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o
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g
a
s

th
e
co
p
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n
o
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d
a
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reta
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p
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n
a
l
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o
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d
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u
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In
fl
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G
en
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co
n
cep
ts
a
n
d

im
p
lica
tio
n
s
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A
grow

in
g
n
u
m
b
er
o
f
cou
n
tries

h
av
e
a
d
o
p
ted

in
fl
ation

target-
in
g
in
recen

t
y
ears

—
B
eg
in
n
in
g
w
ith
N
ew
Z
eala

n
d
in
19
9
0
(o
r
19
8
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—
...fo

llow
ed
b
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C
a
n
a
d
a
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9
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U
n
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K
in
g
d
o
m
(1
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2
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S
w
ed
en
(1
99
3
).....

—
...su

cceed
ed
b
y,
e.g.,

P
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(19
9
4),
S
o
u
th
A
frica

(20
0
0),

N
orw
ay
(2
0
0
1),
H
u
n
g
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(2
00
1
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etc.,

etc.
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C
lea
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a
n
ew
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d
grow
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g
“
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”
in
d
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n
o
f
m
o
n
eta
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p
o
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at
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•
E
arly

w
a
rn
in
g
:
on
ly
o
n
e
(a
n
d
n
o
t
terrib

le
su
rp
risin

g
)
com

m
on

asp
ect:

—
T
h
e
d
efi
n
itio
n
of
a
nu
m
ericalsp

ecifi
cation

o
f
th
e
in
fl
a
tion

ra
te
m
o
n
eta
ry
p
o
licy

sh
o
u
ld
a
im
to
ach
iev
e

—
D
efi
n
itio
n
m
a
d
e
b
y
g
ov
ern
m
en
t
a
n
d
/o
r
cen
tral

b
a
n
k

•
T
h
e
w
ay
s
o
f
d
efi
n
in
g
o
p
era
tion

ally
th
e
in
fl
a
tion

ta
rg
et
reg
im
e

d
iff
er
w
id
ely
a
cro
ss
cou
n
tries:

—
S
om
e
sp
ecify

a
ran

ge
to
b
e
ta
rg
eted

—
S
om
e
sp
ecify

a
p
oint

target
w
ith
a
toleran

ce
b
an
d

—
T
h
e
nu
m
erical

valu
es
fo
r
ran
ges

a
n
d
p
oin
t
target

a
re

d
iff
erent

a
n
d
m
ay
vary

over
tim

e

—
T
h
e
in
fl
ation

con
cep

t
to
target

d
iff
ers

—
T
h
e
h
orizon

at
w
h
ich
p
o
licy

sh
o
u
ld
“
h
it”
ta
rg
et
d
iff
ers

—
“E
scap

e
clau

ses”
m
ay
o
r
m
ay
n
o
t
ex
ist

3

•
In
th
e
leg
a
l
m
a
n
d
a
tes
for
m
on
eta
ry
p
o
licy,

th
e
in
fl
a
tio
n
ta
rg
et
is

o
ften

referred
to
a
s
th
e
“
overrid

in
g
”
o
b
jectiv

e

•
R
efl
ects

v
iew

th
at
m
o
n
etary

p
o
licy

can
n
o
t
a
ff
ect

rea
l
q
u
a
n
tities

in
th
e
lo
n
g
ru
n

—
...a
n
d
th
at
in
fl
a
tion

is
m
ostly

a
m
o
n
etary

p
h
en
o
m
en
on
in
th
e

lo
n
g
ru
n

—
H
en
ce,
m
o
n
eta
ry
p
o
licy

sh
o
u
ld
a
im
d
irectly

a
t
low

a
n
d
sta
b
le

in
fl
atio

n
...

