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Introduction

I HFI is the leading approach to study monetary policy effects

=⇒ Only in advanced economies: US (Gürkaynak et al.,
2005, Swanson, 2021), Euro Area (Altavilla et al., 2019), UK
(Cesa-Bianchi et al., 2020)

I Lack of evidence on MP in emerging economies!

I This paper: High-frequency identification of MP in SA

I Liquid and developed financial markets
I Small open economy with modern central banking
I Capture the effect of MP announcements with 3 factors:

- short-term (conventional) monetary surprises
- two ‘communication surprises’ to medium- and long-maturities

I Study the transmission of monetary policy in

- event study approach
- IV-SVAR
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The effects of monetary policy in South Africa

1. MP decision comes always (partially) as a surprise

2. Surprises correlate with the central bank forecasts

3. ... and realised global shocks to monetary policy in the US,
EA and oil

4. Evidence of information effects and instability in the
reaction function of the SARB

5. Conventional MP in SA works in a standard manner!

6. Shock at longer horizon compatible to risk-premia shocks
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Construction of surprises

I Monetary policy framework in SA:

- inflation targeting and flexible exchange rate
- central bank independence
- no unconventional MP tools

I Liquid market for FRAs and interest rate swaps:

- FRA1x4, FRA3x6, FRA6x9, FRA9x12, FRA12x15, FRA15x18,
FRA18x21, FRA21x24

- Sw1Y, Sw2Y, Sw3Y, Sw5Y, Sw10Y
- 3M Jibar interbank rate

I High-frequency surprises in daily window around MPC
meeting dates over 2002M6-2020M1

- follow Gürkaynak et al. (2005) and Altavilla et al. (2019) in
factors’ construction
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Factors extraction

I Use entire maturity structure and extract 3 principal components

I Identify factors that load on short, medium and long maturities

Rotation 2 days window
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Information content of surprises

I Control for the SARB information set - inflation and output

growth forecasts and forecast revisions (Miranda-Agrippino and

Ricco (2021)):

F i
m = α0 +

3∑
j=−1

θjFC
SARB
m xq+j +

3∑
j=−1

ηj [FC
SARB
m xq+j − FC SARB

m−1 xq+j ] + Finfo i
m

SARB information in factors: F1 F2 F3

F1 F2 F3

Adjusted R-squared 0.05 0.15 0.33

I Significant effect of external variables on factors - market is
uncertain about the reaction function of the Bank results

- global uncertainty, oil supply shocks, the US and EA MP shocks

Factors’ correlation with changes in policy rate: US, EA

F1 F2 F3

Correlation coefficient 0.62 -0.08 -0.21
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Event study F1 effect on yields



Event study F1 effect on stocks and FX



Event study F3 effect on yields



Event study F3 effect on risk premium



Event study F3 effect on capital flows



Event study F3 effect on stocks



Event study F2 effect on yields



Event study F2 effect on FX and stock market



MP shock instrumented with F1:
Coincident Indicator

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-1

0

1
%

 p
o

in
ts

CPI

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-1.5

-1

-0.5

0

Trade Balance to GDP

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-0.4

-0.3

-0.2

-0.1

0

0.1

3MJibar

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-0.5

0

0.5

1

5Y bond

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-0.2

0

0.2

0.4

10Y bond

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-0.4

-0.2

0

0.2

JSE stock exchange

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-5

0

5
House Price Index

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-1

0

1

2

3

Bank loans

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-2

-1

0

1

2

USD ZAR

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-4

-2

0

2

4

6

Non-resident net purch SA fin assets

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-0.8

-0.6

-0.4

-0.2

0

0.2

0.4

EMBI+SA Risk Prem

 0  6 1
2

1
8

2
4

3
0

3
6

4
2

4
8

5
4

6
0

months

-10

-5

0

5

10

15

F1info



MP shock instrumented with F1: Real Activity
Coincident Indicator
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MP shock instrumented with F1: Prices
Coincident Indicator
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MP shock instrumented with F1: Interest rates
Coincident Indicator
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MP shock instrumented with F1: Assets
Coincident Indicator
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MP shock instrumented with F1: Credit
Coincident Indicator
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MP shock instrumented with F1: Export
Coincident Indicator
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MP shock instrumented with F3:
Coincident Indicator
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MP shock instrumented with F3: Risk premium
Coincident Indicator
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MP shock instrumented with F3: Risk premium
Coincident Indicator
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MP shock instrumented with F3: FX
Coincident Indicator
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MP shock instrumented with F3: Export
Coincident Indicator
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MP shock instrumented with F3: Stock market
Coincident Indicator
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MP shock instrumented with F3: Credit
Coincident Indicator
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MP shock instrumented with F3: Real activity
Coincident Indicator
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MP shock instrumented with F2:
Coincident Indicator
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MP shock instrumented with F2: Risk premium
Coincident Indicator
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MP shock instrumented with F2: Risk premium
Coincident Indicator
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MP shock instrumented with F2: Risk premium
Coincident Indicator
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MP shock instrumented with F2: Export
Coincident Indicator
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MP shock instrumented with F2: Stock market
Coincident Indicator
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MP shock instrumented with F2: Credit
Coincident Indicator
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MP shock instrumented with F2: Real activity
Coincident Indicator
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Conclusions

