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To:  Members of the Executive Board 
 
From:  The Acting Secretary 
 
Subject: South Africa—Selected Issues  
 
 
The attached corrections to SM/08/268 (8/18/08) have been provided by the staff. 
 

Factual Errors Not Affecting the Presentation of Staff’s Analysis or Views 
 
Page 8, Table I.2, top panel, “Korea” column, row 1: for “0.617” read “1.624” 

 row 2: for “12.02” read “13.68” 
 row 3: for “0.184” read “0.233” 
 row 4: for “0.89” read “0.66” 
 row 5: for “0.001” read “0.003” 
 row 6: for “0.29” read “0.84” 
 row 7: for “0.086” read “0.071” 
 row 8: for “3.68” read “2.74” 
 row 9: for “0.605” read “0.654” 
 row 10: for “189” read “121” 

                                                                               row 12: for “Aug ‘76” read “Jan ‘88”  
 
Page 8, Table I.2, top panel, “Turkey” column, row 12: for “Jan ‘03” read “Jan ‘04” 
 
Page 8, Table I.2, bottom panel, “Korea” column, row 1: for “0.621” read “1.747” 

row 2: for “11.39” read “14.69” 
row 3: for “0.133” read “0.038” 
row 4: for “0.5” read “1.28” 
row 5: for “0.001” read “0.957” 
row 6: for “0.25” read “1.66” 
row 7: for “0.088” read “0.002” 
row 8: for “3.25” read “0.62” 
row 9: for “0.621” read “0.680” 
row 10: for “189” read “121” 
row 12: for “Aug ‘76” read “Jan ‘88” 
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Page 8, Table I.2, bottom panel, “Turkey” column, row 12: for “Jan ‘03” read “Jan ‘04” 
 
Questions may be referred to Mr. Cuevas, AFR (ext. 34523). 
 
This document will shortly be posted on the extranet, a secure website for Executive 
Directors and member country authorities. 
 
 
Att: (1) 
 
 
Other Distribution: 
Department Heads 
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differentiated responses to relative price inflation and underlying inflation. A simple model of 
this type is the following:5 

 

ttttrel
Und
tundt yzri εγλβπβα +++++=     (1) 

 
In expression (1), it is the nominal policy interest rate; πt

und is underlying inflation in the last 
12 months, zt is the nominal depreciation of a country’s currency during the same period, yt is 
the output gap, and rt is an indicator of relative price movements for key products (food and 
fuel). Underlying inflation, as noted previously, denotes the rate of inflation excluding food 
and fuel items. The relative price variable is constructed as the residual from an auxiliary 
regression of headline inflation against underlying inflation—and thus reflects the component 
of the change in oil and food prices that is uncorrelated to changes in the prices of all other 
goods. In richer countries where food has a small weight in the headline price index, 
underlying inflation should be a more satisfactory predictor of headline inflation, reducing the 
usefulness of rt  (see the appendix for a fuller explanation).6  
 
11.      One might expect to see βrel =0 and βund > 0 in equation (1) in cases where 
inflation expectations are well anchored and underlying inflation is less vulnerable to 
relative price shocks—that is, where Mishkin’s crucial assumption holds. But his is not 
something one should expect across the board, because even if a bank is focused on second 
round effects only, known sensitivity of underlying inflation to relative price shocks could 
motivate βrel >0. 

                                                 
5  Taylor’s (1993) pioneering work on policy rules had an even simpler rule, including on the right hand side 
only general inflation and the output gap. 

6 The use of this variable permits us to include in the analysis countries for which indices of food and fuel prices 
were not available. Were such information available, one could substitute the growth in that index for rt  in 
expression (1). The estimated regression coefficients and their interpretation would be different, but the 
information contained in the analysis would be the same.  



 

 

 8 Corrected: 8/20/08 

Ta
bl

e 
I.2

. E
st

im
at

io
n 

of
 E

qu
at

io
n 

1 
fo

r S
ev

er
al

 In
fla

tio
n 

Ta
rg

et
in

g 
C

ou
nt

rie
s 

U
ni

te
d 

Ki
ng

do
m

Au
st

ra
lia

N
ew

 Z
ea

la
nd

N
or

w
ay

Ic
el

an
d

Ko
re

a
C

ol
om

bi
a

C
hi

le
Tu

rk
ey

Br
az

il
S

ou
th

 A
fri

ca

U
nd

er
ly

in
g 

in
fla

tio
n(

t-1
)

0.
42

3
1.

44
3

1.
37

3
1.

82
5

0.
81

5
1.

