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Malsaetninger for pengepolitik




Monetary policy

Price stability

Article 105 of the Treaty establishing the European Community
“l. The primary objective of the ESCB shall be to maintain price stability.

Without prejudice to the objective of price stability, the ESCB shall support the
general economic policies in the Community with a view to contributing to the
achievement of the objectives of the Community as laid down in Article 2.”
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4| En preecisering af ECBs mélseetning

Definition in 1998: "Price stability shall be defined as a
year-on-year increase in the Harmonized Index of
Consumer Prices (HICP) for the euro area of below 2%.
Price stability is to be maintained over the medium term”.

Following a thorough evaluation of its monetary policy
strategy in 2003, the Governing Council further clarified
that, within the definition, it aims to maintain inflation rates
below but close to 2% over the medium term.

Kilde: ECB (2004)




=4 Sveriges Riksbanks mal

+ Malet for penningpolitiken ar enligt riksbankslagen att
"uppratthalla ett fast penningvéarde". Riksbankens tolkning
av detta mal ar att inflationen ska vara lag och stabil.

+ Mer precist ar Riksbankens mal att halla inflationen kring
2 procent per ar, dar inflationen mats som den arliga
forandringen i konsumentprisindex (KPI1). Runt malet finns
ett toleransintervall pa plus/minus 1 procentenhet.




Bank of Englands malsaetning

11 Objectives
In relation to monetary policy, the objectives of the Bank of England shall be —
(a) to maintain price stability, and

(b) subject to that, to support the economic policy of Her Majesty’s Government,
including its objectives for growth and employment.

12 Specifications of matters relevant to objectives

(1) The Treasury may be notice in writing to the Bank specify for the purposes of section
11 -

(a) what price stability is to be taken to consist of, or

(b) what the economic policy of Her Majesty’s Government is to be taken to be.
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| hereby re-confirm the target as 2 per cent as measured by the 12-month increase in the
Consumer Prices Index (CPI). In accordance with the Act, | also confirm that the economic
policy of Her Majesty’s Government is to achieve high and stable levels of growth and
employment by raising the sustainable growth rate and creating economic and employment
opportunities for all.



-4 Fed’'s malsaetning

+ FEDERAL RESERVE ACT
+ SECTION 2A—Monetary Policy Objectives

+ The Board of Governors of the Federal Reserve System
and the Federal Open Market Committee shall maintain
long run growth of the monetary and credit aggregates
commensurate with the economy's long run potential to
Increase production, so as to promote effectively the
goals of maximum employment, stable prices, and
moderate long-term interest rates.




=4 Sammenfatning om malseetninger

+ State of the art er inflationsmalsaetning

+ Spgrgsmal om lille aben gkonomi
+ Forskel i konkrete inflationsmal er begraenset
+ Forskel ligger i hvor praecis malsaetningen er

+ Jo mere brug for at opbygge troveerdighed, jo mere
praecis



Centralbankers virkelighed




Et 38 ar gammelt statement om pengepolitik

Friedman AEA presidential address 1968 i

"l believe that the potentiality of monetary policy in offsetting
other forces making for instability is far more limited than is
commonly believed. We simply do not know enough to be
able to recognize minor disturbances when they occur or to
be able to predict either what their effects will be with any
precision or what monetary policy is required to offset their
effects. We do not know enough to be able to achieve
stated objectives by delicate, or even fairly coarse, changes
in the mix of monetary and fiscal policy. In this area
particularly the best is likely to be the enemy of the good.
Experience suggests that the path of wisdom is to use
monetary policy explicitly to offset other disturbances only
when they offer a "clear and present danger.”