—
...w
h
ich
is
b
elieved

to
b
e
co
n
d
u
civ
e
for
g
o
o
d
overall

eco
n
o
m
ic

p
erfo

rm
a
n
ce

•
H
ow
ev
er,

sh
o
u
ld
n
ot
b
e
(a
n
d
u
su
a
lly
o
ften

is
n
o
t)
v
iew
ed
a
s

“strict
in
fl
ation

targetin
g
”

—
H
ow
ev
er,

th
e
a
d
op
tion

o
f
tolera

n
ce
b
a
n
d
s,
ra
n
g
es,

va
rio
u
s

h
orizo

n
s
p
oin
t
to
in
fl
a
tion

targ
etin

g
as
a
...

—
...“fl

exib
le
”
m
on
eta
ry
reg
im
e,
w
h
ere

th
e
sh
ort-

to
m
ed
iu
m
-

ru
n
eff
ects

o
f
m
o
n
eta
ry
p
olicy

on
rea
l
q
u
a
n
tities

a
re

a
ck
n
ow
led
ged

—
I.e.,

th
e
term

in
o
lo
g
y
“ov
errid

in
g
o
b
jective”

sh
o
u
ld
b
e
seen

a
s

referrin
g
to
th
e
lon
g
ru
n
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•
M
an
y,
b
u
t
n
o
t
a
ll,
in
fl
a
tion

targ
etin

g
cen
tral

b
a
n
k
s
are

h
eld

accou
ntab

le
fo
r
th
e
su
ccess

o
f
m
o
n
eta
ry
p
olicy

—
If
th
ey
“
d
o
n
’t
d
eliver,”

th
ey
m
u
st
“
p
ay
”
or
a
t
lea
st

“
ex
p
lain

”
......

—
M
o
st
fa
m
o
u
s
“
a
cco
u
n
ta
b
ility

ex
a
m
p
le”

is
th
e
on
e
in
N
ew

Z
ea
lan
d
:
T
h
e
G
ov
ern
o
r
can

b
e
fi
red

in
case

o
f
(p
o
licy
)

m
iscon

d
u
ct

—
(cred

ib
ility

of
su
ch
m
ea
su
res???????)

•
N
o
te
th
a
t
ta
rg
etin

g
in
fl
atio

n
is
eq
u
ivalen

t
o
f
go
in
g
d
irectly

to
th
e

w
elfa
re
releva

n
t
issu

e
o
f
(lo
n
g
ru
n
)
m
o
n
etary

p
o
licy

—
H
elp
s
p
in
d
ow
n
in
fl
a
tio
n
ex
p
ecta

tion
s
(if
cred

ib
ility

o
f
th
e

reg
im
e
is
estab

lish
ed
)

•
T
h
e
ro
le
o
f
ex
p
licit

in
term

ed
ia
te
targets

are
th
erefore

d
ow
n
p
layed

in
in
fl
a
tio
n
ta
rg
etin

g
regim

es
(u
n
less

th
e
in
term

ed
iate

target
co
n
-

ta
in
s
a
ll
th
e
releva

n
t
in
fo
rm
a
tion

a
b
o
u
t
in
fl
atio

n
)