62
4

1.
73

8
1.

07
0

1.
58

0
0.

59
1

1.
53

2
14
.5
4

6.
22

6.
57

5.
96

4.
65

13
.6
8

6.
43

11
0.
66

7.
37

3.
85

11
.1

"R
el

at
iv

e 
pr

ic
e"

 s
ho

ck
s(

t-1
)*

1.
67

3
-0

.1
74

0.
08

1
-0

.0
99

0.
66

9
0.

23
3

1.
40

6
-0

.4
53

-0
.6

20
-1

.1
94

0.
21

7
16
.0
40

-0
.8

0.
34

-0
.8
1

1.
27

0.
66

2.
18

-2
.5
8

-2
.0
9

-3
.1
2

1.
21

O
ut

pu
t g

ap
(t-

1)
0.

00
6

0.
00

4
0.

01
8

-0
.0

02
0.

00
1

0.
00

3
0.

00
0

0.
00

2
0.

00
0

0.
00

1
-0

.0
02

4.
27
0

2.
52

2.
12

-1
.4
3

0.
38

0.
84

2.
52

1.
14

-0
.1
9

0.
51

-1
.1
3

D
ep

re
ci

at
io

n(
t-1

)
0.

06
3

-0
.0

26
0.

04
8

-0
.0

12
0.

01
8

0.
07

1
-0

.0
34

0.
00

4
-0

.0
08

0.
03

0
0.

05
2

3.
64
0

-1
.3

2.
2

-0
.4
1

0.
7

2.
74

-1
.4
8

0.
16

-0
.2
7

1.
18

2.
8

R
-s

qu
ar

ed
0.

83
5

0.
60

3
0.

43
3

0.
56

9
0.

43
5

0.
65

4
0.

64
1

0.
80

8
0.

55
9

0.
30

5
0.

66
3

O
bs

er
va

tio
ns

12
0

72
71

25
59

12
1

47
31

52
46

61
Fr

eq
ue

nc
y 

Bi
m

on
th

ly
Q

ua
rte

rly
Q

ua
rte

rly
B

im
on

th
ly

Bi
m

on
th

ly
Bi

m
on

th
ly

B
im

on
th

ly
B

im
on

th
ly

M
on

th
ly

B
im

on
th

ly
Bi

m
on

th
ly

S
am

pl
e 

da
te

s
Ja

n'
88

 - 
Ja

n'
08

Q
1'

90
 - 

Q
4'

07
Q

2'
89

 - 
Q

4'
07

D
ec

'0
2 

- F
eb

'0
8

M
ar

'9
7 

- F
eb

'0
8

Ja
n'

 8
8 

- M
ar

'0
8

D
ec

'9
8 

- O
ct

'0
7

Ja
n'

03
 - 

Fe
b'

08
Ja

n'
04

-A
pr

'0
8

Ju
ly

'0
0-

M
ay

'0
8

Ja
n'

98
 - 

Fe
b'

08

S
ou

rc
e:

 IM
F 

st
af

f e
st

im
at

es
 b

as
ed

 o
n 

ce
nt

ra
l b

an
k 

an
d 

st
at

is
tic

al
 in

st
itu

te
 d

at
a.

C
oe

ffi
ci

en
ts

 in
 b

ol
df

ac
e 

ar
e 

si
gn

ifi
ca

nt
 a

t t
he

 ri
gh

t-h
an

d-
si

de
 5

 p
er

ce
nt

 le
ve

l o
r b

et
te

r. 
R

eg
re

ss
io

ns
 c

on
st

an
ts

 n
ot

 s
ho

w
n.

* 
R

es
id

ua
ls

 fr
om

 a
 re

gr
es

si
on

 o
f h

ea
dl

in
e 

in
fla

tio
n 

on
 u

nd
er

ly
in

g 
in

fla
tio

n 
an

d 
a 

co
ns

ta
nt

. 

U
ni

te
d 

Ki
ng

do
m

Au
st

ra
lia

N
ew

 Z
ea

la
nd

N
or

w
ay

Ic
el

an
d

Ko
re

a
C

ol
om

bi
a

C
hi

le
Tu

rk
ey

Br
az

il
S

ou
th

 A
fri

ca

U
nd

er
ly

in
g 

in
fla

tio
n(

t)
0.

40
8

7.
63

6
1.

27
1

2.
88

1
0.

99
4

1.
74

7
1.

97
2

1.
01

5
3.

82
7

0.
55

9
1.

