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Abstract

We document positive and significant returns on long-term U.S. Treasury bonds on
the day before the FOMC announcements and attribute this pre-FOMC drift to the
premium for heightened uncertainty. Unlike the pre-FOMC drift in U.S. equity, which
is realized mostly on the day of the FOMC announcement, the pre-FOMC drift in
long-term bond occurs earlier. On the day before the FOMC announcement, the 10-
year zero-coupon yield drops by a significant 0.81 bps and contributes importantly
to the secular decline in interest rates documented by Hillenbrand (2025). Unique to
the day before the FOMC is a severe disconnect between the long- and short-term
yields — an indication that the pre-FOMC pricing of long-term bonds is dominated
by the risk-premium channel, not the monetary-policy decision on the target rate.
We further capture the pre-FOMC heightened uncertainty using the ex-ante Macro
Attention Index (MAI) of Fisher et al. (2022). Conditioning on above-median MAI on
unemployment rates, the pre-FOMC reduction in 10-year yield increase significantly

to 1.61 bps and is predictive of the subsequent pre-FOMC drift in equity.
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1 Introduction

This paper studies the pricing of long-term U.S. Treasury bonds in anticipation of the
announcements of the Federal Open Market Committee (FOMC). Instead of focusing on the
ex-post market reaction to the FOMC announcements (Kuttner (2001), Gurkaynak et al.
(2005), Nakamura and Steinsson (2018)), we examine the ex-ante market pricing prior to
the announcements. Our paper is motivated by two recent studies at the intersection of the
Fed and the financial markets. The first paper is that of Lucca and Moench (2015), who
document a strong pre-FOMC drift in the equity market over a 24-hour window before the
FOMC announcements. Interestingly, they do not find a significant pre-FOMC drift in U.S.
Treasury bonds, the market with the closest connection with monetary policy. The second
and more recent paper by Hillenbrand (2025), however, affirms the connection between the
Treasury market and the Fed via the striking finding that a three-day window around the
FOMC announcements captures the secular decline in long-term U.S. Treasury yields.

Connecting these two emerging strands of literature, we make two important empirical
observations. First, contrary to the conclusion of Lucca and Moench (2015), we find positive
and significant returns (i.e., negative yield changes) on long-term Treasury bonds before the
FOMC announcement. Our approach differs from that of Lucca and Moench (2015) in that,
instead of examining the 24-hour window before the FOMC announcements, we focus our
attention on the day before the FOMC, which is also the first day of the two-day FOMC
meeting. Over the 24-hour window that ends at the market close of the day before the
FOMC announcement, the 10-year zero-coupon bond yield drops by a significant 0.81 basis
points, compared with a full-sample average of -0.05 basis points. Moreover, this significant
pre-FOMC reduction in yield is unique and robust only for long-term bonds — over the same
pre-FOMC window, the 2-year bond yield drops by an insignificant 0.37 basis points while
the 3-month-ahead Fed fund futures rate increases by 0.33 basis points.

Second, the pre-FOMC drift contributes to a steady decline in long-term interest rates.
From June 1989 through December 2022, the cumulative effect of the pre-FOMC reduction
in yield amounts to -2.96%, the largest one-day contributor to the secular decline in interest
rates documented by Hillenbrand (2025) using a three-day window that includes the days
before, of, and after the FOMC announcement. Varying the 24-hour event window to other
days surrounding the FOMC, including the days of and after the FOMC, we do not find
significant reduction in yield. While Hillenbrand (2025) attributes the forward guidance
provided by the Fed’s announcements as the most important driver of the long-run path of
interest rates, our pre-FOMC drift, realized prior to the FOMC announcements, indicates the
presence of a second channel that is important in explaining the secular decline of long-term

yields.



Risk and Return in Long-Term Bonds — The pre-FOMC drift offers a unique and concen-
trated window into the risk and return in long-term bonds, which are closely linked to macro
and policy uncertainties. As indication that the pre-FOMC drift in long-term yield is domi-
nated by the risk-premium channel, not the monetary-policy decision on the target rate, we
document a severe disconnect between the long- and short-term yields that is unique only on
the day before the FOMC announcement, when the pre-FOMC drift is realized.! Focusing
further on the risk premium component, we use the 10-year term premium constructed by
Adrian et al. (2013), which is the difference between the 10-year yield and the expectation of
future short rates. We find that the pre-FOMC reduction in yield can be attributed almost
entirely to the term premium component.?

To shed further light on the risk-premium channel, we build our hypothesis on the two-risk
model of Hu et al. (2022), which attributes the pre-announcement drift to the resolution of
heightened uncertainty prior to the announcement. Central to the model is the incorporation
of an impact uncertainty, which controls the market impact of the announcement shock. To
the extent that market participants are highly uncertain about an impending announcement,
it is reflected in the model via a volatile impact uncertainty, which in turn drives up the
premium for impact uncertainty. Upon the resolution of the heightened uncertainty prior to
the announcement, the risk premium for impact uncertainty is also realized, giving rise to
the pre-announcement drift.

Heightened Macro and Policy Uncertainties — Central to Hu et al. (2022) is the accumula-
tion of heightened uncertainty and its subsequent resolution prior to the announcement. The
model, however, is silent on exactly what kind of uncertainty is resolved. Taking advantage
of the fact that the risk involved in bond pricing is substantially less complex than that in
equity pricing, we are able to identify the macro and policy uncertainties that give rise to
the pre-FOMC drift in long-term bonds.

To proxy for macro uncertainty, we use the macro attention index (MAI) developed by
Fisher et al. (2022). A news-based measure, the MAT indices capture the newspapers’ atten-
tion on a range of macroeconomic risks, including monetary MAI on monetary policy and
unemployment MAI on labor market conditions. Compared with the uncertainty measures
extracted from capital markets (e.g., the option-implied VIX and MOVE indices), the MAT

1Specifically, the importance of the slope factor, which captures the difference between the long- and
short-term yields, jumps from a normal level of 14% to 37% and then quickly reverts back to the normal level,
while the level factor, which captures the overall level of the yield curve, jumps downward from a normal
level of 79% to 50%. In other words, on the day before the FOMC, when the pre-FOMC drift in long-term
bond is realized, the driver of the long-term bond pricing is disconnected from the short-rate dynamics.

20n the day before the FOMC announcement, the average reduction in the 10-year zero coupon yield is
0.81 basis points with a t-stat of 2.42, while that of the 10-year term premium is 0.65 basis points with a
t-stat of 2.05.



indices, with their dedicated focus on the respective macroeconomic fundamentals, offers a
more precise link to the source of uncertainty. For example, an increase in the unemployment
MALI indicates heightened uncertainty with respect to the labor market. As documented by
Fisher et al. (2022), the unemployment MAI intensifies in response to higher unemployment
rates and increases more when it is associated with bad news. Indeed, we find that, three
days before the FOMC announcement, the correlation between the unemployment MAT and
the contemporaneous unemployment rate intensifies, suggesting a heightened sensitivity to
labor market conditions in anticipation of the FOMC announcements.® By contrast, while
monetary MAI does increase steadily prior to the FOMC announcement, it does not pick
up any increased correlation with macro fundamentals, except for a marginally significant
relationship on day —2.

Focusing on unemployment MAI and monetary MAI, two uncertainty measures that are
highly related to monetary policy, we examine their respective impact on the pre-FOMC
drift in long-term bonds. Using the unemployment MAI three days before the FOMC an-
nouncement as a conditioning variable, we find that the pre-FOMC reduction in 10-year
zero-coupon yield strengthens to a significant 1.61 basis points when the uncertainty with
respect to the labor market condition is above median. By contrast, when the uncertainty is
below median, the pre-FOMC change in 10-year yield is no longer significant and is in fact
slightly positive with -0.01 basis points. These results indicate that the pre-FOMC drift is
significant only under heightened uncertainty over the labor market condition, confirming
the mechanism of premium for heightened uncertainty. Moreover, our approach also allows
us to identify the nature of the uncertainty. Contrary to unemployment MAI, the uncer-
tainty proxied by the monetary MAI does not have any impact on the pre-FOMC bond
pricing, indicating that while uncertainty naturally increases in anticipation of the FOMC
announcements, it is the heightened uncertainty with respect to the macro fundamentals
such as the unemployment rate that drives the risk premium in long-term bonds.

To further capture the accumulation of heightened uncertainty, an important component
in the model of Hu et al. (2022), we also trace the change of unemployment MAI from
day -5 to -3 relative the the FOMC announcement. We find that higher the increase in
uncertainty, stronger the pre-FOMC drift in long-term yields — a one standard deviation
increase in changes in MAI is associated with an extra pre-FOMC reduction of 0.84 basis

points in 10-year yield and 0.92 basis points in the term premium component of the 10-year

3We match the daily unemployment MAI with both the current and past-month unemployment rate, and
the results are similar, with that using the current month slightly stronger. The current month employment
information is yet to be released, although the content of the information (i.e., the labor market condition)
is already taking place contemporaneously. The past-month unemployment rate, however, is released in the
current month.



yield. Overall, consistent with the prediction of the two-risk model of Hu et al. (2022),
increased macro uncertainties, as captured by both the level of the unemployment MAI and
its change, are predictive of the pre-FOMC reduction in long-term yield.

Pre-FOMC' Drift in Bond and Equity — While the premium for heightened uncertainty
drives the pre-FOMC drift in both bond and equity, the exact content of uncertainty differs.
For the equity market, the heightened uncertainty is best captured by the VIX index (Lucca
and Moench, 2015). Regressing the pre-FOMC drift in the S&P 500 index on lagged VIX,
the R-squared of this predictive regression is 14.99%, which is huge for a predictive regression
of equity returns at this high frequency.® Similar to the result in Fisher et al. (2022), we
also find higher increase of monetary MAI from day -5 to day -3 is associated with higher
pre-FOMC stock return. Interestingly, neither the VIX index nor monetary MAI have any
predictability for the pre-FOMC drift in long-term yield, indicating that, when it comes
to the pre-FOMC pricing, the risk that matters for the equity market is not important for
the bond market. The converse is also true. While the heightened uncertainty in the bond
market can be best captured by the unemployment MAI, it is unimportant in explaining the
pre-FOMC drift in equity.

In addition to examining the distinct components between pre-FOMC UST and SPX
captured by the market-based uncertainty measures, we further explore the shared compo-
nent between the two. By using the macro and financial uncertainty indexes proposed by
Ludvigson et al. (2021), we find that it can capture the common risk component where higher
financial uncertainty in previous month leads to larger pre-FOMC returns in both markets.

As the pre-FOMC drift in bond is realized by the market close of day -1, while that in
equity is observed afterwards, we further use the pre-FOMC drift in bond to predict that
in equity. We find significant predictability only under heightened macro and policy uncer-
tainties. In other words, it is only when the pre-FOMC drift in long-term yield is significant
does it contain information for the subsequent pre-FOMC drift in equity. Specifically, when
the unemployment MAI is above median, a one basis point pre-FOMC reduction in 10-year
yield can predict a three basis points increase in the pre-FOMC return in the S&P 500 index,
with an R-squared of 4.16%. By contrast, when unemployment MAI is below median, there
is no relation between the pre-FOMC drift in bond and equity. Importantly, we show that
the predictive power arises primarily from the term premium component, rather than from
the expected short-rate. A one-basis-point decrease in term premium at day -2 will result in
approximately 2.51 basis points increase in pre-FOMC stock return.

Monetary Policy Information — A key puzzle highlighted by Lucca and Moench (2015)

4We calculate the pre-FOMC SPX return using the S&P 500 index from the market close of the day
before the FOMC announcement to five minutes before the FOMC release.



is that the pre-FOMC drift in equity markets is unrelated to monetary policy shocks. This
raises an important question: What information is being processed ahead of FOMC meetings
that leads to a resolution of uncertainty? We turn to the Treasury market and examine how
pre-FOMC bond yield movements relate to monetary policy expectations and surprises.

Our analysis reveals that changes in the 10-year term premium on the day before FOMC
meetings significantly predict monetary policy surprises—particularly those related to the
Fed’s forward guidance, as captured by the GSS path factor and high-frequency changes in
2-year Treasury futures. An increase in the 10-year term premium prior to the FOMC sig-
nals a more hawkish-than-expected monetary surprise, particularly at the medium horizon.
Importantly, the 10-year term premium change can also predict the orthogonalized monetary
policy shock from Bauer and Swanson (2022), which is constructed to be uncorrelated with
a broad set of macroeconomic and financial variables. This implies that fluctuations in the
term premium contain information about monetary policy surprises not driven by publicly
available macroeconomic information.

The predictive power of term premium is distinct from the expected short-rate com-
ponent, which primarily reflects anticipated decisions on the policy rate itself. Excluding
the FOMC meeting on September 16, 2008, immediately following the collapse of Lehman
Brothers®, the expected short-rate change can’t predict the monetary policy shock. However,
removing this outliers strengthens the relationship between short-rate expectations and the
Fed’s actual decision as well as the expected Fed decision from Kuttner (2001). It rein-
forces a distinction between components of the yield curve: short-term expectations price in
near-term policy rates, while the term premium captures risk compensation associated with
uncertainty about the policy path.

Related Literature — Our paper belongs to the literature that documents, for a broad
set of asset classes, sizable positive returns realized prior to FOMC announcements. This
includes Lucca and Moench (2015) on the equity market and Mueller et al. (2017) on the
foreign exchange market.® The parallel evidence for the Treasury bond market, however, is
limited, which is puzzling given the bond market’s central importance in the decision and
operation of monetary policy. Following Lucca and Moench (2015), the general consensus
prior to our paper is that the pre-announcement drift documented for the equity market

does not exist in the bond market. Against this backdrop, our paper documents a significant

5This meeting stands out as an extreme episode of expectation error. Leading into the meeting, markets
widely expected a rate cut to address mounting financial distress: the 2-year Treasury yield fell by 45 basis
points and FF4 dropped by 20 basis points on the day before the FOMC announcement. Yet the Fed held
rates unchanged, producing one of the largest post-FOMC policy surprises in the sample. The GSS target
factor spiked by 0.122 (more than four times its standard deviation), and TNOTE(02 rose sharply.

6See also Liu et al. (2022) on the options market, and Javadi et al. (2018) and Abdi and Wu (2018) on
the corporate bond market.



pre-FOMC drift in long-term Treasury bonds by focusing on a pre-announcement window
that has not been examined by the previous literature.

