
Online Appendix to “Policy Announcements

in FX Markets”

This online appendix contains additional results omitted in the main paper. We first
study whether other macroeconomic announcements can generate equally large returns
as those on FOMC announcements. We then replicate the main empirical results using
a dataset starting in January 1980 instead of January 1994. Finally, we check whether
there is a pre-announcement drift in currency returns.

1 Other Macroeconomic Announcements

Are other macroeconomic announcements able to generate the same large returns earned
around FOMC events? To answer this question, we consider three major US macroe-
conomic news releases: total non-farm payroll employment, the Producer Price Index,
and the Consumer Price Index, all published by the Bureau of Labor Statistics (BLS).
We build announcement dummy variables and we check for larger conditional returns
by means of the following regression

ri
t

= β0 + β1 × Announcement DummyE, CPI, PPI
t + ǫt,

where ri
t
are the currency returns and Announcement DummyE, CPI, PPI

t is a dummy
variable that takes the value of one on days when employment (E), consumer price index
(CPI), or the producer price index (PPI), are announced. Results, reported in Table
OA-4, show that the only statistically significant estimate is for PPI announcements on
the low interest rate portfolio. We find that announcement days returns are on average
7.1bps smaller (with a t-statistic of 2.1). These results support the conclusion that the
role of monetary policy is unique among macroeconomic announcements to generate the
large size of announcement excess returns on currency portfolios.

2 Results since 1980

In the following, we present the same results as in the main paper but with a start date
of January 1980. Overall, we conclude that qualitatively, the message remains the same:
Returns to trading strategies which are short the US dollar and long any other currency
generate significantly higher returns on days when the FOMC is scheduled to make an
announcement than on other days. Moreover, the wedge between announcement and
non announcement returns becomes larger with the interest rate differential.



Table OA-1

Regression Currency Portfolios Other Announcement Dummy

This table reports estimated coefficients from the following regression:

ri
t
= β0 + β1 ×Other Announcement Dummy

t
+ ǫt,

where ri
t
are the currency returns on portfolios sorted on their interest rate differential

and the announcement dummy is a variable that takes the value of one in an announce-
ment day and zero otherwise. DOL denotes the average return of the five portfolios. An-
nouncements are total non-farm payroll employment, the Producer Price Index (PPI),
and Consumer Price Index (CPI) all published by the BLS. Data is daily and runs from
January 1994 to January 2011.

pf1 pf2 pf3 pf4 pf5 DOL
constant -0.917 0.545 1.630 0.990 2.509 0.951
t-stat (-1.22) (0.81) (2.62) (1.32) (2.92) (1.55)
dummy employment -2.249 -2.191 -3.607 -4.364 4.996 -1.483
t-stat (-0.70) (-0.77) (-1.43) (-1.64) (1.52) (-0.65)
R2 (in %) -0.02 -0.01 0.02 0.03 0.02 -0.02

constant -1.144 0.524 1.438 0.569 2.563 0.790
t-stat (-1.50) (0.78) (2.34) (0.71) (2.98) (1.27)
dummy CPI 2.592 -1.742 0.489 4.609 3.848 1.960
t-stat (0.83) (-0.62) (0.16) (1.25) (1.06) (0.75)
R2 (in %) -0.01 -0.02 -0.03 0.04 0.00 -0.01

constant -0.681 0.653 1.691 0.905 2.738 1.061
t-stat (-0.90) (0.98) (2.77) (1.13) (3.39) (1.76)
dummy PPI -7.102 -4.384 -4.792 -2.494 0.116 -3.731
t-stat (-2.16) (-1.53) (-1.87) (-0.79) (0.03) (-1.39)
R2 (in %) 0.11 0.04 0.06 -0.01 -0.03 0.04

Table OA-2 presents the summary statistics for the DOL and HML portfolio. Table
OA-3 presents a regression analysis and finally Table OA-4 tests whether using an ex-
tended time span leads to significant results for other macroeconomic announcements.
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Table OA-2

DOL and HML Summary Statistics

This table reports summary statistics of the dollar (DOL) and HML factor conditional on
FOMC announcement and non announcement days. DOL denotes the average return of the
five currency portfolios and HML denotes a long-short portfolio that is long in portfolio 5 and
short in portfolio 1. Numbers are in daily basis points except for the Sharpe ratio which is
annualized. The sample covers January 1980 to January 2011.

