
EXECUTIVE SUMMARY

"CWHDlPrH¹ Test whether point-in-time US monetary policy news sentiment can be used as a systematic

signal for short-end US Treasury exposure. The study focuses only on the ICE BofA US Treasury 1-3Y Total

Return Index, avoiding yield proxies in both signal selection and P&L measurement.

�;P\×|\FP\N¹ The strongest single-topic evidence is the GMSI Interest Rates signal. Fixed-rule OOS testing

from 2019 shows a Sharpe of 1.14, total return of 7.2%, and 73% trade hit rate. The walk-forward selected

strategy produces a similar OOS Sharpe of 1.09 with positive P&L in all eight test folds.

�\lHifiHl;lP^\¹ Granular monetary policy topics appear more informative than broad averages. This is

economically intuitive: front-end Treasury returns should be most sensitive to changes in interest-rate

language, policy outlook, and central-bank reaction-function narratives.

SIGNAL CONCEPT

GMSI converts policy news into standardized topic sentiment. Extreme dovish language is mapped to long duration;

extreme hawkish language is mapped to short duration.
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PARAMETER SPECIFICATION

GMSI universe

US Monetary Policy topics: Interest Rates, Policy Outlook, QE/QT, Balance Sheet & Liquidity,

Independence, Policy Tools (Other), plus usable composites

Target ICE BofA US Treasury 1-3Y Total Return Index

Signal transform 252 trading-day rolling z-score of COMBINED directional sentiment

Entry rule |z| ≥ 1.0; dovish = long duration, hawkish = short duration

Holding / lag 21 trading-day rebalance, non-overlapping 21td holds, 1-day signal lag

Walk-forward 3-year train → 1-year test, signal selected on train Sharpe with drawdown penalty

�^\li^Zj×;iH×FHjPN\HF×l^×[;YH×lOH×lHjl×DZ^jHi×l^×;\×P[fZH[H\l;CZH×iHjH;iDO×fi^DHjj³×^mlÊ^MÊj;[fZH×lHjlP\N

jl;ilj×P\×����´×lOH×jPN\;Z×Pj×Z;NNHF×Cu×^\H×F;u´×;\F×|tHFÊimZH×jP\NZHÊjPN\;Z×iHjmZlj×;iH×jO^s\×;Z^\NjPFH×lOH

s;ZYÊM^is;iF×jHZHDlHF×jHiPHj¹
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WALK-FORWARD VALIDATION

Signal selection without knowing the test year. Using only the previous three years of data, which monetary-policy topic

would have been selected for the next year? The selected topic is then tested over the following calendar year — the

stitched OOS series is the sequence of these annual test periods.

YEAR SELECTED SIGNAL TRAIN SH TEST SH RETURN HIT TRADES +VE

2019 Average z (PO + IR) 0.89 0.97 0.6% 67% 3 Y

2020 Interest Rates 1.28 1.93 1.5% 67% 6 Y

2021 Interest Rates 1.73 0.97 0.4% 80% 5 Y

2022 Interest Rates 1.79 0.22 0.1% 50% 2 Y

2023 Interest Rates 1.08 1.10 1.0% 100% 3 Y

2024 Policy Outlook 1.13 2.40 2.2% 100% 3 Y

2025 Policy Outlook 1.69 0.37 0.3% 75% 4 Y

2026 Interest Rates 1.08 0.11 0.1% 50% 4 Y

READ-THROUGH

All eight OOS test years were positive.

Interest Rates was selected in 5 of 8 folds.

Policy Outlook was selected in 2024-25 as the market

shifted from hikes to cuts.

2022 and 2026 were positive but low-return folds, so results

are not driven by one regime.

SELECTION FREQUENCY

Interest Rates 5

Policy Outlook 2

Average z (PO+IR) 1

Figure 1. Stitched OOS equity curve from annual walk-forward selections (growth of $1). Returns are gross index-simulation returns

and not net of fees or implementation shortfall.
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FIXED-RULE OOS COMPARISON
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Figure 2.×.P\NZHÊjPN\;Z×|tHFÊimZH×"".×.O;ifH×Cu×l^fPD¹×*^jPlPrH×;\F×\HN;lPrH×C;ij×[;YH×l^fPD×jHZHDlP^\×iPjY×li;\jf;iH\l¹
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INTERPRETATION

Interest Rates is the only signal above 1.0

Sharpe OOS.