•
N
ev
erth

eless,
varia

b
les
go
o
d
at
fo
reca

stin
g
in
fl
a
tio
n
are,

of
cou
rse,

u
sed

b
y
cen
tra
l
b
a
n
k
s

—
=
>
th
e
in
fl
ation

forecast
b
ecom

es
a
n
in
term

ed
iate

ta
rg
et

—
If
in
fl
atio

n
is
fo
recasted

to
ex
ceed

th
e
ta
rget

va
lu
e
(o
r
m
ov
e

o
u
t
o
f
ra
n
g
e),
it
is
a
n
in
d
ica
tion

th
a
t
p
olicy

sh
ou
ld
b
e

tig
h
ten
ed

5

•
M
an
y,
b
u
t
n
o
t
a
ll,
in
fl
a
tio
n
ta
rg
etin

g
cen
tra
l
b
a
n
k
s
a
re
ch
arac-

terized
b
y
h
ig
h
d
eg
ree

of
o
p
en
n
ess
a
b
o
u
t
p
o
licy

•
I.e.,

h
ig
h
d
eg
ree

o
f
tran

sp
aren

cy
in
p
olicy

m
ak
in
g

•
T
y
p
ica
lly
in
th
e
fo
rm
o
f
p
u
b
lica
tio
n
o
fIn

fl
ation

R
ep
orts

m
etic-

u
lo
u
sly
d
escrib

in
g
th
e
d
elib
era
tio
n
s
lead

in
g
to
p
o
licy

d
ecisio

n
s

—
C
lea
rly,

su
ch
m
ea
su
res
a
re
h
elp
fu
l
in
en
fo
rcin

g
a
ccou

n
tab
ility

—
A
lso
,
th
ey
m
a
k
e
u
p
fo
r
th
e
“
d
em
o
cra
tic
loss”

o
ften

a
sso
cia
ted

w
ith
in
fl
a
tio
n
targetin

g:

∗
M
o
n
eta
ry
p
olicy

is
p
u
t
in
th
e
h
a
n
d
s
of
b
u
reau

cra
ts;

n
on
-elected

o
ffi
cia
ls

∗
S
o,
even

if
th
e
g
overn

m
en
t
d
ecid

es
o
n
th
e
“
ru
les
o
f
th
e

g
a
m
e”
th
e
cen
tra
l
b
a
n
k
h
asin

stru
m
ent

in
d
ep
en
d
en
ce

—
It
h
elp
s
en
lig
h
ten
in
g
th
e
p
u
b
lic’s

u
n
d
erstan

d
in
g
ab
ou
t
w
h
a
t

d
eterm

in
es
th
e
co
u
rse
of
p
olicy
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•
A
s
in
d
ica
ted
,
m
o
st
(if
n
ot
a
ll)
in
fl
atio

n
ta
rg
eters,

a
re
“
fl
ex
ib
le,”

i.e.,
p
u
t
so
m
e
w
eig
h
t
o
n
sh
o
rt-ru

n
fl
u
ctu
a
tion

in
econ

o
m
ic

a
ctiv

ity

•
T
h
erefore,

it
is
n
ot
–
as
em
p
h
a
sized

b
y
B
ern
a
n
k
e
a
n
d
M
ish
k
in

–
a
ru
le

—
...w
h
en
a
ru
le
is
u
n
d
ersto

o
d
as
a
rig
id
set
o
f
in
stru

ction
s
a
n
d

o
b
jectiv

es

—
L
ik
e
a
“
k
%
m
o
n
ey
g
row
th
ru
le”
....

—
....o

r
so
m
e
in
terest

ra
te
ru
le
to
b
e
fo
llow

ed
m
ech
a
n
ica
lly

•
In
stea

d
,
it
sh
o
u
ld
b
e
v
iew
ed
a
s
a
su
ita
b
le
fram

ew
ork

fo
r

m
o
n
eta
ry
p
olicy

m
a
k
in
g;
i.e.,

—
O
n
e
th
at
m
ak
es
clea

r
w
h
a
t
th
e
m
a
in
o
b
jectiv

es
of
m
o
n
eta
ry

p
o
licy

are

—
O
n
e
th
a
t
th
ro
u
g
h
o
p
en
n
ess
a
n
d
in
fo
rm
a
tio
n
sh
a
rin
g
ex
p
la
in
s

h
ow
th
ey
a
re
attain

ed
(an
d
w
h
ich
o
b
jectives

m
on
eta
ry
p
o
licy

ca
n
n
ot
a
ch
iev
e)

—
O
n
e
th
a
t
secu

res
th
at
m
issin

g
th
e
o
b
jectiv

es
w
ill
carry

a
co
st

for
th
e
p
ractitio

n
ers
(acco

u
n
ta
b
ility

)

—
O
n
e
th
at
ex
p
la
in
s
w
h
en
certain

ev
en
ts
m
ay
ca
ll
for

certa
in

d
ev
ia
tio
n
s
fro
m
p
rev
iou
s
p
la
n
s

—
....i.e.,

it
is
a
fra
m
ew
o
rk
th
a
t
a
p
p
rop
riately

“con
strain

s
d
iscretion

”

7

•
C
on
trov

ersies:

—
W
h
a
t
is
th
e
a
p
p
rop
ria
te
ra
te
of
in
fl
a
tion

?
0
%
?
2
%
?
20
%

—
W
h
ich
in
fl
a
tion

rate
is
ap
p
ro
p
ria
te
to
sta
b
ilize?