All Currencies

FOMC non FOMC
DOL HML DOL HML

mean 6.077 4.676 0.168 2.614
t-stat (2.07) (1.59) (0.34) (3.98)
stdev 46.483 46.545 42.786 57.678
Sharpe ratio 2.075 1.595 0.062 0.719

Developed Currencies

FOMC non FOMC
DOL HML DOL HML

mean 6.839 5.193 0.094 2.321
t-stat (1.88) (1.32) (0.17) (3.49)
stdev 57.407 62.267 49.354 58.550
Sharpe ratio 1.891 1.324 0.030 0.629

3 Pre-announcement drift

In the following, we use high frequency data available from Olsen Associates for the EUR,
GBP, CHF and JPY vis-à-vis the USD to study returns around FOMC announcement
days. To this end, we construct a DOL factor by forming an equal weighted portfolio
using these four currencies. Our empirical strategy follows Lucca and Moench (2014).
Figure OA-1 plots the average (across all announcements) cumulative intraday return
using five-minute ticks over a three-day window from the market open the day before the
meeting to the day after. We note that the DOL return features a strong upward drift
in the 12 hours before the FOMC announcement. After the announcement, the returns
are decreasing. This evidence is consistent with our story of ex-ante compensation for
monetary policy uncertainty as the majority of the return is actually earned before the
announcement itself.
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Figure OA-1. Pre-Announcement Drift DOL

This figure plots the average cumulative return using five minute ticks on a DOL equal
weighted portfolio consisting of the EUR, JPY, GBP, and CHF all vis-à-vis the USD. The
event window covers 72 hours, the day before the announcement, the announcement day,
and the day after indicated by the red horizontal lines. The dashed line marks 215pm
when the statements are usually released. The gray shaded areas are 95% confidence
intervals around the average returns. The sample period is from January 1994 to January
2011.
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Table OA-3

Regression Currency Portfolios Announcement Dummy

This table reports estimated coefficients from regressing currency portfolios sorted on their interest rate
differential on an announcement dummy which takes the value of one on an announcement day and
zero otherwise. In the other regressions we interact the announcement dummy with the Chicago Fed
National Activity Index (CFNAI), a policy surprise component as in Bernanke and Kuttner (2005),
VIX, TIV, a disagreement proxy from forecasts on the target Fed Funds rate (DiB), and the economic
policy index (EPU) by Baker, Bloom, and Davis (2013). t-statistics are calculated using Newey and
West standard errors and are given in parentheses. Data is daily and runs from January 1980 (February
1983 for VIX, January 1988 for TIV, and January 1988 for EPU) to January 2011.

pf1 pf2 pf3 pf4 pf5 DOL
constant -1.061 -0.357 0.771 -0.041 1.554 0.173
t-stat (-2.11) (-0.67) (1.44) (-0.07) (2.14) (0.35)
Announcement 6.274 4.175 4.581 6.151 8.335 5.903
t-stat (2.21) (1.25) (1.33) (1.94) (2.21) (1.98)
R

2 (in %) 0.05 0.01 0.02 0.03 0.04 0.05

constant -0.997 -0.370 0.717 0.010 1.635 0.199
t-stat (-2.01) (-0.70) (1.36) (0.02) (2.28) (0.41)
Announcement × CFNAI 9.290 9.861 13.432 9.847 12.570 11.000
t-stat (2.11) (1.70) (2.21) (1.77) (2.04) (2.14)
R

