cuts the power of distant promises sharply (McKay et al., 2016). The other family relaxes rational
expectations: if only part of the public pays attention to central bank statements, or if agents have bounded
horizons, distant guidance is heavily discounted as well.

Measured effects
Swanson separated forward guidance from asset purchases in Fed announcements by their distinct signatures
across the yield curve and found that guidance moved short- and medium-term yields with effects comparable
to conventional rate changes, while purchases moved longer maturities (Swanson, 2021). Guidance is therefore
a real instrument, with effects in the observed range rather than the model’s, and it fades when the horizon
exceeds a few years.

Practical lessons
• Guidance is only as credible as the central bank’s willingness to deliver it later, which is why state-

contingent language beats dates.
• It works best in combination with Asset purchases: channels, which signal the same commitment

through actions.
• The ECB’s “lower for longer” language from 2013 and the SNB’s conditional inflation forecast are

Delphic by construction; both banks avoided Odyssean commitments, which limits what guidance can
do for them.
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