We also contribute to the growing literature on the economic driver of the pre-announcement
drift, including the information channel of Cieslak et al. (2019) and the heightened uncer-
tainty channel of Hu et al. (2022) and others.” While supportive of the heightened uncertainty
channel of Hu et al. (2022), our paper differs in that, instead of using the market-based VIX
index to measure heightened uncertainty, we take advantage of the news-based attention
measures of Fisher et al. (2022), which allow use to identify exactly what kinds of uncer-
tainty is resolved prior to the FOMC announcement. We find that the pre-FOMC drift
in long-term bonds is significant only when uncertainty over the labor market condition is
substantially high.

Our paper also adds to the literature on the secular decline in interest rates. A large
literature has examined the decline in inflation that occurred after the great inflation (Bauer
and Rudebusch, 2020; Drechsler et al., 2020). Closely related to our paper is that of Hillen-
brand (2025), which shows that a narrow 3-day window around the FOMC announcement
captures the secular decline in U.S. Treasury yields since 1989 and interprets the result as the
dominating influence of the Fed’s forward guidance released at the FOMC announcements.
Our finding of the significant pre-FOMC drift breaks the 3-day window of Hillenbrand (2025)
into before and after the FOMC announcements. More importantly, as the pre-FOMC drift
is realized prior to the FOMC announcement, it cannot be a direct consequence of the for-
ward guidance. Instead, we conclude that an important component of the secular decline
of interest rate captured by Hillenbrand (2025) originates from the resolution of heightened
uncertainty on the day before the FOMC announcement.

Finally, by examining the risk and return in long-term bonds, our paper is also related the
literature that study the factors influencing the bond risk premium. Predicting bond returns
using the information on the yield curve, Fama and Bliss (1987), Campbell and Shiller (1991)
and Cochrane and Piazzesi (2005) provide strong evidence of time-varying risk premium in
the bond market. We add to this literature by focusing on a narrow pre-FOMC window and
find significant pre-FOMC returns only for long-term bonds. More importantly, instead of
using market-based yield curve information to predict bond returns, we link the long-term
bond risk premium directly to the macro and policy uncertainties that emerge prior to the

FOMC announcement.

"See also Ai and Bansal (2018) study the inter-temporal preferences that generates a nonnegative an-
nouncement premium, Wachter and Zhu (2022) build a model where agents learn the probability of an
adverse economic state on announcement days, Bernile et al. (2016) investigate the informed trading prior
to the announcements, Ying (2020) and Laarits (2019) study the arrival of new information during the pre-
announcement period while Ai et al. (2021) model the endogenous information acquisition before FOMC
announcements.



The remainder of the paper is organized as follows. Section 2 describes the data we use in
our analysis. Section 3 presents the pre-FOMC drift in long-term bonds and its implication
for the secular decline of long-term interest rates. Section 7 investigates the heightened
uncertainty that gives rise to the pre-FOMC drift in long-term bonds. Section 4.3 compares
and contrasts the pre-FOMC drift in bond and equity. Section 6 concludes.

2 Data

Our analysis explores the US Treasury yield change and stock return around scheduled
FOMC meetings and our main sample period for pre-FOMC drift in both markets is from
September 1994 to December 2022, following the sample tradition in Lucca and Moench
(2015). During this period, we have 226 scheduled releases of FOMC meetings. We also
extend our sample period back to 1980 for US Treasury market.

Treasury Yield: We use the zero coupon yield data, term premium and short-rate expec-
tation yield from Adrian et al. (2013). Additionally, we include the daily one-year forward
rate beginning at 9-, 4-, 1- year from Giirkaynak et al. (2007). These forward rate is the
yield at which an investor commits today to invest over a defined period in the future: for
m-years beginning n years hence (Giirkaynak et al., 2007). One-year forward rate beginning
at 9-year can be understood as buying 10-year Treasury and selling 9-year Treasury bond
with corresponding portfolio weight. In addition to the zero coupon yield, we further include
constant maturity yield which is obtained from the Federal Reserve Board website.® We also
use the daily actual Treasury transaction data and daily return of the Fixed Term Index
from CRSP to check the robustness of the result. Finally, we define the pre-FOMC UST
drift as the yield change from day -2 to day -1 prior to the FOMC announcement, which
does not contain FOMC meeting’s outcome.

High-Frequency Data: For stock return, we choose intraday S&P 500 index from NYSE
Trade and Quote (TAQ). We calculate the pre-FOMC SPX return from the day before
a scheduled FOMC announcement (4 pm) to five minutes prior to the exact release time
(ann — 5min). We use the 10-Year U.S. Treasury Note futures, trading almost around the
clock, to plot the pre-drift return in bond market before FOMC meeting.” We obtain the
tick by tick data on E-mini Treasury futures from January 2004 to June 2022 from the
Chicago Mercantile Exchange (CME). We also obtain E-mini S&P 500 index futures from
CME. Followed Hu et al. (2022), we select the most active futures contract with the highest

8https://fred.stlouisfed.org/series/DGS10

9We have missing futures trading data on several trading days in our sample period. One of these trading
days, January 29, 2014, is a scheduled FOMC release day.



trading volume.

Macroeconomic Attention Indices: We obtain Macroeconomic Attention Indices proposed
by Fisher et al. (2022)."Y They construct macroeconomic attention indices (MAI) based on
news articles published in the New York Times and Wall Street Journal. Followed their
approach, we first discard weekends and then demean the NYT and WSJ index by its sample
mean after September 1994 and take the average of the demeaned NYT and WSJ indexes for
topic monetary and unemployment rate. We use the monetary MAI and unemployment MAI
three days before FOMC meeting in this paper as proxy for heightened uncertainty measure
about Federal fund rate and unemployment rate. We also collect the relevant information
such as timing, date, actual and survey number on unemployment rate data from Bloomberg
Economic Calendar.

FOMC Dissents: In addition to the heightened uncertainty associated with macroeco-
nomic fundamentals, we also use the dissenting vote data among the members of the Federal
Open Market Committee responsible for setting US monetary policy as proxy for policy
uncertainty. The FOMC comprises 12 voting members, consisting of the seven members of
the Board of Governors and five Federal Reserve bank presidents. The president of the New
York Fed is a permanent voting member, while the remaining 11 Reserve bank presidents
serve as voting members on a rotating basis. We utilize the FOMC dissent data'' from
Thornton et al. (2014) and calculate the ratio of dissenting votes to the total votes.

Uncertainty and Volatility Measure: We use the VIX index of implied volatility from
S&P500 options as well as the MOVE index as our benchmark index for market participants’
uncertainty. Daily VIX and MOVE index are downloaded from Bloomberg. In addition
to marketed-based uncertainty measures, we also use the macro and financial uncertainty
indexes proposed by Jurado et al. (2015). The macro uncertainty index reflects a shared
component in the time-varying volatilities of h-step-ahead forecast errors across a wide range
of macroeconomic series, which include variables from three categories: real activity, prices,
and financial data (Ludvigson et al., 2021). The financial uncertainty is constructed using
the same method but based solely on financial market data.

Monetary Policy Shock: We collect actual monetary policy decision and expected com-
ponent of that decision from Kuttner (2001) whose dataset ends in June 2019. We further
use the monetary policy shock from Bauer and Swanson (2022) where they calculate high-
frequency changes in interest rates during 30-minute window around FOMC announcement
such as 2-, 5- and 10-year treasury future. Furthermore, Bauer and Swanson (2022) con-

struct the monetary policy shock (MPS) by extracting the first principal component of high-

10We thank Jinfei Sheng for sharing the updated data with us
Uhttps:/ /www.stlouisfed.org/on-the-economy /2014 /september /a-history-of-fomc-dissents



frequency changes in Eurodollar futures rates (ED1 to ED4). To mitigate the ”information
channel” issue, wherein macroeconomic information can predict subsequent monetary pol-
icy surprises, they propose an orthogonalized measure of monetary policy shocks by taking
residuals from a regression of the MPS onto six macroeconomic and financial variables. Fi-
nally, we also incorporate the target (surprises about the current federal funds rate target)
and path (the expected path of the federal funds rate for the next several months) factors
derived by Gurkaynak et al. (2005) to enrich our analysis.

Table 1 provides summary statistics for the main variables used in our empirical analysis
on pre-FOMC windows and at other times for the main variables used in our empirical anal-
ysis. For the days outside the pre-FOMC window, daily zero-coupon yield changes Adrian
et al. (2013) for the 10-year and 2-year Treasury bonds are averaging -0.02 and -0.01 basis
points, respectively. By contrast, during the pre-FOMC window which is one day prior to
the FOMC announcements, the long-term yields experience substantially greater declines.
The 10-year yield declines by an average of 0.81 basis points, while the 2-year yield drops in-
significantly by only 0.37 basis points. Interestingly, the 3-month-ahead federal funds futures
rate increases slightly by 0.33 basis points during the same period. The contrasting behavior
of long-term and short-term yield change before the FOMC meetings will be discussed in
more details later.

Regarding the relationship between the term premium and the expected short-rate yield,
the correlation tends to be more negative during the pre-FOMC period. For instance, the
correlation between the changes in the 2-year expected short-rate yield and the 10-year
term premium is approximately -0.33 one day prior to FOMC announcements, compared
to around -0.21 on other days. For various uncertainty and volatility measures, we choose
to the pre-FOMC window at day -3 to form the ex-ante measure for the pre-FOMC drift.
The unemployment MAI and monetary MAI three days before the FOMC announcements
is on average smaller than other days because the MAI typically peak on the day after the
announcements. The standard deviation of VIX and MOVE index is slightly higher at day
-3 than other days.

3 The Pre-FOMC Drift in Long-Term Treasury Bonds

Scheduled eight times per year, the FOMC meetings serve as an informational central,
where key monetary policy decisions are announced and the Fed’s information and forecast
of the macro economy revealed. The uniqueness and significance of these meetings have
drawn considerable attention from both market participants and academic researchers. Most

existing studies focus on the post-FOMC window, examining how short-term Treasury yields

10



adjust once the Fed’s policy decision becomes public. In the early 2000s, Kuttner (2001)
exploits the FOMC announcement setting to construct a measure of monetary policy shocks
based on market reactions after the FOMC announcement. Since then, a growing body of
literature has utilized the post-FOMC setting to analyze the interaction between monetary
policy and financial markets, aiming to identify policy surprises and assess the effectiveness of
monetary interventions (Bauer and Swanson, 2022; Bernanke and Kuttner, 2005; Gurkaynak
et al., 2005; Nakamura and Steinsson, 2018).

It was not until the seminal work of Lucca and Moench (2015), who document significant
average equity returns in the 24-hour window preceding FOMC announcements for both
U.S. and international markets, that attention shifted toward the pre-FOMC period. Not
only the market expectation of Fed’s policy are formed, the risk and return dynamic is also
prominent before the actual announcement of the FOMC meetings. Since then, a growing
literature has examined pre-FOMC effects across various asset classes, including exchange
rates, options, and corporate bonds (Javadi et al., 2018; Liu et al., 2022; Mueller et al., 2017).

3.1 The Pre-FOMC Drift in UST10

The “pre-FOMC stock drift puzzle” that why large stock returns are realized before but
not after FOMC announcements, as documented by Lucca and Moench (2015) has prompted
substantial academic attention and various explanatory efforts (Cieslak et al., 2019; Hu et al.,
2022). However, less attention has been paid to another puzzle highlighted in the same study:
the absence of a similar pre-announcement drift in the U.S. Treasury market. The general
consensus prior to our paper is that the pre-announcement drift documented for the equity
market does not exist in the bond market (Balduzzi and Moneta, 2017; Cieslak and Pang,
2021).

The limited evidence for the parallel pre-FOMC drift for the Treasury bond market is
puzzling given the bond market’s central importance in the implementation and transmission
of monetary policy. FOMC decisions directly impact short-term interest rates, which are
most immediately reflected in Treasury securities. Compared to equities or currencies, the
Treasury market should, in principle, be more sensitive to upcoming policy announcements.
If FOMC meetings are so important that drive stock investors’ attention and uncertainty,
then why bond investors behave differently?

By focusing on the pre-FOMC window in U.S. Treasury market, we find positive and
significant returns (i.e., negative yield changes) on long-term Treasury bonds before the
FOMC announcement. Our approach differs from Lucca and Moench (2015) in a key way:
rather than analyzing the 24-hour window before the FOMC release, we examine the day

before the announcement, which also marks the first day of the two-day FOMC meeting.
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We find that, unlike in the equity market, the pre-FOMC drift in bond yields occurs earlier,
revealing a distinct timing difference across asset classes.

Figure 1 shows both the average cumulative return of the UST future and the S&P500
index, minute by minute around FOMC announcements. The sample in this plot is from
January 2004 to June 2022 due to the availability of UST future data, including only the
scheduled FOMC meetings. To better compare the pre-FOMC drift on the stock and bond
market, we normalize the return by their respective daily standard deviation. The solid blue
line is the average normalized cumulative UST return on three-day windows which is the day
prior to the meeting, the day of the meeting and the day after the meeting. The blue-shaded
areas are pointwise 95% confidence bands around the average cumulative UST returns while
the red line and red shaded areas are for SPX return. The grey-shaded areas are the regular
trading hours in the U.S. market. The solid vertical line is set at 2:15 pm Eastern Time.

For the stock market, the upward drift mostly happens overnight before the FOMC release
which is consistent with the works of prior literature. However, we can see an upward drift
on the UST market from day -2 to day -1 before the FOMC announcements, which also
happens mostly during the overnight period. Previous literature investigates how fix income
securities react to the upcoming FOMC announcement and show there is no drift in the
24-hour window before the meeting or on the FOMC announcement day. Lucca and Moench
(2015) show the pre-announcement drift does not exist in fixed-income securities. Cieslak
and Pang (2021) present similar results and attribute this to a hedging premium, wherein
bonds serve as a hedge against cash-flow risk in equities. However, Hu et al. (2024) provide
evidence that U.S. Treasuries became a source of risk on FOMC announcement days with
high stock-bond correlations. This suggests that the hedging channel may no longer be the
dominant mechanism, especially given the direct influence of monetary policy on Treasury
yields.

Prior literature only focuses on UST yield movement at the same pre-announcement
window as equity, namely from 2 pm on the day before a scheduled FOMC announcement
to 2 pm on the announcement day. Indeed, we can see from Figure 1 that the 10-Year U.S.
Treasury does not move much during the same pre-announcement window as the pre-FOMC
SPX. However, when we extend the pre-announcement window to include the overnight
period from day -2 to day -1, a clear and significant response emerges in long-term Treasury
yields. Skipping the overnight window two days before the FOMC announcement is the
reason why earlier studies miss this important result. Our findings reveal that the pre-
FOMC drift is not limited to the equity market (Lucca and Moench, 2015) and the exchange
rate market (Mueller et al., 2017), but is also present in the U.S. Treasury market with an
earlier realization window, specifically on the day before the FOMC announcement.