—
Is
in
fl
a
tion

a
t
all
co
n
trolla

b
le?

—
C
a
n
“
m
isses”

n
o
t
alw
ay
s
b
e
b
la
m
ed
o
n
o
u
tsid

e
ev
en
ts????

•
Is
th
is
in
a
n
y
ca
se
th
e
o
n
e
a
n
d
on
ly
an
d
b
est
reg
im
e
fo
r
m
o
n
eta
ry

p
o
licy
?

—
T
im
e
w
ill
sh
ow
......(a

n
d
o
f
co
u
rse,

yo
u
ca
n
b
e
a
“
b
ad
”
in
fl
a-

tio
n
ta
rgeter)

—
O
n
e
u
n
d
isp
u
tab
le
p
o
sitive

th
in
g
a
b
o
u
t
in
fl
a
tio
n
ta
rgetin

g
is

h
ow
its
em
ergen

ce
h
as
p
u
t

in
creased

focu
s
an
d
d
eb
ate

on
m
on
etary

p
olicym

akin
g
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A
sim
p
le
static

w
ay
o
f
m
o
d
elin
g

in
fl
a
tio
n
ta
rg
etin

g

•
W
h
ile
th
e
p
ra
ctica

l
im
p
lem
en
ta
tion

o
f
in
fl
a
tio
n
targetin

g
ta
kes

m
a
n
y
d
iff
eren

t
form

s,
it
is
in
h
eren

tly
a
d
y
n
a
m
ic
b
u
sin
ess

—
T
h
ere

are
lag
s
a
n
d
u
n
certa

in
ties

in
v
o
lv
ed
from

a
p
o
licy

d
eci-

sio
n
is
m
a
d
e
u
n
til
it
h
a
s
eff
ects

o
n
o
u
tp
u
t
a
n
d
in
fl
atio

n

•
N
ev
erth

eless,
a
sim
p
le
sta
tic
m
o
d
el
ca
n
b
e
illu
stra

tiv
e
in
fo
rm
a
lly

m
o
d
ellin

g
in
fl
a
tio
n
targetin

g

—
H
ow
is
p
olicy

co
n
d
u
ct
a
d
ju
sted

in
resp

o
n
se
to
sh
o
ck
s?;
ch
an
g
es

in
th
e
in
fl
atio

n
ta
rget?;

ch
an
g
es
in
in
fl
a
tion

ex
p
ecta

tion
s?;

h
ow
is
p
o
licy

p
referen

ces
a
ff
ectin

g
p
erform

an
ce?;

a
n
d
so
fo
rth

•
M
o
d
el
is
p
a
rt
o
f
recen

t
tren

d
o
f
ta
k
in
g
o
u
t
th
e
L
M
-cu
rv
e
in

m
a
cro
eco
n
o
m
ic
teach

in
g

•
C
on
ven
tio
n
a
l
IS
-L
M
-A
S
m
o
d
ellin

g
is
ra
th
er
ill-su

ited
to
eva
lu
a
te

in
fl
a
tio
n
ta
rgetin

g,
as
it

—
F
o
cu
ses
o
n
th
e
p
rice

level

—
Ig
n
ores

p
olicy

p
referen

ces

9

•
T
h
ro
u
g
h
elim

in
a
tio
n
o
f
th
e
L
M
cu
rv
e,
th
e
n
o
m
in
a
l
in
terest

ra
te

is
ta
k
en
to
b
e
th
e
p
olicy

in
stru

m
en
t,
an
d
th
e
m
o
d
el
co
n
sist

o
f

p
rim
a
rily

tw
o
eq
u
a
tion

s

—
A
n
ex
p
ecta

tio
n
s-a
u
g
m
en
ted

P
h
illip

s
cu
rv
e

—
A
rela

tion
sh
ip
b
etw
een

in
fl
a
tion

a
n
d
th
e
o
u
tp
u
t
g
a
p

d
escrib

in
g
th
e
p
o
licy

ch
oice

(an
d
p
referen

ces);