49
4

10
.5
5

7.
3

3.
76

2.
85

4.
74

14
.6
9

4.
94

6.
09

3.
38

3.
91

14
.0
4

"R
el

at
iv

e 
pr

ic
e"

 s
ho

ck
s(

t)*
1.

73
0

-0
.3

25
-0

.1
44

0.
16

5
0.

72
1

0.
03

8
2.

85
8

-1
.1

46
-1

.9
03

-1
.6

31
0.

62
9

15
.5
7

-1
.2
7

-0
.3
7

0.
26

0.
99

1.
28

2.
35

-4
.0
6

-2
.5

-4
.2
2

3.
73

O
ut

pu
t g

ap
(t)

-0
.0

03
0.

00
4

0.
01

5
0.

00
2

0.
00

1
0.

95
7

0.
00

0
0.

00
3

-0
.0

02
0.

00
2

-0
.0

07
-0
.5
1

2.
54

1.
39

0.
96

0.
71

1.
66

0.
61

1.
29

-1
.1
5

0.
54

-2
.6
7

D
ep

re
ci

at
io

n(
t)

0.
06

1
-0

.0
53

0.
02

8
-0

.0
09

-0
.0

14
0.

00
2

-0
.0

71
-0

.0
29

-0
.2

01
0.

04
6

0.
03

7
2.
79

-1
.9
8

0.
99

-0
.1

-0
.4

0.
62

-1
.6
2

-0
.9
9

-1
.6
1

1.
68

2.
15

R
-s

qu
ar

ed
0.

81
9

0.
58

5
0.

24
5

0.
41

6
0.

42
0

0.
68

0
0.

48
6

0.
62

4
.

0.
30

8
0.

73
6

O
bs

er
va

tio
ns

11
7

72
69

22
56

12
1

45
31

46
44

57
Fr

eq
ue

nc
y 

Bi
m

on
th

ly
Q

ua
rte

rly
Q

ua
rte

rly
B

im
on

th
ly

Bi
m

on
th

ly
Bi

m
on

th
ly

B
im

on
th

ly
B

im
on

th
ly

M
on

th
ly

B
im

on
th

ly
Bi

m
on

th
ly

S
am

pl
e 

da
te

s
Ja

n'
88

 - 
Ju

l'0
7

Q
1'

90
 - 

Q
4'

07
Q

2'
89

 - 
Q

2'
07

D
ec

'0
2 

- A
ug

'0
7

M
ar

'9
7 

- A
ug

'0
7

Ja
n'

 8
8 

- M
ar

'0
8

D
ec

'9
8 

- J
un

'0
7

Ja
n'

03
 - 

Fe
b'

08
Ja

n'
04

 - 
O

ct
'0

7
Ju

ly
'0

0-
Ja

n'
08

Ja
n'

98
 - 

Ju
n0

7

S
ou

rc
e:

 IM
F 

st
af

f e
st

im
at

es
 b

as
ed

 o
n 

ce
nt

ra
l b

an
k 

an
d 

st
at

is
tic

al
 in

st
itu

te
 d

at
a.

C
oe

ffi
ci

en
ts

 in
 b

ol
df

ac
e 

ar
e 

si
gn

ifi
ca

nt
 a

t t
he

 ri
gh

t-h
an

d-
si

de
 5

 p
er

ce
nt

 le
ve

l o
r b

et
te

r.
* 

R
es

id
ua

ls
 fr

om
 a

 re
gr

es
si

on
 o

f h
ea

dl
in

e 
in

fla
tio

n 
on

 u
nd

er
ly

in
g 

in
fla

tio
n 

an
d 

a 
co

ns
ta

nt
. 

**
 L

ag
 a

 e
qu

al
s 

2 
if 

bi
m

on
th

ly
 d

at
a,

 a
nd

 1
 if

 q
ua

rte
rly

 d
at

a.

Po
lic

y 
In

te
re

st
 R

at
e 

as
 in

 E
qu

at
io

n 
w

ith
 in

st
ru

m
en

ta
l v

ar
ia

bl
es

Po
lic

y 
In

te
re

st
 R

at
e 

as
 in

 E
qu

at
io

n 
1 

w
ith

 O
LS

 o
n 

la
gg

ed
 ri

gh
t-h

an
d-

si
de

 v
ar

ia
bl

es

 


	ADP7C9E.tmp
	Word Bookmarks
	Bookmark1
	bkConfid
	TodayDate
	Bookmark2
	Bookmark2a
	OLE_LINK1
	OLE_LINK2
	Bookmark10
	bkDept2
	Bookmark13
	bkSameDept
	bkExtranet