2 (in %) 0.05 0.05 0.11 0.04 0.05 0.08

constant -0.857 -0.223 0.917 0.157 1.823 0.363
t-stat (-1.74) (-0.42) (1.74) (0.26) (2.56) (0.74)
Announcement × Surprise 13.574 -40.418 -49.732 -42.042 -54.260 -34.575
t-stat (0.57) (-1.36) (-1.55) (-1.14) (-1.18) (-1.19)
R

2 (in %) -0.01 0.00 0.01 0.00 0.00 0.00

constant -0.821 -0.060 1.161 0.487 2.124 0.578
t-stat (-1.61) (-0.11) (2.12) (0.76) (3.09) (1.15)
Announcement × VIX 1.553 1.897 1.618 1.407 2.585 1.812
t-stat (3.69) (2.16) (2.75) (2.40) (2.78) (2.93)
R

2 (in %) 0.36 0.49 0.34 0.19 0.59 0.52

constant -0.975 -0.031 0.981 0.456 2.079 0.502
t-stat (-1.79) (-0.05) (1.60) (0.66) (2.76) (0.92)
Announcement × TIV 7.169 6.994 7.500 5.893 8.665 7.244
t-stat (2.48) (1.61) (1.69) (1.69) (2.08) (2.00)
R

2 (in %) 0.35 0.27 0.31 0.14 0.26 0.36

constant -0.328 0.480 1.664 1.128 2.809 1.151
t-stat (-0.62) (0.86) (2.92) (1.74) (4.03) (2.23)
Announcement × EPU 0.050 0.057 0.053 0.055 0.066 0.056
t-stat (2.28) (1.93) (1.82) (1.97) (1.96) (2.17)
R

2 (in %) 0.07 0.09 0.07 0.05 0.07 0.10

constant -0.877 0.090 1.029 0.828 2.107 0.635
t-stat (-1.35) (0.12) (1.28) (0.99) (2.12) (0.92)
Announcement × DiB 3.486 3.484 4.031 2.578 3.605 3.437
t-stat (2.76) (1.69) (1.77) (1.75) (2.04) (2.04)
R

2 (in %) 1.21 0.93 1.04 0.38 0.53 1.03
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Table OA-4

Regression Currency Portfolios Other Announcement Dummy

This table reports estimated coefficients from the following regression:

ri
t
= β0 + β1 ×Other Announcement Dummy

t
+ ǫt,

where ri
t
are the currency returns on portfolios sorted on their interest rate differential

and the announcement dummy is a variable that takes the value of one in an announce-
ment day and zero otherwise. DOL denotes the average return of the five portfolios. An-
nouncements are total non-farm payroll employment, the Producer Price Index (PPI),
and Consumer Price Index (CPI) all published by the BLS. Data is daily and runs from
January 1980 to January 2011.

pf1 pf2 pf3 pf4 pf5 DOL
constant -1.058 -0.310 0.846 0.159 1.597 0.247
t-stat (-1.92) (-0.55) (1.52) (0.25) (2.27) (0.47)
dummy employment 0.889 2.735 2.032 -0.397 5.194 2.091
t-stat (0.35) (1.01) (0.73) (-0.11) (1.44) (0.84)
R2 (in %) -0.01 0.00 0.00 -0.01 0.02 0.00

constant -1.146 -0.267 0.915 -0.130 1.862 0.247
t-stat (-2.07) (-0.48) (1.65) (-0.19) (2.81) (0.47)
dummy CPI 2.740 1.801 0.558 5.713 -0.442 2.074
t-stat (1.08) (0.70) (0.20) (1.75) (-0.08) (0.78)
R2 (in %) 0.00 -0.01 -0.01 0.04 -0.01 0.00

constant -0.714 -0.054 1.105 0.378 1.979 0.539
t-stat (-1.29) (-0.10) (2.02) (0.57) (2.90) (1.05)
dummy PPI -6.398 -2.698 -3.457 -5.025 -2.924 -4.100
t-stat (-2.51) (-1.00) (-1.37) (-1.60) (-0.85) (-1.67)
R2 (in %) 0.08 0.00 0.01 0.03 0.00 0.03
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