Average z and Policy Outlook are positive

but lower-conviction supporting signals.

Negative topics are useful evidence: the

relationship is not just generic macro-

news beta.

Sparse composites are not emphasized for

production use.

Figure 3. Test-year return by selected signal. The 2024 Policy Outlook

fold was the strongest annual OOS contributor.
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WHAT THIS MEANS FOR RATES INVESTORS

The study supports the concept that GMSI monetary-policy topic sentiment can act as a systematic

research input for short-end rates. The most direct use case is not necessarily a standalone strategy; it is a

transparent, point-in-time overlay that can help quantify the tone and persistence of policy news around

front-end duration exposure.

SIGNAL OVERLAY

Use Interest Rates z-score as a

systematic tilt for 1-3Y duration

exposure, subject to portfolio

risk limits.

REGIME MONITOR

Track when policy news becomes

persistently hawkish or dovish

relative to its own 252td history.

RESEARCH SCREEN

Compare topic-level signals to

distinguish direct policy-rate

language from broader central-

bank narratives.

VALIDATION CHECKS INCLUDED
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Figure 4. Trade outcomes for the walk-forward

selected strategy.

IMPORTANT CAVEATS

6;ZYÊM^is;iF×jHZHDlP^\×P\li^FmDHj×[Hl;Ê^flP[Pj;lP^\×;Di^jj×l^fPDj¹×/OH×|tHFÊimZH×�\lHiHjl×-;lHj×iHjmZl×Pj

lOH×DZH;\Hi×jP\NZHÊjPN\;Z×HrPFH\DH¹

-HjmZlj×;iH×Ni^jj×P\FHt×jP[mZ;lP^\j×;\F×F^×\^l×P\DZmFH×li;\j;DlP^\×D^jlj´×|\;\DP\N´×l;t´×MHHj´×jZPff;NH´×^i

[;iYHlÊP[f;Dl×;jjm[flP^\j¹

�^\jH\jmj×;\F×MmZZ×�^\Hl;iu×*^ZPDu×;rHi;NH×;iH×l^^×jf;ijH×l^×CH×D^\jPFHiHF×jl;\F;Z^\H×fi^FmDlP^\×jPN\;Zj

P\×lOPj×D^\|Nmi;lP^\¹

*;jl×C;DYlHjl×;\F×s;ZYÊM^is;iF×fHiM^i[;\DH×Pj×\^l×P\FPD;lPrH×^M×MmlmiH×iHjmZlj¹×�milOHi×r;ZPF;lP^\×jO^mZF

P\DZmFH×D^jl×;jjm[flP^\j´×ZPrH×f;fHi×li;FP\N´×;\F×f^ilM^ZP^ÊZHrHZ×iPjY×D^\jli;P\lj¹

Disclaimer.×/OPj×F^Dm[H\l×Pj×fi^rPFHF×M^i×PZZmjli;lPrH×iHjH;iDO×fmif^jHj×^\Zu×;\F×F^Hj×\^l×D^\jlPlmlH×P\rHjl[H\l×;FrPDH´×;×iHD^[[H\F;lP^\´×^i×;\×^yHi×l^

Cmu×^i×jHZZ×jHDmiPlPHj¹×-HjmZlj×;iH×C;jHF×^\×OPjl^iPD;Z×jP[mZ;lP^\j×;\F×[;u×\^l×CH×;DOPHr;CZH×P\×ZPrH×li;FP\N¹×��.�×jH\lP[H\l×Pj×f^P\lÊP\ÊlP[H×iHjH;iDO×F;l;

;\F×[;u×CH×jmCWHDl×l^×F;l;×iHrPjP^\j×^i×[HlO^F^Z^Nu×DO;\NHj¹×�^fuiPNOl×*Hi[ml;CZH¹
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