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nflation targeting. a success stary

(. lexibdle) inflation targeting tends to be viewed as state of the art
when it comes to the condudt of nonetary palicy.

- awy cenra banks desaribe thensalves as inflation targeters or
aspire to becoe inflation targeters ane day.

niation targeting has helped countries who initidly experienced a
high rate of inflation to gradually bnng it down.

nflation targeting has evoved over the years, ad it will
undoubtedy continue to do so In the fulre (see - ISkin In . .
- estsamift).
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nflation targeting: open Issues

houd the target be in tems of headine o core . (or )?
hat is the opimel rate of inflation? (see - oodinend In . .
- estsciift)

houd the centra bark publish the interest rate path?
houd bygones be bygones?

S price stahlity enough? (see hite in . . . . estschift)

hat rde for the exdnange rate?

ow shoud the ouput gap be measured?
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he ambiguty of inflation targeting

e dtherthe ed nor the, nor the . desaibe thensaves as
Inflation targeters.
Or does the ..
nflation targeting means dfferent things to dfferent people
f inflation targeting means achieving and maintaing a low rate of
Inflation, 1.e. price stahlity, then we are dl inflation targeters.

e nfad, inths sense, the .  has nearly adways been an inflation
targeter, ever since its Incetion over one hundred years ago (see
ado ad aves in .. . . estsaift).
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eyord Inflation targeting

nflation targeting Is undoutedy an goproniate strategy When the
intial conditions indude a high rate o inflation and the central bark
wans to loner it gradudly in oder to achieve price stahlity over
the medum term

IXing yearly targets is helpiul to gude the public expedtations and
to meke the centra bank accountable.

rflation targeting describes a transtional phase, though. 't becomes
a msnonor once thet the central barnk has graduated from the
Inflation targeting dass, far the nane of the game shoud then be
mainiaining pnce staality.
he tem inflation targeting conveys the unfortunate Inression that
the central bark ans at produang inflation.
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nflation targeting and policy discretion

nflation targeting Is generaly understood to nmean that the target
can be dhanged from tine to time.

he nation that the inflation target can get revsed according to
arcunstances conveys the regrettade idea of discretion In setting
palicy (independently of whether the target is set by the centrd
bark, the govemment o the parliamen).

hat IS nore dameging, missing the target or noving the goal posts
as one pleases? (Ukey as a case Iin par).
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he dective vs. the operational framework

he tem inflation targeting, in the mnd of most economists, IS
understood to inply that the centrd barnk produces an inflation
forecast ad uses it as a gude to sat its paicy (nomnal) interest
rate.

het is, the generd description of the dgecive of nonetary palicy
(rice stahlity) comes loaded with an gperational  concea.

hs is na hepiu and it can confuse the issues, for which
operationa framewark Is best suted to achieve price stallity should
e treated as a separate question.
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vadng the mstakes of the s

n pinaple, price stablity can be achieved in many different ways:
monetary control, exchange rate control, interest rate
control, ...

~aomnal interest contrd mekes for a fundamentaly unstalde dynamic
[0rOCESS.

‘wWell calibrated reaction funcion (eg. a aylar rue) will restare
stahlity to the system

he danger, though, Is that palicy mekers will become conplacent
and rely exceedngy on thar oan intuition.

S It too late aready?
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nflation Is on the nse nearlly evenywhere, due to high capaaty

utilisation and high energy, commmodity and food prices.
nflation expedtations mght be difting uowards.

ald activity is sloning.

he stahlity of the finanda system is under threat.

WO features of the . . nonetary palicy concgd migt prove to be
helpiu In passing this test.
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. 0 yearly targets didated by an outside authorty

he wiss aiond ak d requres the . . to mantain price stability.
tis the . who ogfines the meaning o price stallity (a rate of
headine . inflation between % and % over the medum term).

t woud be inconceivade for the . . to dter its defintion of price
stalility without sound scderttific justification, i.e. sinply to sut the
arcuTstances.

onsequently, medumterm inflation expectations remain finmy
anchored, even though inflation has recently been increasing and will
most likely exceed % In .
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n autometic monetary stahliser

he . .uses the -month . ibor as its operational target...
... ad the (nostly -week) repo rate as its Instrumert.

S nsk prema increased auning the past year, the . . autondiicaly
hed to reduce the repo rate, therely insulating the nonfinancial
sectar from the financa nmarket tunmolls.

ven though nether the . nor the . fomdly changed their

stance between eptemoer .and .une , the outcome, de facto, has
ben qute dfferert.

n the wiss case there thus Is o need far an ad hoc fix of the
reaction function (aylor, urdia and oodford); this enhancs

aredibility.
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3M-Libor in CHF and Repo rate

+ Overnight — 1 Week + 2 Week 3M-Libor — Target range
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3M-Libor in EUR and ECB min bid rate

3M-Libor — ECB min bid rate
— 1 Week weighted average allotment rate
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hark you for your attention !