Table I - Summary Sratiztics of Final Bevidions - Fell Sxmple

Data revideres betydeligt og meget stgj

= Slean Wimbmom  lauisum Sl Dev,  Mobe ( Sgmall Corrowilh lnbial 400 0y v (19
Havinkens sz Perceniage f lalilal Amsancammin
Supormred Cnipre 148 150% -1 5 L 12%, 0T - (38} LRI
ol ezl 140 123 %: -1 T4% rS FilY LT - k.12 LLELI]
BaoeFarm Parpmel] Brepd oyt L rrl i Th % =1 rirri L TP - {0h LLELI]
dimize Prodechon lesde: | Totel Sdesiry) 445 104 % -3 30 s 1 Het - A LRI
Stk |'|"I-dl'.l.'|l-|:r.|r1|-ﬂ'.'.'|‘.‘|l:lr.|’ﬂ.'|l’.l1l£| = B L -4, 13% 251% =2 - s [IRET]
Lavel ol Herhilam
Sormranll Uirovnh of Bl Oudpral 157 118 % -1 5% 200 L fe] % 24 i 14 (L LRI
Arerodl Uowsh af Morirsl Laden 150 I8 -1 T4% A Y L [l L1 [ E LLELI]
vl [ndion {Ckrel Deflaier 157 3105 ] LI2% L3 00y [N E AT [IRET]
Areredl Ueowsh af Lelss Frslazanily 123 L L L13% RS Y 1. 3% (o} = TN | AT [TRL1]
S l.t.'\-'.--_1-|l'.'..'\-||-r'|.r|r.l'|||:|1'\-:LI'Jr.|1|-:|1||-:lr. 404 (E L LEMS L% [ LERL L} Lh ] sl
Sorereall Uovnh, of nedestrosd Prodecten (Tobl oty Las] 1E6% ~LE L Y L 030 Ly kA2 LRI
Arproll Ueowsh af ndestes |'|"Idll.'b:r.-'5-lﬂr]|’lﬂ.l:ﬂ,‘.l_l rat L -Ldk 20000 L11% Lot ELE 1] Al s}
Crmatnrly Cirowth of Mol ot 157 T8 % LB 5 L2%, L% LR b | AL AL s
Chmatorly lrowth of Momieal Celpod 157 125 % -3 AR LR [ il Ll il LI L)
-,,."l.uI:-lI-.'lr.I'IlL:-'l:J-quI i) 150 .11 -1 2 1a% LT L+ e L1x ELE LI
Caaterly lircwth o2 Lk Produchaty 121 SEt LTS, = i LI .17 LLE L]
Aelrerduy Lirvwla af ®rn-Fam Fayzedl sinparpernel 404 Tl = ] L LY 1A% kd (LR L] LB [TRL1]
.'.Il-lr.ll.:rlill-'ﬂ'l:cl'l:l:l.ul:l.d ProZusdioe: | Fodal Indesdy | 4] 111% pr-iie Loy I8 1% 4 TMs [ F ] TR e [IRET]
Belraviily Lirowda af biiskwml I'n::l.n.'lu.'\-r.'h‘l.nr.l‘l.rhnr.l;l ra. L | LI % =12 A 145 % 4 S .51 L] il | il
Lrvaen Lnmmplzvineel Exa 150 LR b S L] s LU L Lo Ll St g LLELI]
Capschy Lah=eion (Tos basky) ard 1L ]4% =1. MM r L el Lo L LU P2 LI CI}
Chpechy Lahmizon [Sedateg | e ) [L14%% =L 1" ri Y LR 32K L4l LT LRI

Mo Al membly sl qracierds groweh vasne s sreaskoed. Foldlecs deras ggefleorcs 8 16 el
memccmad witk ks S - miric 8 S0 lge

Kilde: Arouba (2005)
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Stor usikkerhed 1 model sk@n

Table 1
Four-quarter growth in real GDPand PCE prices: zelected FRE/US model forecasts
Real GDP PCE prices
forecast date | forecast data data - forecast™ | forecast data  data - forecast”
July 1996 2.2 4.0 1.8 2.3 1.9 -0.4
July 1997 20 3.5 1.5 24 0.7 -1.6
Aug. 1995 1.7 4. 24 1.3 1.6 0.1
Aug. 1999 3.2 5.3 21 21 2.5 0.3
Aug. 2000 4.5 0.8 -3.7 18 1.5 -0.3

*40) growth forecastz from the vintage of the year shown; e.g. for GDP in July 1996,
forecast =100 GDP[1907-02) /GDP1996:021-1), compared againat the "first final”
data contained 1n the database two forecasiz hence. So for the same example, the

firzt final 12 from the November 1997 model database.