a
n
“in
fl
a
tion

ta
rg
etin

g
ru
le”

—
T
h
e
n
o
m
in
a
l
in
terest

ra
te
ca
n
th
en
resid

u
a
lly
b
e
d
erived

fro
m

a
n
IS
relatio

n
sh
ip
(cf.

C
la
rid
a
et
al.,

1
99
9
)

•
T
h
e
P
h
illip

s
cu
rve:π

=
π
e
+
a
x
+
e,

a
>
0

(1
)

—
π
a
n
d
π
e
is
a
ctu
al
a
n
d
ex
p
ected

in
fl
a
tion

,
resp

ectively

—
x
is
th
e
o
u
tp
u
t
g
a
p

—
e
is
a
n
in
fl
a
tion

sh
o
ck

—
P
o
sitiv

ely
slo
p
ed
P
S
cu
rve

in
(x
,π
)-sp

ace
w
ith

in
tercep

t

π
e
+
e

1
0



•
T
h
e
“
in
fl
atio

n
ta
rg
etin

g
ru
le”
(n
o
te
th
e
w
o
rd
ru
le
is
n
ot
m
ea
n
t

in
a
“strict”

sen
se)

—
A
d
escrip

tion
of
h
ow
th
e
cen
tral

b
a
n
k
m
in
im
izes

fl
u
ctu
a
tio
n
s

in
in
fl
a
tion

a
rou
n
d
th
e
n
u
m
erical

in
fl
atio

n
target,

π
T
,
an
d

fl
u
ctu
atio

n
s
in
th
e
o
u
tp
u
t
g
ap

—
Im
p
licit

ou
tp
u
t
ga
p
ta
rg
et
va
lu
e
is
zero

–
refl
ectin

g
th
a
t

m
o
n
etary

p
o
licy

ca
n
n
ot
p
erm

a
n
en
tly
ra
ise
o
u
tp
u
t
ab
ove

th
e

n
atu
ra
l
ra
te
=
>
n
o
in
fl
a
tion

b
ias
co
n
sid
era
tio
n
s
u
n
d
er

in
fl
atio

n
ta
rg
etin

g

—
T
a
rg
etin

g
ru
le:
m
a
rg
in
a
l
co
st
o
f
p
o
licy

eq
u
a
ls
m
argin

a
l
g
a
in

—
M
a
rgin

al
co
st
o
f
o
u
tp
u
t
g
ap
fl
u
ctu
atio

n
s

λ
x
,

λ
>
0

—
M
a
rgin

al
co
st
o
f
in
fl
atio

n
fl
u
ctu
a
tio
n
s

k ¡π−
π
T ¢

,
k
>
0

—
A
ssu
m
e
a
recession

,
x
<
0;
th
e
cen
tra
l
b
a
n
k
ex
p
a
n
d
s
p
o
licy

b
y
∆
x
>
0
o
b
ta
in
in
g
a
m
argin

a
l
g
a
in
in
term

s
o
f
o
u
tp
u
t:

−
λ
x
∆
x

—
T
h
e
in
fl
a
tio
n
target

w
ill
b
e
oversh

o
t,
i.e.,

a
m
a
rg
in
al
lo
ss

o
ccu
rs
in
term

s
o
f
in
fl
atio

n
.
In
fl
a
tio
n
raises

b
y
a
∆
x
,
so
th
e

m
a
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