I Every MP decision comes largely as a surprise

I Significant impact of global shocks in surprises

I Possibly due to uncertainty about the reaction function of the
Bank

I ... that has to balance tradeoffs & multiple goals in a volatile
environment

I Conventional monetary policy has textbook effects

I SARB communication affects risk premia and macro conditions
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Thank you



Appendix - Factor rotation

Estimate factors - common drivers of market-based surprises by principal
components

I Factor rotation for their meaningful interpretation (Gürkaynak et
al. (2005), Altavilla et al. (2019), Swanson (2021)):

X = FΛ + ε

X = F̃ Λ̃ + ε, where F̃ = FU and Λ̃ = U ′Λ, for every U: UU ′ = 1

Restrictions to identify U∗:

I F1 is the only factor that loads on market surprises at the shortest
horizon

I F2 explains the smallest share of variation in surprises on the

longest horizon

back



Appendix - Factor loadings, market surprises 2 days window
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Appendix - External effects on SA MP factors
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Appendix
The Target factor correlation with changes in policy rate:

US1 EA2 SA3

2002M6-2008M12 0.15 0.42 0.56
Full sample 0.22 0.35 0.62

1 Based on Target factor series from Swanson (2021) and changes in effective
FFR data with full sample 1991M5-2019M6.

2 Based on Target factor series from Altavilla et al. (2019) and changes in main
refinancing operations rate data with full sample 2002M6-2019M12.

2 Based on identified F1 series and the SARB repurchase rate data with full
sample 2002M6-2020M1.
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Appendix - Factor 1 and important events back

2005 2007 2010 2012 2015 2017 2020
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3Dec 2003: Inflation target redefined
Oct 2008: Lehman Brothers

Mar 2010: Letter of Gordhan to SARB

Nov 2010: QE2 by Fed

Jul 2012: "whatever it takes"

May 2013: Taper tantrum

Jan 2014: Fed starts tapering

Jan 2016: Nene fired
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Appendix - Factor 2 and important events back

2005 2007 2010 2012 2015 2017 2020
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Dec 2003: Inflation target redefined

Oct 2008: Lehman Brothers

Jun 2009: SARB pauses the repo rate reduction

Nov 2010: QE2 by Fed

Jan 2014: Fed starts tapering
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Appendix - Factor 3 and important events back

2005 2007 2010 2012 2015 2017 2020
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-1

0

1

2

3

Sep 2003: repo
down by 100 bp

Aug 2004: repo down
on revised inflation forecast

Jun 2006: FFR on
upward trend, repo up 50bp

Oct 2006: concerns about inflation,
repo up 50 bp

Dec 2007: Zuma ANC president

Apr 2008: repo up 50 bp

Oct 2008: Lehman Brothers

Apr 2009: President election
Jul 2012: "whatever it takes"

May 2013: Taper tantrum

Jan 2014: Fed starts tapering

Mar 2015: uncertainty about timing
of normalization in the US

Jan 2016: Nene fired

Mar 2016: repo up on inflation pressures

Sep 2016: Brexit

Mar 2017: end of tightening cycle

Nov 2017: Ramaphosa wins
ANC national conference

Mar 2018: increase of
repo forecast
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Appendix - Selected MPC episodes

MPC date Repo
change

Repo
level

F1

F1info

F2

F2info

F3

F3info

Event

09.10.2008 0 12 -0.58

-0.29

3.34

1.88

0.69

0.99

Lehman Brothers
files for bankruptcy

26.03.2015 0 5.75 0.04

0.09

-0.20

-0.36

2.04

0.68

Unchanged repo
over uncertainty
about US policy
normalisation

28.01.2016 50 bp 6.75 1.52

1.19

-0.20

-0.24

-2.17

-0.75

Minister Nene fired

30.03.2017 0 7 0.20

1.39

-0.03

-0.20

-2.28

-1.80

Committment to keep
low inflation
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