We also extend our sample back to 1980 with the daily yield data in Figure 2. Following
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Lucca and Moench (2015), we assume that the decision in the pre-1994 sample is public
one day after the FOMC meeting, defined as day 0 in the plot. After 1994, day 0 is the
actual announcement day which is the second day of the two-day FOMC meetings. The blue
line is the 10-year constant maturity yield from the Federal Reserve Board website and the
red line is the actual transaction yield of the 10-year on-the-run Treasury from CRSP. We
obtain Treasury auction data from U.S. Treasury Department and compute the on-the-run
Treasury yield according to each auction.!? The findings are consistent for both constant
maturity yield and on-the-run Treasury yield, revealing a decline in the 10-year Treasury
yield leading up to the FOMC announcement, specifically from day -2 to day -1. The decline
in 10-year on-the-run Treasury yield also suggests that the pre-FOMC drift in Treasury
market is unlikely due to any market microstructure or liquidity events.

We further investigate the change of zero-coupon yield from Adrian et al. (2013) for
different maturities and for different window around the FOMC meetings in Table 2. The
announcement day of the FOMC meetings is marked by FOMC|0] and the days preceding
the announcements are marked by FOMC[-n]. The results reveal a clear and economically
meaningful pre-FOMC drift in the Treasury market, concentrated in long-term bonds on the
day before the announcement. Specifically, on the day before the FOMC announcement,
the 10-year bond yield drops by a significant 0.81 basis points, compared with a full-sample
average of -0.05 basis points. Importantly, this pre-FOMC yield reduction is both statistically
significant and uniquely concentrated in the long end of the curve. In contrast, over the same
window, the 2-year yield decreases by a statistically insignificant 0.37 basis points, and the
3-month-ahead federal funds futures rate actually increases by 0.33 basis points.

This divergence in yield behavior between the long and short ends of the curve is par-
ticularly striking, given that short-term instruments such as the 2-year yield and fed funds
futures are generally more responsive to monetary policy surprises. The muted response
of short-term yields suggests that the pre-FOMC drift in long-term Treasury yields is not
driven by anticipated changes in the policy rate itself. Rather, it likely reflects more about
the pricing of non-monetary components—such as risk premia or uncertainty—surrounding
the FOMC meeting. We explore these mechanisms in detail in the following section.

To gain a more comprehensive understanding of the pattern between long-term and short-
term yield changes around FOMC meetings, we extend our analysis to include daily term
premium and expected short-rate yield change at different maturities from Adrian et al.
(2013) in Table 2 3. The results in Panel A show that the significant yield decline on

12The earliest auction data is from 1980, so we start plotting yield change around FOMC from 1980 with
on-the-run Treasury yield.

13We also repeat the same analysis on the term premium calculated by Kim and Wright (2005) and the
results are similar.
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FOMCI-1] is primarily driven by the term premium component. Specifically, the 10-year
term premium (TP10) decreases by 0.65 basis points on the day before the FOMC meeting,
with a t-statistic of -2.05, accounting for the majority of the 0.81 basis point drop in the
10-year yield (UST10). Meanwhile, the corresponding change in the 10-year expected short
rate (EH10) is a statistically insignificant -0.16 basis points. A similar pattern is observed at
the 5-year and 2-year maturities: term premium components (TP5 and TP2) show moderate
declines of 0.57 and 0.34 basis points, respectively, while the changes in expected short-rate
yields (EH5 and EH2) are negligible and statistically insignificant.

The yield decline is strongest at the 10-year horizon and becomes weaker for shorter
maturities, reinforcing the notion that the pre-FOMC drift is a long-term phenomenon.
These findings suggest that the pre-FOMC yield decline is primarily driven by adjustments
in term premia rather than shifts in expectations about the short-rate path. We perform
the robustness check by excluding the financial crisis from 2008 to 2009 in Table A2. The
pre-FOMC yield change of 10-year (2-year) bond excluding the financial crisis is around -0.72
(-0.11) basis points which is smaller than the full sample while the 10-year term premium
decreases (.74 basis points which is bigger in magnitude than the full sample around -0.65
basis points. It shows the yield decrease during financial crisis is linked to short-term yield
instead of the term premium which is the focus of our paper.

Moreover, the standard deviations reported in Panel B reveal a clear divergence in volatil-
ity patterns across maturities and components on the day before FOMC announcements.
Specifically, the standard deviation of the 10-year term premium drops to 4.76 basis points on
FOMCI-1], lower than its average of 5.15 basis points and also than its previous level around
4.81 basis points, indicating reduced volatility in the long-term risk compensation compo-
nent. In contrast, the volatility of expected short-rate components increases on FOMCI-1],
reaching 4.68 basis points for 2-year expected short-rate, higher than its full-sample aver-
ages. Similarly, short-term yields such as current month fed fund future (FF1) also exhibit
elevated volatility (6.91 bps on FOMC[-1] vs. 3.71 bps on average), consistent with the idea
that short-end rates are more sensitive to the flow of monetary policy information, resulting
in more price fluctuations and higher volatility. This contrasting pattern supports the inter-
pretation that, in the short end of the curve, new information about the Fed’s policy stance
is actively incorporated into prices, leading to increased volatility. In contrast, the decline
in long-term yield volatility—particularly in the term premium-suggests that uncertainty is

being resolved ahead of the FOMC announcement.
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3.2 Secular Decline in Long Term Interest Rates

As pointed out by Ben Bernanke, low-interest rate is part of the long-term trend in-

stead of a short-term aberration'*.

Numerous papers try to explain the persistent decline
in long-term yields, attributing it to factors such as lower inflation expectations, reduced
productivity growth, and a global savings glut, among others. Hillenbrand (2025) studies
the secular decline in long-term yield from a unique perspective that a narrow 3-day window
around FOMC meetings captures the secular decline in U.S. long-term Treasury yields which
strengthens the distinct significance of FOMC meetings and interprets the result as the dom-
inating influence of the Fed’s forward guidance released at the FOMC announcements. Our
finding of the significant pre-FOMC drift breaks the 3-day window of Hillenbrand (2025) into
before and after the FOMC announcements. We find that the pre-FOMC UST contributes
significantly to the narrow 3-day window and indicates the presence of a second channel
other than forward guidance in explaining the secular decline of long-term yields.

We first replicate and extend the Figure 1 in Hillenbrand (2025) from June 1989 to
2022, including the scheduled and unscheduled FOMC meetings and utilizing the constant
maturity yield from the Fed.'® The black line on the top of Figure 3 shows the actual
evolution of the 10-year U.S. Treasury yield from 1989 and the red line is the hypothetical
time series of cumulating yield changes of 10-year U.S. Treasury bond over the 3-day window
for all FOMC meetings. It shows the secular decline in long-term bond yields appears to be
concentrated in a narrow 3-day window around FOMC meeting.

What we are interested in this paper is the contribution of the pre-FOMC window to
the overall decline in long-term bond yields captured by narrow 3-day windows around the
FOMC meeting. To investigate this, we isolate the pre-FOMC component by plotting the
cumulative yield change for 2-day windows excluding the day -1 in Panel A of Figure 3 with
blue color for all FOMC meetings. We find that the 10-year yield declined by approximately
2.96% over the pre-FOMC window from June 1989 to 2022, accounting for nearly half of the
total 6.69% decline observed over the full 3-day window. The result reveals that a substantial
portion of the 3-day window yield decline originates from the pre-FOMC window from June
1989 to 2022. A similar pattern is evident when restricting the sample to scheduled FOMC
meetings in Panel B of Figure 3 which is the focus of our paper.

We further separate the 3-day window into pre-FOMC, FOMC, and post-FOMC windows
capturing the 10-year U.S. Treasury yield in upper left plot of Figure 4 for scheduled FOMC

14See “Why are interest rates so low?” by Ben Bernanke, Brookings Institute, 2015.

5Following the FOMC dates convention in the appendix of Hillenbrand (2025), we use the day after
the meeting as day 0 for scheduled meetings before 1994. For unscheduled meetings before 1994, day 0 is
the meeting day when the market learned about changes in the federal funds rate as identified by Kuttner
(2001).
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meetings from September 1994 to 2022. The 10-year yield in pre-FOMC windows shows a
steady decline while the post-FOMC yield movement displays an interesting pattern with an
upside trend between 2012 and 2016. One critique raised by Hillenbrand (2025) against the
risk premium explanation to explain the 3-day FOMC pattern is that the FOMC window
captures the low-frequency long-term yield movements even when they tended to drift side-
ways or upwards. However, by separating the 3-day windows instead of grouping together,
we can see the ability to capture the upward trend mostly come from the post-FOMC win-
dow rather than the pre-FOMC window. So, it does not rule out the risk premium channel
behind the pre-FOMC long-term yield decline.

Another noteworthy observation is that the majority of the yield decline in the 3-day
windows around FOMC meetings does not occur on FOMC announcement days. This ob-
servation offers insight into why prior literature find the absence of a pre-FOMC drift in the
Treasury bond market. It’s because they often focus solely on the FOMC announcement day.
The results in Table 2 are consistent with the message in Figure 3 that the secular decline
in long-term bond yield happens mostly on the day before FOMC, which makes the 10-year
yield change during the pre-FOMC window on average significantly negative but not for the
FOMC day or the day after the FOMC meeting. It further strengthens the importance of
investigating the pricing of long-term Treasury bond before rather than during or after the
FOMC meetings.

We further extend our sample to 1980, as shown in the upper right plot of Figure 4,
and find that the pattern of declining long-term yields in the pre-FOMC window persists
over a much longer time span. This downward drift is visible not only during the 2008-2012
financial and sovereign debt crises, but also in earlier periods, including the years following
Paul Volcker’s appointment as Federal Reserve Chair.

The uniqueness of the pre-FOMC window becomes even more apparent when compared
to the behavior of short-term yields in lower left of Figure 4. While long-term yields decline
steadily before FOMC meetings, short-term yields (e.g., FF4) actually increase during the
pre-FOMC window. Since 1994, the cumulative change in FF4 on the day before FOMC
meetings is approximately 0.8% , while the change on the FOMC announcement day is about
~0.8%. This contrast highlights the different drivers of yield changes across the curve: short-
term yields respond predominantly on the announcement day, reflecting the immediate policy
decision, whereas long-term yields adjust earlier, reflecting shifts in risk premiums. These
results suggest that the short end is primarily influenced by information arrival and policy
expectations, while the long end incorporates an additional risk dimension — particularly the

resolution of uncertainty and the associated term premiums decline.
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3.3 The Disconnection between Long- and Short-Term Yields

The comparison between long- and short-term yield change on 3-day FOMC window in
Figure 4 also indicates a divergence between long- and short-term yields prior to the FOMC
meetings. The long-term yield decreases significantly while the short-term yield actually
increases insignificantly one day before the FOMC announcements. To further explore this
divergence, we test the correlation between the daily yield change of the 10-year Treasury and
the 3-month-ahead Fed funds future contract in Table 3 where the dependent variable is the
daily zero-coupon 10-year Treasury yield change. The first column shows the 10-year yield
will drop significant additional 0.79 basis points one day before the FOMC announcement
while the second column shows a strong positive co-movement between long-term and short-
term yield changes during normal times.

The third column presents evidence of the disconnection between the long-term yield
change and the short-term yield change on the day before the FOMC meetings, showing the
uniqueness of the pre-FOMC window. The interaction term between FF4 and FOMCI-1]
is -0.36, significant at the 5% confidence level, indicating that the correlation between the
10-year yield and the 3-month-ahead federal funds future yield weakens one day before the
FOMC meetings. This disconnection stems from the sharp drop in long-term yields coupled
with the muted movement in short-term rates, as also reflected in Table 2.

Under typical market conditions, the strong positive correlation between yields across
maturities is largely attributed to the level factor, which induces parallel shifts in the yield
curve. However, the decoupling observed on FOMC/-1] suggests an increased role of the
slope factor, which affects short- and long-term yields differently and leads to changes in the
steepness of the curve. This shift in dynamics underscores the distinct behavior of the yield
curve ahead of policy announcements.

To better understand the specialness of the pre-FOMC window for Treasury bond, we
perform principal component analysis (PCA) approach on the covariance matrix of the yield
changes ranging from 1-month to 10-year yields. In addition to doing PCA on all trading
days as usual, we take a step further by focusing on the FOMC windows. Specially, we first
extract the yield change on FOMC announcement day from September 1994 to December
2022 which amounts to 226 observation days in total. We then apply the PCA analysis on
the covariance matrix estimated using the yield changes on the FOMC announcement days
and calculate the explanatory powerful of the first principal component (PC1) and second
principal component (PC2). We repeat the same process for the FOMC window from day
-6 to day +1 around FOMC meetings and plot the relative importance of PC1 and PC2 in
the Figure 6. We also calculate the relative importance of PC1 and PC2 for all trading days
and plot in with dash black line.

17



The PCA analysis on FOMC windows confirms the uniqueness of the day before the
FOMC meetings for Treasury bond. On the normal trading days from 1994 to 2022, the first
PC accounts for 76% of the total variance and the second PC accounts for 14% as shown by
the black dash line in Figure 6. On the day before the FOMC announcements, the relative
importance of PC1 represented by the blue line decreases to 52% and the relative importance
of PC2 represented by the red line increases to 37%. This finding demonstrates that the co-
movement in the entire yield curve, captured by the level factor, weakens one day before the
FOMC announcements, while the disconnection, captured by the slope factor, strengthens.
This is primarily driven by the declining long-term yield, occurring not on or after the FOMC
announcement day but rather in the period leading up to the announcement. Traditionally,
investors and academia, especially in the field of fixed income, have focused more on the
announcement day of the Fed’s policy and how asset prices react to the monetary policy
afterward (Bauer and Swanson, 2023; Brooks et al., 2018; Gurkaynak et al., 2005; Kuttner,
2001; Nakamura and Steinsson, 2018). This paper highlights the distinctive nature of the
disconnection across the yield curve in the pre-FOMC window, emphasizing the need to

study the Treasury market thoroughly before FOMC meetings.

3.4 The Timing of Pre-FOMC drift

As shown in Figure 1, the significant pre-FOMC UST is realized during overnight trading
period from day -2 to day -1. A natural question arises: who is trading the U.S. Treasuries
during this time? To shed some light on this question, we mark the opening and closing
times of the Tokyo and London markets in Figure 5, using Eastern Time (ET). The figure
begins at 16:00 ET, which marks the end of the U.S. stock trading day. The futures markets
for both stocks and Treasuries close at 17:00 ET and reopen at 18:00 ET, coinciding roughly
with the start of trading in Australasia. The Tokyo market typically opens at 19:00 ET and
closes at 4:00 ET, while the London market opens at 3:00 ET and closes at 12:00 ET, so
there is one hour overlap between Tokyo and London trading.

