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Monetary Policy Surprise Index for Tawian: Application of
Text Mining*

Yu-Lieh Huang, Chih-Chiang Hsu, Shih-Hsun, Hsu™

Abstract

In contrast to traditional literature, this paper takes a qualitative approach using textual data,
attempting to compile a relevant index from the textual information in central bank board meeting
records and news reports. This index is referred to as the Monetary Policy Surprise Index (MPSI),
as introduced by Saskia et al. (2021), to identify monetary policy shocks. Given the diverse
information in central bank board meeting records, we utilize text mining techniques to extract
information on eight major topics, including inflation, labor market, foreign exchange market, oil
prices, uncertainty, prudential policies, interest rate issues, and economic growth. Similarly, we

extract information on these eight topics from news reports preceding board meetings.

We find that news reports consistently exhibit high interest in topics such as oil prices,
foreign exchange markets, interest rates, and economic growth. Moreover, the central bank board
meetings show varying levels of interest in certain topics during specific periods. For instance,
before 2008, there was a high interest in inflation and interest rate issues, while after 2019, there
was a greater negative focus on uncertainty. These results align with our expectations, indicating
the representativeness of the extracted data. Additionally, our empirical results reveal that the MPSI
has a predictive ability of one quarter or more for consumer confidence index, industrial production
index, consumer price index year-on-year growth rate, economic policy uncertainty index, and
unemployment rate. This outcome supports the idea emphasized by Lucas and Sargent (1978):

"only surprise matters" in the context of rational expectations.
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