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Motivation

d A large fraction of the risk premium In the stock market Is
realized In the short period before Federal Open Market
Committee (FOMC) announcements. (Lucca and Moench,
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l. Pre-Announcement Returns Predict Surprises

d Pre-FOMC corporate bond yield changes predict FOMC
surprises, while stocks and government bonds don’t.
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lll. Information Flow from Bonds to Stocks

d Corporate bond customer-dealer trade imbalances predict
24-hour stock market returns before announcements.
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d  We uncover the informed trading in corporate bond market

starting several days before FOMC announcements.

This table shows the results for the following regression: MPS, = c¢ + f PRED; g, +

& , where MPS; Is the monetary policy surprise, that is, the change in the federal funds
futures in a 30-minute window around FOMC announcement. PRED,_g .1 IS the variable

specified by the column labels. The column labels respectively show the corporate bond

Index yield change starting 8 days before announcements and ending the day before

announcement (Ayf_";‘t"_l), the 10 year treasury yield change for a similar period

adj

Stock Market Time-Series Predictability with Corporate Bond Trade Imbalances

This table shows the results of a regression of daily 2 p.m.-to-2 p.m. period SPY ETF returns
on past SPY and corporate bond market movements. NTI;_1_g is the 7-day period of
customer-dealer trade imbalances of corporate bonds, calculated for every bond during a 2

p.m.-to-2 p.m. 7-day period between t — 8 and t — 1 and averaged across all bonds. 1ggpc 1s

(Ayg‘félto_)l/r ), one year treasury yield change for the specified period (Ayg"_‘l‘Sltif’ll‘ ), and the a dummy variable that equals 1 for the 2 p.m.-to-2 p.m. period before FOMC announcement,
vl | | S&P 560 SPDR ETF return in the same period ( Rff‘é’??(l’ | ' and 0 otherwise. £statistics reported in parentheses account for time-series autocorrelation and
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T d  Q: Why only corporate bonds show the informed trading?
%04l = Stock prices tend to not show informed trading (Collin- J To better understand this, we also document that
E Dufrense and Fos, 2015), where it Is hard for informed traders = Corporate bond yield changes granger-cause Pre-FOMC stock
< 027 T
- to hide in illiquid market such as corporate bonds. returns.
=B St Al Sttt = Corporate bond yield spreads strongly respond to monetary = Sensitivity to bond market information is higher for stocks of
Al policy surprises (Gertler and Karadi, 2015) and therefore, it is companies with higher probability ot default.
N profitable to trade them before announcements :
04 Conclusion
" p y 2 1 é y ..1, . Informed Trading in Corporate Bond Market d We document Pre-FOMC information asymmetry and

Days around FOMC Announcement

S&P500 Companies Corporate Bond Yield Change around Scheduled FOMC
Announcement Surprises

This figure shows the average corporate yield changes for companies listed in the S&P 500
Index, for periods starting at 2 p.m. 8 business days before FOMC announcement and
ending on the day specified in horizontal axis. The vertical solid (dashed) line represents 2
p.m. of the announcement day (the day before announcement). EXxpansionary
(Contractionary) Surprises represent the scheduled FOMC announcements in which federal
funds futures rate, after adjustment for number of remaining days in month, decreased
(increased) by more than 2 basis points during the 30-minutes window around the

J Corporate bond customers buy (sell) more before

expansionary (contractionary) surprises.
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Informed trading
= Pre-FOMC corporate bond yield changes, as well as trade

Imbalances show this.

d Stock market follows the corporate bond market movements

before FOMC announcement, and therefore, the uncertainty In the

stock market 1s resolved before announcement.
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bond
expansionary (contractionary) surprises.

II. Corporate customers buy (sell) more before

[11. The corporate bond information flows to the stock market
before FOMC announcement, resolving the uncertainty In
stock market.

Corporate Bond Trade Imbalances before Scheduled FOMC Announcement Surprises

This table provides the results of the regression of corporate bond trade imbalances during
the 7 days before—but excluding—the FOMC announcement day (k = 1, ..., 7) on the 30-
minute Kuttner (2001) FOMC surprises on the following FOMC announcement day.

NTI and DTI are respectively the customer-dealer trade imbalances based on number of
trades, and dollar volume of trades. TTM and CR respectively stand for time to maturity
and credit rating.
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