The decomposition of trading activity in Figure 5 reveals that the pre-FOMC yield decline
is primarily driven by foreign investors during overnight hours. The average cumulative
return on U.S. Treasury futures begins to rise at 19:00 ET on day -2, coinciding with the
opening of the Tokyo market, and peaks at 12:00 ET on day -1, aligning with the closing of
the London market. The average 10-year Treasury return over this foreign trading period is
approximately 6.9 basis points, with a statistically significant t-statistic of 2.24. In contrast,
during the remainder of the day (12:00 ET-17:00 ET) leading up to the FOMC meeting, the
return is around -2.40 basis points, with t-statistic around -1.95.

What’s interesting is that when bond return declines after the London market closes,
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stock return begins to rise. Lucca and Moench (2015) examines the 24-hour window before
FOMC announcements and shows that stock prices start increasing after 14:00 ET on day
-1. In Figure 5, we further push the starting point of the pre-FOMC SPX to 12:00 ET. The
contemporaneous increase in the stock return and decrease in the treasury return after the
London market closes on day -1 reflect the well-documented negative stock-bond correlation
(Hu et al., 2024). During the pre-FOMC windows, the uncertainty first resolves in the U.S.
Treasury market mostly during the overnight trading hours from day -2 to day -1 when
the foreign investors are actively trading. After the London market closes on day -1, the

uncertainty gets resolved in stock market leading to the famous pre-FOMC stock drift.

4 The Channel of Heightened Uncertainty

We show that the positive pre-FOMC returns on U.S. Treasuries occur earlier than in
equities—specifically, on the day before the FOMC announcement. To understand the mech-
anism behind this pre-FOMC drift, we investigate its underlying drivers. This pre-FOMC
window offers a unique lens into risk and return in long-term bonds, which are closely linked
to macroeconomic and policy uncertainty.

A key feature of the pre-FOMC period is the sharp disconnect between long- and short-
term yields, observed only on the day before the announcement. This divergence suggests
that the pre-FOMC drift in long-term yield is dominated by the risk-premium channel, not
the monetary-policy decision on the target rate. In contrast, the short-term yield such as
3-month-ahead federal funds future rate (FF4) prior to the FOMC meetings is known to do
price discovery of the Fed’s monetary policy decision in the future. The insignificant FF4
one day before the FOMC announcement implies the information discovery channel because
the monetary decision could be easing or tightening and on average cancel out each other,
especially for the sample between 1994 to 2022 in our paper. On the contrary, the significant
positive pre-FOMC stock and long-term bond return point to an additional risk premium
channel to generate the persistent positive return as the risk compensation that investors
require for bearing the risk before the announcements of the FOMC meetings.

To shed further light on the risk-premium channel, we build our hypothesis on the two-risk
model of Hu et al. (2022), which attributes the pre-announcement drift to the resolution of
heightened uncertainty prior to the announcement. Central to the model is the incorporation
of an impact uncertainty, which controls the market impact of the announcement shock. To
the extent that market participants are highly uncertain about an impending announcement,
it is reflected in the model via a volatile impact uncertainty, which in turn drives up the

premium for impact uncertainty. Upon the resolution of the heightened uncertainty prior to
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the announcement, the risk premium for impact uncertainty is also realized, giving rise to
the pre-announcement drift.

At the heart of Hu et al. (2022) is the accumulation of heightened uncertainty and
its subsequent resolution prior to the announcement. The model, however, is silent on
exactly what kind of uncertainty is resolved. This prompts the question: what specific
risks do investors need to be compensated for when holding long-term yields prior to the
FOMC meetings? As highlighted by Cochrane et al. (2005), it is crucial to understand the
macroeconomic risks underlying the factor risk premia. Taking advantage of the fact that
the risk involved in bond pricing is substantially less complex than that in equity pricing,
we are able to identify the macro and policy uncertainties that give rise to the pre-FOMC

drift in long-term bonds.

4.1 Macroeconomic Attention Indices: Unemployment Rate

We first introduce the macro attention index (MAI) proposed by Fisher et al. (2022) as a
proxy for uncertainty measure. The MAI is derived from news articles in prominent publica-
tions such as the New York Times and Wall Street Journal, offering novel metrics of attention
to various macroeconomic risks, including unemployment and monetary policy. Consistent
with endogenous information acquisition, Fisher et al. (2022) observe investors’ attention
about monetary policy rises roughly three days before scheduled FOMC announcements and
show high pre-announcement attention to monetary policy predicts high announcement-date
stock market returns.

We replicate and extend the MAI pattern around FOMC meetings in Fisher et al. (2022)
to relate the monetary MAI as well as the unemployment MAI to FOMC meetings using the

regression:

6=3
MA-[f,t = + Z B5FOMOt+(5 + €t
o=—7

where M Al;; is the macroeconomic attention index for attention topic about monetary or
unemployment. The variables FOM Cy s equal one if there is an FOMC meeting on day t+¢
and zero otherwise. The upper left plot in Figure 7 shows the monetary MAI starts to increase
four days ahead of the FOMC meeting and spikes on the day after the announcement, given
a one-day lag for news articles to be printed. Alongside the escalation in the monetary MAI,
there is a notable increase in the unemployment MAI in upper right plot of Figure 7, which

16

exhibits a significant response two days before the FOMC meeting.”® This pattern indicates

16The unemployment MAI on average increases and responds significantly two days before the FOMC
meeting while the skewness and kurtosis of unemployment MAT is highest three days before the FOMC
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that investors are not only attentive to monetary information but also to macroeconomic
fundamentals especially unemployment rate leading up to the FOMC meeting. It further
reflects the complex mixture of information gathering and uncertainty sources surrounding
one of the most crucial global events.

One advantage of using the MAI as proxy for attention or uncertainty measure lies in its
close connection to different macroeconomic fundamentals. Compared with the uncertainty
measures extracted from capital markets (e.g., the option-implied VIX and MOVE indices),
the MAI indices offer topic-specific granularity since each MAI is associated with a specific
category of macroeconomic news, enabling researchers to isolate which dimensions of the
economy (e.g., labor markets or monetary policy) are driving investor sentiment. For exam-
ple, an increase in the unemployment MAT indicates heightened uncertainty with respect to
the labor market condition.

Having shown that the unemployment MAI tends to rise before FOMC meetings, we
next examine whether this attention measure becomes more tightly linked to its underlying
macroeconomic fundamental which is the unemployment rate around the FOMC meetings.
To so do, we match daily unemployment MAI with the contemporaneous monthly unemploy-
ment rate, given the unemployment rate is monthly series. Although the current month’s
employment data will not be released until the following month, the content of the informa-
tion (i.e., the labor market condition) is already taking place contemporaneously. We also
use the unemployment rate from previous month as the robustness check and the results are
similar.

The first three columns in Panel A of Table 4 examine the contemporaneous relationship
between unemployment MAI with unemployment rate. When the contemporaneous unem-
ployment rate is elevated, the unemployment MAI also experiences a significant increase
with a R-squared around 17%. It is consistent with the findings in Fisher et al. (2022) that
employment attention intensifies in response to higher unemployment rates and increases
more when it is associated with bad news.

We further explore whether this relationship strengthens in the days leading up to FOMC
meetings, given the increased focus on labor market conditions during this period. Our find-
ings, illustrated in column (2) of Table 4, reveal a significantly positive interaction term
between the unemployment rate and the FOMCI[-3] at a 1% confidence level. This indicates
an amplification in the sensitivity of the unemployment MAI to the unemployment rate three
days before the FOMC announcement. The interaction term suggests an additional coeffi-
cient of 0.10 on top of the baseline estimate of 0.22, implying a stronger connection between

labor market fundamentals and investor attention during this specific window. Supporting

announcements as shown in Table A1.
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this, we calculate the Pearson correlation: the average correlation between unemployment
MALI and the unemployment rate is around 0.41 on normal days, but increases to 0.59 three
days prior to FOMC announcements. The observed pattern is visually presented in the lower
left plot of Figure 7, where the unemployment MAI three days before the FOMC announce-
ments closely mirrors the contemporaneous unemployment rate. Furthermore, this distinct
co-movement is uniquely observed at three days before the FOMC announcements, with no
similar patterns detected in other FOMC windows, as evidenced by the analysis in columns
(3) through (6) of Panel A in Table 4.

We also repeat the same analysis for the monetary MAI in Panel B of Table 4. While we
find a positive contemporaneous relationship between monetary MAI and the unemployment
rate, the association is weaker. Specifically, a rise in the unemployment rate leads to a
statistically significant, but modest increase in monetary MAI, with a low R-squared of
just 0.47%. More importantly, unlike the unemployment MAI, the monetary MAI does not
exhibit a stronger correlation with macro fundamentals in the pre-FOMC window, except
for a marginally significant coefficient on day —2. Although the monetary MAI shows a
steady upward trend leading into FOMC meetings, it does not display the same heightened
sensitivity to labor market conditions as the unemployment MAI. This contrast underscores
the distinctive responsiveness of the unemployment MAI to macroeconomic information in

the days preceding FOMC announcements.

4.2 The Pre-FOMC UST under High Unemployment MAI

As highlighted in Lucca and Moench (2015) and Mueller et al. (2017), market uncertainty
plays a central role in explaining pre-FOMC returns in equity and exchange rate markets.
We investigate whether the heightened uncertainty or attention also serves as the primary
channel for explaining not only the pre-FOMC SPX drift (Hu et al., 2022), but also the pre-
FOMC yield decline in U.S. Treasury markets. Given the intensified co-movement between
the unemployment MAI and the unemployment rate, we explore whether the unemployment
MAI three days before the FOMC meetings can serve as a proxy for heightened macroeco-
nomic uncertainty and help to explain the pre-FOMC drift in long-term yield. Fisher et al.
(2022) construct the MATI by gauging the percentage of articles on a given day with con-
tent related to the macroeconomic fundamentals of interest. Their fundamental assumption
posits that editorial efforts are driven by the readers’ demand for different types of macroeco-
nomic information, thereby driving the changes in attention. Moreover, investors’ attention
is closely related to the the macro economy and underlying market volatility which help us
identify the source of the uncertainty behind the pre-FOMC drift.

Reported in Table 5 are the results of explaining the pre-FOMC UST by the unemploy-
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ment MAI three days before the FOMC announcements. HMAIT is a dummy variable equaling
1 if the unemployment MAI three days before the FOMC announcements is above its me-
dian value. The first column in Panel A shows that the yield change of 10-year zero-coupon
treasury bond (UST10[-1]) will decrease on average additional 1.61 basis point significant at
5% level from day -2 to day -1 before the FOMC meetings when the previous unemployment
MALI is high. By contrast, when the uncertainty is below median, the pre-FOMC change in
10-year yield is no longer significant. These results indicate that the pre-FOMC drift is sig-
nificant only under heightened uncertainty over the labor market condition, confirming the
mechanism of premium for heightened uncertainty. This pattern holds true for the one-year
forward rate beginning at 9 years (FUST10[-1]), exhibiting a significant additional drop of
2.41 basis points, and for the 10-year term premium (TP10[-1]), showing a significant addi-
tional decrease of 2.06 basis points one day before the FOMC meetings when the preceding
unemployment MAT is high.

When examining the impact of heightened unemployment attention on pre-FOMC short-
term yield, we observe a decreasing effect from long-term to short-term yield. The HMAI
dummy is no longer significant at explaining the yield change of 2-year zero-coupon yield
(UST2[-1]) and forward rate (FUST2[-1]), while it remains significant at differentiating the
2-year term premium (TP2[-1]) changes one day before the FOMC meetings. Specifically,
when the unemployment MAIT three days before the FOMC meetings is high, the 2-year term
premiums will decrease by additional 1.26 basis points.

To further capture the accumulation of heightened uncertainty, an important component
in the model of Hu et al. (2022), we also trace the change of unemployment MAI from day
-5 to -3 relative the the FOMC announcement in Panel B of Table 5. Identifying the precise
timing of uncertainty buildup is inherently challenging, as it may differ substantially across
announcements (Hu et al., 2022). In our empirical tests, we measure the unemployment
MAT build-up (AMAI Urate) over a two-day accumulation period which is from day -5 to
day -3, given that the unemployment MAI starts increasing on average from five days before
the FOMC announcements in Figure 7. The result in Panel B shows that the build-up of
the unemployment MAI can negatively predict the pre-FOMC long-term yield change. The
coefficient for AMAI Urate to predict the pre-FOMC long-term yield decline is statistically
significant, and the economic magnitude is large. A one-standard-deviation increase in AMAI
Urate is associated with an extra pre-FOMC reduction of 0.84 basis points in 10-year yield
and 0.92 basis points in the term premium component of the 10-year yield. Overall, consistent
with the prediction of the two-risk model of Hu et al. (2022), increased macro uncertainties,
as captured by both the level of the unemployment MAI and its change, are predictive
of the pre-FOMC reduction in long-term yield. We also test the robustness of using the
unemployment MAI to explain the pre-FOMC yield changes by excluding financial crisis in
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Table A2 and find the results are similar.

Moreover, our approach also allows us to identify the nature of the uncertainty. Contrary
to unemployment MAI, the uncertainty proxied by the monetary MAI in Panel C does not
have any impact on the pre-FOMC bond pricing, whether at the long end or short end. Both
economically and statistically, the impact of unemployment MAI is more pronounced than
that of monetary MAI, particularly in explaining pre-FOMC UST at the long end. This
finding suggests that while uncertainty naturally increases in anticipation of the FOMC
announcements, it is the heightened uncertainty with respect to the macro fundamentals
such as the unemployment rate that drives the risk premium in long-term bonds.

We show earlier that a large fraction of the secular decline in long-term yields happens
before the scheduled FOMC meetings. More importantly, we find this pre-FOMC yield
decline in long-term yields is primarily associated with higher unemployment MAI. This
pattern diverges from the conventional view that attributes the secular decline around FOMC
meetings to long-run Fed guidance, as proposed by Hillenbrand (2025). If forward guidance
information were the primary driver of the long-term yield decline, sorting by previous
unemployment MAI, a proxy for heightened attention, should not yield such significant
differences between high- and low-MAI groups. Our pre-FOMC drift, realized prior to the
FOMC announcements with heightened macro uncertainty, indicates the presence of a second
channel that is important in explaining the secular decline of long-term yields.

As reported in Panel A of Table 3 that there exists a disconnection between the long- and
the short-term yield change one day before the FOMC announcements. Building on this,
we investigates whether this disconnection is more pronounced during periods of height-
ened macro uncertainty in Panel B of Table 3. We categorize FOMC meetings into high-
and low-MAI groups separately based on whether the unemployment MAI three days be-
fore the FOMC announcements is above or below its median value. We then repeat the
same regression setting as in Panel A. The finding in column (4) of Panel B shows a signif-
icant additional drop of 1.60 basis points, compared with normal days, in the 10-year yield
before FOMC meetings with high unemployment MAI. Furthermore, the interaction term
in column (6) between FF4 and FOMC/[-1] is -0.48, significant at the 1% level, confirming
that the divergence between long-term and short-term yield changes happening before the
FOMC announcements is indeed associated with higher macro attention to the unemploy-
ment rate. This pattern vanishes for FOMC meetings associated with low unemployment
MALI, as indicated in Panel C.

We further adopt the same sorting when applying the PCA approach on the covariance
matrix of the yield changes around FOMC windows, as depicted in Panel B of Figure 6. The
solid line represents high-MAI FOMC meetings, while the dashed line represents low-MAI

FOMC meetings. It’s evident that the relative contributions of the first principal component
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(PC1) are lower and second principal component (PC2) are higher for the high-MAI groups
one day before the FOMC meetings. This observation suggests that the relationship between
long-term and short-term yield changes becomes more disconnected before FOMC meetings
when attention to the unemployment rate is higher and supports the notion of heightened
uncertainty in driving the divergence between long- and short-term yields ahead of FOMC

announcements.

4.3 The Pre-FOMC Drift in Bond and Equity

4.3.1 Market-Based Uncertainty Measures for Bond and Equity

While the premium for heightened uncertainty drives the pre-FOMC drift in both bond
and equity, the exact content of uncertainty may differ. Moving forward, our aim is to inves-
tigate the difference and the shared common component between pre-FOMC UST and SPX,
providing a more comprehensive dynamic regarding the pre-FOMC drift in both markets.
We reveal that distinct sources of uncertainty under the risk premium in both the bond
and stock markets prior to FOMC meetings by first examining the traditional market-based
uncertainty measures such as VIX and MOVE index extracted from the option market. As
documented in Lucca and Moench (2015) and Mueller et al. (2017), VIX index as a proxy
for market uncertainty emerges as a pivotal factor in explaining the pre-FOMC return of
stock and exchange rate. To test their relationship with the pre-FOMC drift, we choose the
VIX index and MOVE index at day -3 to explain the pre-FOMC drift, similar to that of
MATI index.

We compare the explanatory power of option-extracted uncertainty measures for pre-
FOMC drift in bond and stock market in Table 6 by regressing the pre-FOMC drift on the
lagged VIX and MOVE index. The results presented in column (1) and (2) of Table 6 reveal
that option-extracted uncertainty measures can explain the pre-FOMC drift in stock market
well but not for the drift in long-term Treasury bond market, showing the different sources
of uncertainty under the risk premium in pre-FOMC SPX and UST.

The VIX level is positively and statistically significantly correlated with the pre-FOMC
SPX, which is well documented in Lucca and Moench (2015). A one-standard-deviation
increase in the VIX level results in a significant increase of 24.85 basis points in pre-FOMC
stock return with the R-squared around is 14.99%, which is huge for a predictive regression of
equity returns at this high frequency. However, the VIX level fails to explain the pre-FOMC
drift in the Treasury bond market. The coefficient on the pre-FOMC UST10 is estimated
to be negative 0.25 basis points, which is statistically insignificant. The same holds true for
the MOVE index, extracted from options on US Treasury bonds.

In addition to the option-extracted uncertainty measures, we also find the increase of mon-
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etary MAI from day -5 to day -3 can help to explain the pre-FOMC stock return in column
(4) of Panel B. Higher increase in attention to monetary policy will lead to high pre-FOMC
stock return, which is similar to the result in Fisher et al. (2022) that pre-announcement
monetary attention positively predicts the excess market returns on the FOMC announce-
ment date.

Interestingly, neither the VIX index nor monetary MAI have any predictability for the
pre-FOMC drift in long-term yield, indicating that, when it comes to the pre-FOMC pricing,
the risk that matters most for the equity market is not so important for the bond market.
The converse is also true. While the heightened uncertainty in the bond market can be best
captured by the unemployment MAI it is unimportant in explaining the pre-FOMC drift in
equity. The unemployment MAI level in column (3) of Table 6 can explain the pre-FOMC
UST bot not the pre-FOMC SPX. The contrasting explanation power of option-extracted
uncertainty measure versus MAI indexes unveils the different sources of the risk premium in
pre-FOMC drift in stock and bond market.

4.3.2 Macro and Financial Uncertainty Indexes for Bond and Equity

In addition to examining the distinct components between pre-FOMC UST and SPX cap-
tured by the market-based uncertainty measures, we further explore the shared component
between the two. To do so, we adopt the macro and financial uncertainty indexes proposed
by Ludvigson et al. (2021) which differ from the option-extracted uncertainty measure in
that they focus on capturing the unpredictability of the economy from the perspective of
economic agents. Ludvigson et al. (2021) leverages a data-rich environment by incorporating
a large set of macroeconomic and financial indicators to estimate the uncertainty as the con-
ditional volatility of a purely unforeseeable component of future values of economic variables.
The macro uncertainty is measured as a common component in the time-varying volatilities
of forecast errors across a large number of macroeconomic series such as real activity, prices,
and financial conditions, while financial uncertainty is based solely on financial market data.

We match each FOMC meeting with 1-month ahead forecast of macro and financial
uncertainty from the previous month, given the monthly frequency of the data, and examine
their relationship with the pre-FOMC drift in the bond and stock markets, as shown in
Table 6. Column (6) in Panel A and Panel B reveals that when macro uncertainty increases
in the previous month, both the yield on 10-year Treasury bonds decreases significantly
from day -2 to day -1 before the FOMC meeting, and the SPX index rises significantly in
anticipation of the FOMC announcement. Column (5) further demonstrates that financial
uncertainty outperforms macro uncertainty in explaining the pre-FOMC drift in both the

bond and stock markets, as indicated by higher R-squared values, due to its focus on financial
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market data alone'”.

A key distinction between financial uncertainty and other uncertainty measures discussed
in the previous section, such as the unemployment MAI or VIX level, is that financial
uncertainty captures the common risk component underlying the pre-FOMC drift in both
the bond and stock markets. The unemployment MAI can explain the pre-FOMC UST
but have no predictability for the pre-FOMC SPX while the option-extracted uncertainty
measures can well explain the pre-FOMC SPX but fail to predict the pre-FOMC UST. On
the contrary, the financial uncertainty can capture the common component of the risk where
higher financial uncertainty leads to larger pre-FOMC returns in both markets.

However, the risk premium reflected in financial uncertainty is not unique to the unem-
ployment MATI or VIX. When controlling for the unemployment MAI, financial uncertainty
loses its explanatory power for pre-FOMC UST yields, as shown in column (7) of Panel A
in Table 6. Similarly, financial uncertainty loses its explanatory power for pre-FOMC SPX
returns after accounting for the VIX level and AMAI Monetary in Panel B.

4.3.3 Predicting the Pre-FOMC SPX Using Pre-FOMC UST

Given that financial uncertainty captures the common component of risk in the pre-
FOMC drift, we further examine this relationship by using the pre-FOMC drift in bonds to
predict that in equities. This approach allows us to investigate the shared risk component,
as the pre-FOMC drift in bonds is realized on day -1, whereas in equities, it is observed
afterward, specifically, from 4 PM on day -1 to five minutes before the announcement release
time. By analyzing yield movements in the U.S. Treasury market, we shed some light on the
puzzling stock market movements before FOMC announcements.

We first regress the pre-FOMC SPX on the yield change at different maturities on day
-1 in Table 7 to assess potential predictability. The results indicate that the 10-year zero
coupon yield change at day -1 (UST10[-1]) can predict the following stock return before the
announcement, but the coefficient is only significant at 10% level. However, the predictability
enhance when using the one-year forward rate beginning at 9-year (FUST10[-1]) and the 10-
year term premium (TP10[-1]). A one-basis-point decrease in FUST10[-1] (TP10[-1]) will
result in approximately 2.01 (2.51) basis points increase in pre-FOMC stock return. When
putting the FUST10[-1] (TP10[-1]) and the VIX level together, the coefficient of FUST10[-1]
(TP10[-1]) drops to around -1.49 (-2.10) basis points but still significant at 10% level. It
shows VIX level can’t drive out the additional explanatory power coming from the long-
term yield decline. The predictive power of UST10[-1] and FUST10]-1] emphasizes the term

1"Financial uncertainty also explains the one-year forward rate starting at the 9-year point (FUST10[-1]),
as well as the 10-year term premium (TP10[-1]), one day before the FOMC meeting.
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premium component of the long-term yield change which is significantly negative in Table 2
and can predict the pre-FOMC SPX which is mainly driven by stock risk premium.

Given that we find the pre-FOMC change in 10-year yield is significant only when the
uncertainty with respect to the labor market condition is above median, we sort the FOMC
meetings into two groups in Panel B of Table 7: a high-MAI group on the left, including meet-
ings with above-median unemployment MAI three days before the FOMC announcements,
and a low-MAT group on the right, comprising the rest. The predictability of long-term yield
such as UST10[-1] on pre-FOMC SPX is evident only when the previous unemployment MAT
is high.

In the high-MAI group, a one-basis-point decrease in the 10-year constant maturity
yield one day before the FOMC announcements leads to a 2.92 basis point increase in the
pre-FOMC return in the S&P 500 index, with an R-squared of 4.16%. When examining
the predictability of different maturity yield changes on pre-FOMC SPX, we find that the
coefficients monotonically decrease as the maturity period shortens. This pattern underscores
the distinctive role of the heightened uncertainty channel associated with long-term Treasury
yields before FOMC meetings where the longer duration yield contains higher risk premium
component, coming from the elevated macro fundamental uncertainty risks preceding the
announcements.

In the low-MAI group, the point estimate indicates that the 10-year Treasury yield change
is not significant at predicting the pre-FOMC SPX. The differential predictability of UST10[-
1] on pre-FOMC SPX in the high- and low-MAI groups further underscores the uncertainty
channel behind the pre-FOMC drift in long-term yield. The persistently highly positive
pre-FOMC stock return is attributed to the resolution of heightened uncertainty before the
announcements of the FOMC meetings (Hu et al., 2022). The observation that the yield
change of long-term Treasury bonds one day before the FOMC announcements can predict
the following stock return in the high-MATI sample suggests that one source of the uncertainty
comes from the heightened attention about the unemployment rate which leads to a decrease

in long-term yield, and then resulting in a higher pre-FOMC stock return.

5 The Channel of Monetary Policy Information

There is a large body of research studying how Fed’s monetary decision affect macro
economy and financial markets (Bernanke and Kuttner, 2005; Hanson and Stein, 2015). A
common empirical strategy is to construct monetary policy shocks using high-frequency asset
price movements within tight windows surrounding FOMC announcements. Kuttner (2001)

was among the first to do so, constructing monetary policy shocks from post-announcement
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market reactions and backing out the expected component as the difference between the
actual decision and the surprise. Since then, the literature has extensively relied on short
windows, typically 30 minutes around the announcement, to isolate policy shocks and eval-
uate their economic effects.

However, a key puzzle highlighted by Lucca and Moench (2015) is that the pre-FOMC
drift in equity markets is unrelated to these policy shocks. This raises an important question:
What information is being processed ahead of FOMC meetings that leads to a resolution of
uncertainty? To shed light on this issue, we turn to the Treasury market and examine how
pre-FOMC bond yield movements relate to monetary policy expectations and surprises.

In Table 8, we regress a range of monetary policy measures on pre-FOMC yield changes.
We include both the Fed’s actual policy decision and the expected component constructed
by Kuttner (2001), whose sample ends in June 2019. As for monetary policy shocks, we em-
ploy high-frequency changes in 2-, 5-, and 10-year Treasury futures (TNOTE02, TNOTE05,
TNOTE10) from Bauer and Swanson (2022), along with the first principal component of
high-frequency Eurodollar futures rate changes (MPS), and its orthogonalized version (MPS
ORTH), which isolate the influence of macroeconomic news. Finally, we include the “target”
and “path” factors from Gurkaynak et al. (2005), which separately capture surprises in the
current policy rate and forward guidance.

Panel A of Table 8 shows that changes in the 10-year zero-coupon yield on the day before
FOMC announcements do not predict the Fed’s actual policy decision or its expected com-
ponent. However, they do significantly predict the GSS path factor, which reflects changes
in the Fed’s forward guidance. Panel B further reveals that this predictive power originates
from the term premium component (TP10) rather than from the expected short-rate com-
ponent. Specifically, TP10[-1] significantly forecasts not only the GSS path factor, but also
MPS, MPS ORTH, and TNOTE02-suggesting that an increase in the 10-year term premium
prior to the FOMC signals a more hawkish-than-expected monetary surprise, particularly at
the medium horizon. Importantly, TP10[-1] can also predict the orthogonalized monetary
policy shock (MPS ORTH), which is constructed to be uncorrelated with a broad set of
macroeconomic and financial variables. This implies that fluctuations in the term premium
reflect forward-looking expectations about monetary policy surprises not driven by publicly
available macroeconomic information. One key assumption in the heightened uncertainty
literature (Ai and Bansal, 2018; Hu et al., 2022; Laarits, 2019; Ying, 2020) is that the ar-
rival of new information leads to resolved uncertainty. In the case of the pre-FOMC drift
in treasury, the new information includes ex-post monetary policy shocks related to forward
guidance, as well as the unemployment rate in the underlying economy.

By contrast, Panel C shows that the expected short-rate component (EH10[-1]) nega-
tively predicts several monetary policy shock measures, including TNOTE(02, GSS path,
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and MPS. This implies that when short-rate expectations fall sharply before the FOMC
meeting, monetary policy surprises tend to be more hawkish than the market anticipated.
However, this result is largely driven by a single event: the FOMC meeting on September
16, 2008, immediately following the collapse of Lehman Brothers.

This meeting stands out as an extreme episode of expectation error. Leading into the
meeting, markets widely expected a rate cut to address mounting financial distress: the 2-
year Treasury yield fell by 45 basis points and FF4 dropped by 20 basis points on FOMCI-1].
Yet the Fed held rates unchanged, producing one of the largest post-FOMC policy surprises
in the sample. The GSS target factor spiked by 0.122 (more than four times its standard
deviation), and TNOTEOQ2 rose sharply. After excluding this outliers in Panel D, the negative
coefficient between EH10[-1] and the GSS target diminishes and loses significance, confirming
the 9/16/2008 event as an outliers.

Interestingly, removing this outliers strengthens the relationship between short-rate ex-
pectations and the Fed’s actual decision as shown in Panel D. When we replace EH10[-1]
with EH2[-1] in Panel E, the predictive power for Fed Decision improves markedly. The R-
squared rises from 2.63% to 5.76%, suggesting that movements in short-term expected yields
one day before the FOMC announcement reflect expectations about the monetary decision.
This is consistent with market practice, where short-term rates derivatives are commonly
used to infer market-implied monetary policy expectations.

Finally, Panel G confirms that even after excluding the 2008 event, TP10[-1] remains
a strong predictor of the GSS path factor and MPS ORTH, while EH2[-1] continues to
predict the Fed’s actual decision. These findings reinforce a central distinction: short-term
yield movements reflect pricing of expected policy decisions, whereas long-term term premia
capture information about policy surprises, particularly at medium maturities.

Taken together, these results point to a key insight: monetary information is gradually
revealed and processed by the Treasury market ahead of the FOMC announcement Anther
closely related source of information would be related to the macroeconomic fundamental
particularly labor market conditions as measured by the unemployment rate. These two
types of information are inherently intertwined: monetary information often implicitly con-
veys signals regarding underlying macro conditions, while macroeconomic indicators can help
market participants to forecast monetary policy decisions. Bond investors’ learning about
those information would lead to the resolution of uncertainty in the long-term treasury and
result in the decease of term premium component.

Moreover, we document that the pre-FOMC drift in bond market happens earlier than
stock market and the change in TP10[-1] can significantly predict pre-FOMC SPX. It fur-
ther suggests stock market may react to information already priced into the Treasury term

structure before the FOMC meetings, which solve the puzzle that what information is being
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learned in the equity market. This sequencing provides a plausible solution to the pre-FOMC
SPX puzzle: the Treasury market serves as an information leader, with equity markets sub-

sequently resolving their own uncertainty in response to bond market signals.

6 Conclusions

In this paper, we find positive and significant returns on long-term Treasury bonds by
zooming in the day before the FOMC announcements. Unlike the pre-FOMC drift in stock
market examining the 24-hour window prior to the announcements, the drift in UST market
happens one day before the FOMC announcements which is from day -2 to day-1. Varying
across the yield curve, we find that this significant reduction in yield is unique and robust
only for long-term bonds and the magnitude of the pre-FOMC yield decline decreases as the
maturity gets shorter. Over the 24-hour window that ends at the market close of the day
before the FOMC announcement, the 10-year zero-coupon bond yield drops by a significant
0.81 basis points, compared with a full-sample average of -0.04 basis points. Over the same
pre-FOMC window, the 2-year bond yield drops by an insignificant 0.37 basis points while
the 3-month-ahead Fed fund futures rate increases by 0.33 basis points.

Our result on the pre-FOMC drift in the long term bond also completes the finding in
Hillenbrand (2025) by showing that the pre-FOMC yield decline contributes importantly
to the secular decline in long-term interest rates over the three-day window. Varying the
event window to other days surrounding the FOMC announcements, we find that the pre-
FOMC reduction in yield is significant only over the event window of day -2 to day -1 before
the FOMC announcement, while the change in yield over the announcement-day window is
negative but insignificant. This observation offers insight into why prior literature find the
absence of a pre-FOMC drift in the Treasury bond market. It’s because they often focus
solely on the FOMC announcement day. Hillenbrand (2025) attributes the forward guidance
provided by the Fed’s announcements as the most important driver of the long-run path of
interest rates, our pre-FOMC drift, realized prior to the FOMC announcements, indicates
the presence of a second channel which is important in explaining the secular decline of
long-term yields.

Behind this significant positive pre-FOMC returns on UST, we find the risk premium
channel that investors require compensation for bearing the risk before the announcements
of the FOMC meetings. By leveraging the relative simplicity of bond versus equity risk,
we are able to identify the macro and policy uncertainties that give rise to the pre-FOMC
drift in long-term bonds. To proxy for macro uncertainty, we use the macro attention
index (MAI) developed by Fisher et al. (2022). We establish that it’s the unemployment
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MALI has the explanatory power for pre-FOMC long-term yield. We find that the 10-year
Treasury decreases on average additional 1.61 basis point significant at 5% confidence level
from day -2 to day -1 before the FOMC meetings when the unemployment MAI at day -3
is higher than its median. Contrary to unemployment MAI, the uncertainty proxied by the
monetary MAI does not have any impact on the pre-FOMC bond pricing, indicating that
while uncertainty naturally increases in anticipation of the FOMC announcements, it is the
heightened uncertainty with respect to the macro fundamentals such as the unemployment
rate that drives the risk premium in long-term bonds.

While the pre-FOMC drift in both bond and equity is driven by the premium for height-
ened uncertainty, the exact content of uncertainty differs. For equities, heightened un-
certainty is effectively captured by the VIX index where the R-squared of regressing the
pre-FOMC SPX on lagged VIX is 14.99%. In addition to the option-extracted uncertainty
measures, we also find the increase of monetary MAI from day -5 to day -3 can help to explain
the pre-FOMC stock return. Interestingly, neither the VIX index nor monetary MAI have
any predictability for the pre-FOMC drift in long-term yield, indicating that, when it comes
to the pre-FOMC pricing, the risk that matters for the equity market is not important for
the bond market. The converse is also true. While the heightened uncertainty in the bond
market can be best captured by the unemployment MAI, it is unimportant in explaining
the pre-FOMC drift in equity. However, we do find the shared component between the two
pre-FOMC drift. When macro and financial uncertainty indexes proposed by Ludvigson
et al. (2021) increases in the previous month, both the yield on 10-year Treasury bonds
decreases significantly from day -2 to day -1 before the FOMC meeting, and the SPX index
rises significantly in anticipation of the FOMC announcement.

Moreover, we find the resolution of uncertainty often takes place in the long term bond
market first and then in the equity market. This connection between pre-FOMC UST and
SPX happens only under heightened macro and policy uncertainties. For instance, when
unemployment MAI is above its median, a one basis point decrease in the 10-year yield
pre-FOMC predicts a three basis point increase in the S&P 500’s pre-FOMC return, with an
R-squared of 4.16%. In contrast, this predictive relationship dissipates when unemployment
MALI is low, underscoring the uncertainty channel behind the pre-FOMC drift in long-term
yield. Importantly, we show that the predictive power arises primarily from the term pre-
mium component, rather than from the expected short-rate.

Finally, we investigate the relationship between pre-FOMC UST and monetary policy in-
formation to understand whether bond yield changes reflect forward-looking expectations
about upcoming policy actions. Our analysis reveals that changes in the 10-year term
premium (TP10) on the day before FOMC meetings significantly predict monetary pol-

icy surprises—particularly those related to the Fed’s forward guidance, as captured by the
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GSS path factor and high-frequency changes in 2-year Treasury futures (TNOTE02). This
predictive power is distinct from the expected short-rate component, which primarily reflects
anticipated decisions on the policy rate itself, reinforcing a distinction between components
of the yield curve: short-term expectations price in near-term policy rates, while the term
premium captures risk compensation associated with uncertainty about the policy path.
Altogether, the results provide a unified framework for understanding the pre-FOMC drift:
macro uncertainty and policy expectations are gradually processed by bond investors, leading

to a decline in the term premium and eventually spilling over into the equity market.
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Table 2: Average Daily Changes in Yield around FOMC Announcements
Panel A: Average Daily Changes in Yield
10-Year Maturity 5-Year Maturity 2-Year Maturity Fed Fund Future
UST10 TP10 EHI10 UST5 TP5 EH5 UsT2 TP2 EH2 FF7 FF4 FF1
FOMCI-7] -0.01 -0.17 0.16 0.09 -0.11 0.2 0.1 -0.11  0.22 -0.29  -0.08 0.02
[-0.02] [-0.54] [0.70] [0.22] [-0.43]  [0.72] [0.28]  [-0.56] [0.82] [-1.02] [-0.38] [0.13]
FOMCI-6] -0.16 -0.29 0.13 -0.06 -0.25 0.18 0.05 -0.2 0.26 0.28 0.25 -0.17
[-0.49]  [-0.99] [0.56] [-0.17]  [-1.12] [0.63] [0.16] [-1.07] [0.87] [0.95] [0.87] [-0.73]
FOMCI-5] 0.32 0.18 0.15 0.38 0.22 0.15 0.3 0.25 0.05 -0.02  -0.02 0.2
[0.88] [0.57] [0.78] [1.11] [0.91] [0.64] [1.06] [1.44] [0.21] [-0.09] [-0.13] [1.85]
FOMCI[-4] 0.11 0.005 0.1 0.12 -0.02 0.14 0.06 -0.12  0.19 0.12 0.02 -0.16
[0.29] [0.02] [0.44] [0.31] [-0.08]  [0.51] [0.18] [-0.60] [0.71] [0.44] [0.11] [-1.63]
FOMCI-3] -0.04 -0.23 0.18 0.1 -0.14 0.24 0.35 0.09 0.26 0.07 -0.16  -0.19
[-0.11]  [-0.74]  [0.89] [0.27] [-0.58]  [0.98] [1.05] [0.44] [1.08] [0.26] [-0.99] [-1.20]
FOMCI-2] 0.45 0.26 0.19 0.42 0.18 0.24 0.42 0.12 0.3 0.43 0.24 0.24
[1.12] [0.81] [0.89] [1.06] [0.71] [0.92] [1.20] [0.61] [1.15] [1.32] [0.95] [1.04]
FOMC[-1] -0.81 -0.65 -0.16 -0.72 -0.57 -0.15 -0.37  -0.34 -0.03 0.08 0.33 0.57
[-2.42] [-2.05] [-0.70]  [-2.18] [-2.41] [-0.52]  [-1.20] [-1.76] [-0.10]  [0.29] [1.12] [1.26]
FOMCI[0] -0.54 -0.15 -0.4 -0.6 -0.1 -0.5 -0.41  0.18 -0.6 -0.43  -0.33 0.03
[-1.20] [-0.39]  [-1.23] [[1.25] [-0.34] [-1.26] [-0.98] [0.86] [-1.54] [[1.22] [-1.12] [0.11]
FOMCI1] -0.43 -0.43 -0.004 -0.18 -0.12 -0.05 -0.09 0.21 -0.31 -0.15  -0.2 -0.35
[-0.86] [-0.87]  [-0.01] [-0.40]  [-0.33] [-0.14] [-0.24] [0.82] [-0.87] [-0.49] [-0.84] [-0.88]
All days  -0.05 -0.04 -0.01 -0.04 -0.03 -0.005 -0.02  -0.02  -0.001 -0.01  -0.004 -0.01
[-0.71]  [-0.65]  [-0.23] [-0.57]  [-0.64] [-0.10] [-0.32] [-0.54] [-0.02] [-0.20] [-0.10] [-0.23]
Panel B: Standard Deviation of Daily Yield change
UST10 TP10 EHI10 UST5 TP5 EH5 UST2 TP2 EH2 FF7 FF4 FF1
FOMCI-7]  6.05 4.73 3.46 6.20 3.81 4.15 5.30 2.95 4.03 4.28 3.19 2.32
FOMCI[-6] 4.91 4.39 3.51 5.16 3.37 4.33 4.58 2.81 4.49 4.42 4.31 3.50
FOMCI-5] 5.44 4.75 2.90 5.16 3.63 3.54 4.24 2.61 3.98 3.27 2.25 1.63
FOMCI-4] 5.72 4.85 3.42 5.78 3.74 4.14 5.13 2.99 4.01 4.06 2.64 1.47
FOMCI-3] 5.67 4.65 3.05 5.58 3.63 3.70 4.99 3.06 3.62 4.03 2.44 2.38
FOMCI-2] 6.04 4.81 3.23 5.98 3.82 3.92 5.27 2.94 3.93 4.91 3.81 3.46
FOMCI-1] 5.03 4.76 3.44 4.97 3.55 4.31 4.64 2.90 4.68 4.11 4.43 6.81
FOMCI[0] 6.76 5.85 4.88 7.22 4.38 5.95 6.29 3.15 5.86 5.32 4.44 4.05
FOMC[1] 7.51 7.44 4.26 6.83 5.48 5.25 5.71 3.87 5.33 4.62 3.57 5.97
All days 5.90 5.15 3.61 5.89 3.93 4.40 5.18 3.09 441 4.31 3.35 3.71

Panel A reports the daily changes in basis points and Panel B reports its standard deviation of treasury yield, term
premium, expected short yield and federal funds future contract around FOMC windows. FOMCI-i] denotes the
i-th trading day before the scheduled FOMC announcement. UST10, UST5 and UST2 are the daily zero-coupon
10-, 5- and 2-year treasury yield change. TP10, TP5 and TP2 are 10-, 5- and 2-year term premium. EH10, EH5
and EH2 are 10-, 5- and 2-year expected short-term yield change. FF7, FF4 and FF1 are the yield change of 6-,
3-month-ahead and current month federal funds future contract. Reported in the squared brackets are the respective
t-statistics. The sample period is from September 1994 to December 2022.
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Table 5: Predicting the Pre-FOMC Yield Change

Panel A: MAI Urate Level
UST10[-1] FUST10[-1] TP10[-1] EHIO[] UST2[-1] FUST2[-1] TP2[-1] EH2[}1]

Const -0.01 0.21 0.38 -0.39 -0.12 -0.25 0.29 -0.41
[0.02] [0.56] [1.30] 093] [-0.22]  [-0.40] [1.40]  [0.72]
HMAI SLEIFE 241 206%FF 045 -0.49 -0.9 -1.26%%% 076
[-2.33] [-3.41] 353 [0.89] F0.72]  [1.11] [350]  [1.13]
R-sqrd (%) 2.56 417 468 0.43 0.29 0.65 472 0.67
N 226 226 226 226 226 226 226 226

Panel B: A MAI Urate
UST10[-1] FUSTI10[-1] TP10[-1] EHI10[-1] UST2[-1] FUST2[-1] TP2[-1] EH2[-1]

Const 20755 -0.90%* 20.58% =017 -0.33 -0.63* 028  -0.05
[-2.22] [-2.18] [1.80]  [0.71]  [1.02]  [-1.75] [1.39]  [-0.14]
AMAI Urate — -0.84%%%  _117%%%  _0.92%k% (07 S0.50%F  -0.85%FF  _077RRE (.27
[-2.70] [-3.24] [-3.25]  [0.46] [2.07]  [-2.66] [4.47]  [1.35)
R-sqrd (%) 2.86 4.00 3.78 0.05 1.18 2.34 7.12 0.34
N 226 226 226 226 226 226 226 226

Panel C: MAI Urate and MAI Monetary
UST10[-1] FUSTI10[-1] TP10[-1] EHI0[-1] UST2[-1] FUST2[-1] TP2[-1] EH2[-1]

Const S0.79%F L0.91%% -0.60%  -0.19 -0.37 -0.65* 028 -0.09
[-2.39] [-2.31] 1.95]  [078]  [1.09]  [1.77] [1.44]  [-0.26]
MAI Urate SLOZFRE C1G4RRE _135%FF (.32 -0.16 -0.35 -0.66%%*  0.49%
[-2.99] [-3.72] [3.65]  [1.43] [0.59]  [-1.06] [3.83]  [1.65]
MAI Monetary 0.12 -0.14 -0.01 0.13 0.02 -0.26 033 0.36
[0.34] [-0.42] [0.03]  [0.59] [0.09] [-0.76] [1.23]  [1.04]
R-sqrd (%) 3.75 7.25 7.35 1.03 0.11 0.68 6.92 1.91
N 226 226 226 226 226 226 226 226

Reported are the time-series regressions of pre-FOMC yield change on Macro Attention Index (MATI)
about unemployment rate and monetary. MAI Urate (Monetary) is the unemployment (monetary)
MAI level on day -3. HMAI equals to 1 if the MAI Urate is above its median value. AMAI Urate is
the change of unemployment MAT from day -5 to day -3. UST10[-1] (UST2[-1] ) is the daily 10-year
(2-year) yield change from day -2 to day -1. Likewise for TP and EH which represent term premium
and short-rate expected yield, respectively. FUST10 and FUST2 are the daily one-year forward
rate beginning at 9- and 1- year. The sample period is from September 1994 to December 2022.
***Significant at 1%, **significant at 5%, *significant at 10%. Reported in the squared brackets
are the respective t-statistics, computed using standard errors that are Newey-West (1987) adjusted
with 4 lags.
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Table 6: Predict Pre-FOMC Drift in Bond and Stock via Uncertainty Measures

Panel A: Pre FOMC UST10
(1) (2) (3) (4) (5) (6) (7)

VIX level -0.25
0.55]
MOVE level -0.46
1.39]
MALI Urate -0.96%** -0.83%*
[-2.94] [-2.29]
AMAI Monetary -0.49
[-1.47]
Financial Uncertainty -0.73%* -0.5
[-2.26] [1.42]
Macro Uncertainty -0.57*
-1.93]
Const -0.81%* -0.81%* -0.81%%  -0.81%* -0.81%* -0.81%* -0.81%*
[2.30]  [-2.40]  [2.52]  [-2.34]  [-2.44]  [2.39]  [-2.5]
R-sqrd (%) 0.24 0.82 3.69 0.95 2.1 1.28 4.62
N 226 226 226 226 226 226 226
Panel B: Pre FOMC SPX
(1) (2) (3) (4) (5) (6) (7)
VIX level 24.85%** 17.99%**
[4.70] [2.67]
MOVE level 17.50%**
[3.08]
MALI Urate 1.57
[0.26]
AMAI Monetary 8.45%* 8.8TH**
[2.47] [2.66]
Financial Uncertainty 23.1 5% 9.45
[4.10] [1.36]
Macro Uncertainty 21.74%%*
[3.27]
Const 28.36**F*F  28.36*FFF  28.36%F*F  28.36*%** 28.36*** 28.36*** 28.3G***
6.62]  [5.95]  [5.100  [5.12]  [6.18]  [6.10]  [6.61]
R-sqrd (%) 1499 743 0.06 1.73 13 1147 17.98
N 226 226 226 226 226 226 226

The pre-FOMC change in 10-year yield is realized between the closes of day -2 to day -1, while the pre-
FOMC return in SPX is realized between the close of day -1 to 5 min before the FOMC announcement. The
option-implied VIX and MOVE indices are measured at the close of day -3 and standardized to zero mean
and variance of one. MAI Urate is the unemployment MAI level on day -3, and AMAI Monetary is the
change of monetary MAI from day -5 to day -3. The macro uncertainty index reflects a shared component
in the time-varying volatilities of h-step-ahead forecast errors across a wide range of macroeconomic series,
which include variables from three categories: real activity, prices, and financial data (Ludvigson et al.,
2021). The financial uncertainty is based solely on financial market data. Macro (Financial) Uncertainty
is the previous month uncertainty level before the FOMC meetings with 1-month ahead forecast horizon.
The sample period is from September 1994 to December 2022. ***Significant at 1%, **significant at 5%,
*significant at 10%. T-statistics are based on standard errors that are Newey-West (1987) adjusted with 4
lags, and are reported in brackets.
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Table 7: Predicting Pre-FOMC SPX by Pre-FOMC UST

Dependent Variable = Pre-FOMC Returns in SPX (basis points)
Panel A: Full Sample

(1) (2) (3) (4) ©) (6) (7) (®) 9)

const 26.96*F* 28 27FFK 98 TTHFK  26.37FFF  28.10%FF  26.73%FF*  27.38%**  _30.09%** -30.74%**
[4.89] [5.07] [5.14] [4.81] [5.03] [4.81] [4.95] [-2.94] [-3.04]
UST10[-1]  -1.72%
[-1.84]
UST2[-1] -0.24
[-0.26]
FF4[-1] -1.3
[-1.09]
FUST10[-1] -2.01%* -1.49%*
[-2.36] [-2.01]
FUST2[-1] -0.37
[-0.48]
TP10[-1] -2.51% -2.10%*
[-2.29] [-2.05]
TP2[-1] -2.86
[-1.51]
VIX level 2.84%** 2.88%%*
[4.68] [4.79]
R2 1.82 0.03 0.81 3.41 0.1 3.46 1.67 16.85 17.39
N 226 226 226 226 226 226 226 226 226
Panel B: Sorting by MAI Urate
High MAI FOMC Sample Low MAI FOMC Sample
(1) (2) (3) (4) (5) (6) (7) (8)
Const 24.93%%  29.21°FFF 29 97K AT gOFH* 27.07FFF  27.06%*F*  26.64*¥**  -17.64
[2.41] [2.92] [2.93] [-3.27] [4.41] [4.43] [4.61] [-0.88]
UST10[-1]  -2.92%** -2.87HH* -0.14 -0.03
[-2.28] [-2.64] [-0.14] -0.02]
UST2[-1] -0.72 -0.04
[-0.49] [-0.04]
FF4]-1] -0.41 -3.1
[-0.54] [-1.33]
VIX level 3.34%H* 2.44%*
4.29] [1.97]
R-sqrd (%) 4.16 0.11 0.07 22.12 0.02 0 5.2 9.9
N 113 113 113 113 113 113 113 113

This table reports the results of explaining the pre-FOMC UST by pre-FOMC UST. The pre-FOMC SPX is the
stock return from 4 pm on the pre-FOMC day to five minutes before the release time. UST10[-1] (UST2[-1]) is the
daily 10-year (2-year) yield change from day -2 to day -1. FF4 is the yield change of 3-month-ahead federal funds
future contract. FUST10]-1] and FUST2]-1] are the daily one-year forward rate beginning at 9- and 1- year. TP10[-1]
and TP2[-1] are 10- and 2-year term premium. Panel A is for the full sample while Panel B is the results sorted by
MALI Urate. The high MAI Urate sample contains FOMC announcements with above median MAI Urate three days
before the announcements and the low MAI Urate sample captures the rest. Reported in the squared brackets are
the respective t-statistics, computed using standard errors that are Newey-West (1987) adjusted with 4 lags. The
sample period is from September 1994 to December 2022.
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Table 8: Predictive Regressions of Monetary Policy Shock with Pre-FOMC UST

Panel A: 10-Year Yield

Fed Decision Expected TNOTE02 TNOTE05 TNOTE10 GSS Target GSS Path MPS MPS ORTH
const 2.00 0.95 -0.41 -0.24 -0.14 -0.12 0.15 0.35 0.26

[0.79] [0.43] [-1.37] [-0.80] [-0.54] [-0.55] [0.22] [1.07] [1.11]
UST10[-1] 0.14 0.14 0.05 0.05 0.01 -0.09 0.21%* 0.03 0.02

[0.57] [0.73] [0.77] [0.67] [0.14] [-1.50] [2.04] [0.51] [0.25]
R-sqrd (%) 0.12 0.14 0.3 0.23 0.01 1.55 1.3 0.11 0.03
N 226 226 226 226 226 226 226 226 223

Panel B: 10-Year Term Premium

Fed Decision Expected TNOTE02 TNOTE05 TNOTE10 GSS Target GSS Path MPS MPS ORTH
const 1.71 0.69 -0.35 -0.18 -0.1 -0.04 0.15 0.43 0.36

[0.69] [0.31] [-1.16] [-0.60] [-0.41] [-0.18] [0.22] [1.32] [1.52]
TP10[-1] -0.26 -0.26 0.17%%* 0.15%* 0.07 0.01 0.27%* 0.16**  0.20**

[-0.93] [-0.99] [2.61] [2.38] [1.62] [0.29] [1.98] [2.05] [2.39]
R-sqrd (%) 0.33 0.44 2.77 2.18 0.72 0.03 1.9 1.96 3.82
N 226 226 226 226 226 226 226 226 223

Panel C: 10-Year Expected Short Yield

Fed Decision Expected TNOTE02 TNOTE05 TNOTE10 GSS Target GSS Path MPS MPS ORTH
const 2.01 1.03 -0.49 -0.31 -0.17 -0.08 -0.04 0.29 0.19

[0.83] [0.48] [-1.56] [-1.00] [-0.67] [-0.38] [-0.05] [0.83] [0.76]
EH10[-1] 0.80* 0.77* -0.21%* -0.19%* -0.12* -0.23%* -0.07 -0.22%%% - _(.34%**

[1.71] [1.82] [-2.39] [-2.32) [-1.76) [-2.52) [-0.34) [2.62]  [-3.77)
R-sqrd (%) 1.68 2.07 2.24 1.82 1.07 4.31 0.06 2.12 5.68
N 226 226 226 226 226 226 226 226 223

Panel D: 10-Year Expected Short Yield, Exclude 2008/9/16

Fed Decision Expected TNOTE02 TNOTE05 TNOTE10 GSS Target GSS Path MPS MPS ORTH
const 1.91 0.98 -0.5 -0.31 -0.17 -0.1 -0.02 0.28 0.17

[0.79] [0.45] [-1.57] [-1.00] [-0.66] [-0.47] [-0.03] [0.79] [0.69]
EH10[-1] 1.28%* 1.21* -0.16 -0.18 -0.13 -0.13 -0.14 -0.17 -0.24*

[2.03] [1.78] [-1.11] [-1.32) [-1.18) [-1.04) [-0.44) [1.15]  [-1.69]
R-sqrd (%) 2.63 2.86 0.87 1.01 0.78 0.84 0.15 0.74 1.78
N 225 198 225 225 225 222 222 225 219

Panel E: 2-Year Expected Short Yield, Exclude 2008/9/16

Fed Decision Expected TNOTE02 TNOTE05 TNOTE10 GSS Target GSS Path MPS MPS ORTH
const 1.64 0.84 -0.47 -0.28 -0.15 -0.09 0 0.3 0.21

[0.71] [0.39] [-1.46] [-0.90] [-0.59] [-0.40] [-0.01] [0.84] [0.83]
EH2[-1] 1.43%%* 1.16%* -0.12 -0.13 -0.08 -0.09 -0.09 -0.11 -0.20%*

[2.60] [2.12] [-1.06] [-1.38) [-1.15) [-1.02) [-0.39) [1.07]  [-2.03]
R-sqrd (%) 5.76 4.12 0.75 0.94 0.51 0.75 0.11 0.6 2.15
N 225 198 225 225 225 222 222 225 219

Panel G: Exclude 2008/9/16

Fed Decision Expected TNOTE02 TNOTE05 TNOTE10 GSS Target GSS Path MPS MPS ORTH
const 1.69 0.84 -0.39 -0.2 -0.12 -0.11 0.18 0.38 0.28

[0.71] [0.38] [-1.22] [-0.66] [-0.45] [-0.49] [0.25] [1.08] [1.15]
TP10[-1] 0.09 0 0.14%* 0.12* 0.05 -0.03 0.29%* 0.12 0.14%*

[0.29] [0.01]  [2.18] [1.91] [1.09] [-0.66) [2.15] [1.60]  [1.80]
EH2[-1] 1.46%* 1.16** -0.06 -0.08 -0.06 -0.1 0.03 -0.06 -0.14

[2.48] [2.21] [-0.56] [-0.91] [-0.82] [-1.07] (0.15] [-0.58] [-1.38]
R-sqrd (%) 5.79 4.12 2.48 2.2 0.85 0.93 1.99 1.72 3.89
N 225 198 225 225 225 222 222 225 219

The table presents regressions of monetary policy shock during 30-minute window around FOMC announcement on
yield change one day before the FOMC meetings. Fed decision is the actual monetary decision announced at scheduled
FOMC meetings. Expected are the expected component of the Fed decision calculated by Kuttner (2001). TNOTE02,
TNOTEO5 and TNOTE1L0 are 2-year, 5-year and 10-year Treasury yield responses, as measured from Treasury note
and Treasury bond futures in Bauer and Swanson (2022). GSS Target and GSS Path are the monetary shocks from
Gurkaynak et al. (2005). Bauer and Swanson (2022) construct MPS and MPS ORTH where MPS is unadjusted monetary
policy surprise and MPS ORTH is orthogonalized monetary policy measure, computed as the residuals from regressing
MPS on the six macro and financial variables. UST10[-1], TP10[-1] and EH10[-1] are the daily 10-year yield, term
premium change and expected short yield change from day -2 to day -1.
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Figure 2: Daily Yeild Change around FOMC. The figure shows the average cumulative
10-year treasury yield change on three-day windows. Blue line is the 10-year constant matu-
rity yield from Federal Reserve Board website and red line is the actual transaction yield of
10-year on-the-run Treasury from CRSP. The dash line are pointwise 95% confidence bands
around the average yield change. The sample period is from January 1980 to December
2022.
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Figure 3: The Decline in Long-Term Interest Rates around FOMC Meetings.
The figure documents that a 3-day window around FOMC meetings captures the secular decline
of the 10-year U.S. Treasury yield. Panel A contains scheduled and unscheduled FOMC meetings
while Panel B only includes scheduled FOMC meetings. This 3-day window includes, for every
FOMC meeting, the day before the meeting, the FOMC day and the day after the meeting. The
black gray line shows the actual evolution of the 10-year U.S. Treasury yield. The red line in the
plot is the hypothetical time series of cumulating yield changes of 10-year U.S. Treasury bond over
the 3-day FOMC window. The blue line is for the 2-day window excluding the pre-FOMC window.
The sample period is from June 1989 to December 2022.
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Figure 4: The Decline in Long- and Short-Term Interest Rates around FOMC
Meetings. The figure separates the 3-day window around scheduled FOMC meetings into
pre-FOMC, FOMC and post-FOMC windows with different colors. Upper left figure is for
the 10-year U.S. Treasury yield around scheduled FOMC meetings from September 1994 to
December 2022 while upper right is from January 1980 to December 2022. Lower left figure
is for the 3-month ahead Fed Fund future yield from September 1994 to December 2022..
Lower right figure plots the term structure of Treasury for normal days and for the day
before the scheduled FOMC meetings from September 1994 to December 2022.
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Figure 6: Principal Component Analysis on Treasury Yield. This figure shows
principal component analysis on the covariance matrix of yield change of 2-year, 5-year, 10-
year Treasury and 1-month-ahead, 3-month-ahead Fed funds future contract. Reported in
Panel A are the relative importance of PC1 and PC2 around FOMC announcements while
in Panel B are sorted by unemployment MAI three days before the FOMC announcements,
with “High” containing the above median FOMC meetings and “Low” containing the rest.
The horizontal dash line is the principal component for all trading days. The sample period
is from September 1994 to December 2022.
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Figure 7: The Macroeconomic attention around FOMC and Pre-FOMC Drift.
The top two figures show the lag and forward estimated coefficients (5 from the following
regression: MAl;; = o + 22237 BsFOMC, .5 + €, where M Al, is the macroeconomic at-
tention index for attention topic about monetary or unemployment. The variables FOM Cy, s
equal one if there is an FOMC meeting on day ¢ + 0 and zero otherwise. The shaded area
corresponds to the 95% confidence interval around the estimated coefficients. The x-axis
corresponds to the number of days since the announcement. The lower left figure plots the
unemployment MAI three days before the FOMC announcements in black and the next
publicly available unemployment rate level after the FOMC meetings in green. The lower
right figure plots the pre-FOMC drift together with unemployment rate. The red line is the
time-series of pre-FOMC SPX smoothed by the EWMA method with 0.94 decay factor and
the blue line is for pre-FOMC UST10. The green line is the contemporaneous unemployment
rate level. The sample period is from September 1994 to December 2022.
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A Additional Summary Statistics

Table A1l: The Distribution of MAI

Mean Std Skew Kurt Mean Std Skew Kurt
MAI Urate[-7] 0.002 1.01 1.17 190 MAI Monetary[-7] -0.16 0.84 0.74 0.91
MATI Urate[-6] -0.05 0.93 0.71 0.03 MAI Monetary[-6] -0.25 0.76 0.45 -0.25
MATI Urate[-5] -0.13 0.93 1.16 1.60  MAI Monetary[-5] -0.30 0.95 3.66 29.38
MAT Urate[-4] -0.02 0.96 1.11 1.38 ~ MAI Monetary[-4] -0.21 0.82 1.12 2.86
MAT Urate[-3] -0.05 0.98 1.23 2.43 MAI Monetary[-3] 0.004 0.84 0.59 0.18
MAI Urate[-2] 0.21 093 0.77 0.84  MAI Monetary[-2] 0.10 0.93 0.78 1.07
MALI Urate[-1] -0.07 0.97 1.03 1.06 ~ MAI Monetary[-1] 0.12  0.96 0.55  0.15
MATI Urate[0] 0.07 1.01 0.84 0.58 MAI Monetary[0] 0.37 1.07 0.79 0.82
MAT Urate[l] 0.52 1.14 093 2.07 MAI Monetary[l] 1.37 136 0.65 0.63

This table reports the distribution of unemployment MAI and monetary MAI around FOMC an-
nouncement. MAI Urate[-i] (MAI Monetary[-i]) is the unemployment (monetary) MAI i-th trading
day before the scheduled FOMC announcement. The sample period is from September 1994 to
December 2022.
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Table A2: The Robustness Check

Panel A: Monetary Policy Cycle

UST10[-1] FUST10[-1] TP10[-1] UST2[-1] FUST2[-1] TP2[-1] FF4[-1]

Const -0.4 -0.82%* -0.55 0.13 -0.31 -0.36 1.18*
-1.03] -1.69] F1.54]  [0.44]  [0.77) 0.93]  [1.70]
Dummy Easing -0.65 -0.26 -0.16 -0.78 -0.6 0.02 -1.35%
[-1.05] -0.34] [0.27]  [141]  [-0.90] 005  [-1.82]
R2 0.39 0.05 0.03 0.65 0.27 0 2.14
N 226 226 226 226 226 226 226

Panel B: QE and QT

UST10[-1] FUST10[-1] TP10[-1] UST2[-1] FUST2[-1] TP2[-1] FF4[-1]

Const 0.81FF  _1.05% 0.77F  -0.34 -0.68* -0.46%  0.39
[-2.15] [-2.20] 194  [-089]  [-1.66] [1.89]  [0.95]
QE1 0.08 -0.26 0.36 -0.26 -0.06 0.23 -0.7
[0.05] [-0.10] [0.19] 0.28)  [-0.05] (0.28]  [-1.44]
QE2 -2.09 -1.19 0.04 SL8EFFE _3.00%FF 0,05 -0.73%
[-1.32] [-0.52] [0.02] 298] [-2.76] (0.05)  [-1.66]
QE3 0.95 2.10%* 1.83%%  -0.06 0.29 1.22%%% .58
[1.42] [2.30] [2.54] 0.15]  [0.55] [2.83]  [-1.36]
QT 0.3 0.28 0.32 0.54 0.77 0.72 0.14
[0.32] [0.30] [0.42] [0.64] [0.68] 0.94]  [0.30]
MAI Urate SLOO¥E  SLT0RRE J1ABRRE 007 -0.29 -0.76%%*% (.37
[-2.58] [-3.61] [358)  [022]  [-0.75] [4.13]  [1.48]
R2 4.42 8.17 8.29 0.61 1.33 6.91 0.58
N 226 226 226 226 226 226 226

Panel C: Excluding 2008-2009

UST10[-1] FUST10[-1] TP10[-1] UST2[-1] FUST2[-1] TP2[-1] FF4[-1]

Mean -0.72 -0.94 -0.74 -0.11 -0.47 037 0.53
[-2.31] [-2.47] [2.40]  [-047]  [-1.53] [1.89]  [1.87]
N 210 210 210 210 210 210 210
UST10[-1] FUST10[-1] TP10[-1] UST2[-1] FUST2[-1] TP2[-1] FF4[-1]
Const 0.728F 0.94%* 0.74%F 0.1 -0.47* 0.37%  0.53*
[-2.30] [-2.36] [2.41]  [049]  [-1.71] [-1.76]  [1.76]
MATI Urate SL26FRE CLGIRRR J130%FFF LQ48%FFF L(78%FF  _0.68%FF (.08
[-3.97] [-3.73] [-3.50]  [-3.05]  [-3.50] [-3.83]  [0.50]
R2 6.55 7.28 7.19 1.75 2.61 482 0.03
N 210 210 210 210 210 210 210
UST10[-1] FUST10[-1] TP10[-1] UST2[-1] FUST2[-1] TP2[-1] FF4[-1]
Const 0.67FF 0.87FF -0.68%%  -0.07 -0.41 -0.31 0.51*
[-1.98] [-2.04] [2.07]  [0.33]  [-1.50] [1.51]  [1.74]
AMAI Urate — -0.72%%%  _0.08%%  _080%FF _045%F  -0.77FFF  _0.7IFFF .25
[-2.61] [-2.94] 287 [211]  [-2.69] [3.98]  [1.63]
R2 2.47 3.08 3.12 1.76 2.89 6.05 0.36
N 210 210 210 210 210 210 210

This table reports the results of explaining the pre-FOMC UST by dummy variables for periods of
monetary policy easing in Panel A. Tightening cycle is defined as the first rate hike until the Fed
cuts the interest rate. Easing cycle is the rest and Dummy Easing equals 1 if the FOMC meetings
fall into easing cycle. We also show the robustness check of the main result by excluding the sample
period from 2008 to 2009.
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B Predicting Post-FOMC UST: Information Channel

There is a co-movement between the pre-FOMC UST10 with the post-FOMC UST10 in
Panel A of Figure 4 where the post-FOMC yield follows the pre-FOMC yield closely except
the period from 2012 to 2016. We examine this predictability in Table A3 by regressing the
post-FOMC yield on pre-FOMC yield. In the full sample, the pre-FOMC yield change one
day before the FOMC announcements can predict the post-FOMC yield one day after across
the yield curve. A one-basis-point increase in UST10][-1] will result in approximately 0.28
basis points increase in UST10[1] and 0.24 basis points increase in UST2[1]. Not only the pre-
FOMC long-term yield change has the predictability, but also the short-term yield change
with larger coefficients. A one-basis-point increase in UST2[-1] will result in approximately
0.32 basis points increase in UST10[1] and 0.43 basis points increase in UST2][1].

We show evidence of risk premium channel when the unemployment MAT is high three
days before the FOMC announcements that a one-basis-point decrease in the UST10[-1] leads
to a 3.11 basis point increase in the pre-FOMC drift in the stock market. Next, we inves-
tigate more about the pre-FOMC UST when the unemployment MAI is low. Similarly, we
categorized FOMC meetings into two groups in Table A3: a low-MAI group, including meet-
ings with below-median unemployment MAT three days before the FOMC announcements,
and a high-MAT group comprising the rest. The predictability of pre-FOMC yield change
such as UST10][-1] on post-FOMC UST is evident only when the unemployment MAT three
days before the FOMC meetings is low. In the low-MAI group, a one-basis-point increase in
the UST10[-1] leads to a 0.38 (0.53) basis points increase in the UST10[1] (UST2[1]) with a
R square value around 6% (14%). In contrast, the point estimate indicates that the 10-year
Treasury yield change, in the univariate regression setting, is not significant at predicting
the post-FOMC UST in the high-MAI group.

In contrast to the risk premium channel under high unemployment MAI, we instead
find the information channel when the unemployment MAI is low where the pre-FOMC
UST can actually predict post-FOMC UST. What’s more interesting is that the information
channel is across the whole yield curve and not limited to the long-term yield unlike the risk
premium channel. It further strengthens the disconnection we documented in the paper the
day before the FOMC announcements. When the unemployment MAI is high, the long-term
yield is acting different from the short-term yield through the risk premium channel and is
predictive for the pre-FOMC SPX. When the unemployment MAI is low, the long-term yield
is aligned with the short-term yield through the information channel and is predictive for
the post-FOMC UST.

The similar pattern is found when we split the sample according to whether the FOMC

contains any dissenting vote and repeat the same regression setting in Table A4. The pre-
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dictability of pre-FOMC UST on post-FOMC UST shows up when all FOMC members vote
the same. In the non dissenting FOMC sample, a one-basis-point increase in the 10-year
constant maturity yield one day before the FOMC announcements leads to a 0.39 (0.29)
basis point increase in the UST10[1] (UST2[1]) with a R square value around 8.19% (6.64%).
However, the pre-FOMC UST change can’t explain the post-FOMC UST in the dissenting
FOMC sample.
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Table A4: Predicting Post-FOMC UST

Panel A: Sorting by FOMC Dissents

Agree FOMC Dissent FOMC

UST10[1] UST5[1] UST2[1] FF4[1] UST10[1] UST5[1] UST2[1] FF4[1]
const -0.45 -0.32 0.26 0.04 -0.11 0.13 -0.11 -0.71

[-0.88] [-0.59] [0.56] [0.15] [-0.13] [0.18] [-0.18] [-1.41]
UST10[-1] 0.39***  0.36*** 0.29**  0.15 0.07 0.02 0.12 -0.04

[3.23] [3.38] [2.14] [1.50] [0.40] [0.15] [0.85] [-0.65]
R2 8.19 7.25 6.64 5.34 0.18 0.02 0.85 0.28
N 141 141 141 141 85 85 85 85

UST10[1] UST5[1] UST2[1] FF4[1] UST10[1] UST5[1] UST2[1] FF4[1]
const -0.57 -0.42 0.2 0.01 -0.07 0.24 -0.1 -0.67

[-1.08] [-0.75] [0.43] [0.05] [-0.09] [0.33] [-0.17] [-1.42]
UST2[-1]  0.31%F%  0.34%**  0.41%**  (.25%** 0.38 0.44 0.50%* -0.02

[2.82] [3.92] [4.19] [2.90] [1.47] [1.59] [1.96] [-0.19]
R2 5.61 7.39 14.38 15.93 3.16 4.68 8.14 0.05
N 141 141 141 141 85 85 85 85

Panel B: Sorting by Pre-FOMC UST10
UST10[-1]>0 UST10[-1]<=0

UST10[1] UST5[1] UST2[1] FF4[1] UST10[1] UST5[1] UST2[1] FF4[1]
const -2.55% -2.26%* -1.18 -0.39 -0.89 -0.49 0.35 0.27

[-1.91] [-1.81] [-1.20] [-0.60] [-1.31] [-0.71] [0.42] [0.43]
UST10[-1] 0.92*%**  0.83***  (0.54* 0.08 0.1 0.11 0.24 0.18

[2.96] [2.68] [1.95] [0.52] [0.87] [0.77] [0.98] [1.03]
R2 8.82 7.39 4.3 0.35 0.37 0.46 3.1 3.77
N 91 91 91 91 135 135 135 135

UST10[1] UST5[1] UST2[1] FF4[1] UST10[1] UST5[1] UST2[1] FF4[1]
const -0.65 -0.78 -0.6 -0.1 -0.83 -0.3 0.31 0.15

[-0.57] [-0.73] [-0.82] [-0.24] [-1.44] [-0.57] [0.73] [0.47]
UST2[-1] 0.6 0.63* 0.57* 0 0.228F%  (0.30%**  0.43%**  (.27F**

[1.60] [1.69] [1.98] [-0.03] [3.49] [5.85] [3.84] [2.98]
R2 4.31 4.98 5.7 0 3.06 6.23 16.91 15.17
N 91 91 91 91 135 135 135 135

The FOMC Dissent Sample contains FOMC announcements with dissenting vote against action.
UST10[-1] is the daily 10-year yield change from day -2 to day -1 before the FOMC. Likewise for
other maturity yield and other FOMC windows. The sample period is from September 1994 to
December 2022. ***Significant at 1%, **significant at 5%, *significant at 10%. Reported in the
squared brackets are the respective t-statistics, computed using standard errors that are Newey-
West (1987) adjusted with 4 lags.
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