Kilde: Tetlow (2005)




Multiplikatorsken varierer

Estimates of responses of real GOPF and consumer prices to a

| percentage point increase in the policy-controlled interest rate
in the suro area

Real CIVP Comamner prices
Yemr l YearI Yeard Yeard TYewrl Yerl Yoard Yeard
Model 1 -0.34  -0071  -0.71  -0.63 <0015 -030  -03R -0.49

hodal 2 -0.22  -0E3E 029 004 -00%  -021 -0.31 -0.40
hodal 3 -0.34 -047 -03T7 -028 -006 000 019 03]
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Kilde: ECB (2004)



Svaret pa centrale policy spgrgsmal er uklart
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More precisely, the experiment is conducted by simulation, setting the target rate of inflation in a Taylor rule
to one percentage point below its baseline level. The sacrifice ratio is cumulative annualized change in the
unemployment rate, undiscounted, relative to baseline, divided by the change in PCE inflation after 5 years.
Other rules would produce different sacrifice ratios but the same profile over time.

Kilde: Tetlow (2005)




Monetary policy

The monetary policy strategy of the ECB

Prlmarylobjectwe of prlce_stablllty

Governing Council takes

. monetary policy decisions
ECO“O!:“IC based unyapunif};ed n\terall MO““?"Y
al'la|YSIS assessment of the risks analys’s

to price stability

i |

_: Cross-checking ;‘(

Full set of information




Sammenfatning om virkelighed
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Realtidsdata indeholder en masse stgj

Det er meget sveert at skanne om fremtiden

Vores viden om effekt af renteaendringer er rudimentaer
Der er brug for at kigge pa alle relevante indikatorer



En holistisk approach
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Monetary policy

The transmission mechanism

M3

Money, credit

\[®,

Supply and demand in goods

‘ and labour markets




i Hvordan seettes renterne i Euroomradet i praksis

+ Forskellige metoder




ECB om verdensgkonomi og pengeforhold

The global economy has continued to expand at a robust pace, mostly propelled by the
United States and China, which remain the two main engines of global activity. The
outlook for the world economy remains fairly benign, underpinned by favourable
financing conditions and healthy corporate profits — a picture which is reflected in
leading indicators for industrial countries. The main sources of risk to this positive
outlook continue to be associated with renewed pressure on energy prices and the
persistence of global imbalances.

In March 2006 annual M3 growth rose to 8.6%, the strongest rate observed since July
2003. The low level of interest rates remained the key driver of underlying monetary and
credit dynamics. At the same time, there appears to have been no further dampening of
M3 growth stemming from an unwinding of past portfolio shifts. In an environment of
already ample liquidity, strong money and credit growth points to upside risks to price
stability over the medium to longer term. Monetary developments therefore need to be
monitored closely, especially in the light of the strengthening of economic activity and of
strong asset price dynamics.

Kilde: ECB (2006)



ECB om prisudvikling og realgkonomi

Euro area inflation was estimated at 2.4% in April 2006. Domestic inflationary pressures
have so far remained subdued, but pressures from commodity prices, in particular oil,
have kept euro area inflation above 2%. Such pressures, as well as the high volatility of
oil and energy prices, are expected to continue affecting the short-term inflation outlook.
Risks to price stability remain on the upside and include further increases in oil prices, a
stronger pass-through of the latter into consumer prices than currently anticipated and
additional increases in administered prices and indirect taxes. Furthermore, the risk of
stronger than expected wage developments due to second round effects remains,
particularly in the context of a more favourable economic environment.

Available economic data suggest that the recovery gained momentum at the start of 2006,
implying that the slowdown observed in the fourth quarter of last year was temporary.
The positive readings of survey indicators, together with industrial production and labour
market data, point to a strengthening of economic activity. The outlook for the euro area
continues to be supported by favourable developments in the external environment, gains
in earnings and business efficiency, and very favourable financing conditions. However,
these prospects are still subject to downside risks stemming from uncertainties
surrounding oil price movements and global imbalances.

Kilde: ECB (2006)




ECBs specielle interesser

Boxes:

1. Longer-term developments in loans
to the private sector

2. The results of the April 2006
pank lending survey for the euro area

3. Results of the ECB Survey of Professional
—orecasters for the second quarter of 2006

4. Estimates of the euro area capital stock

5. The usefulness of business tendency survey
Indicators for conjunctural analysis

Kilde: ECB (2006)



ECB Projections

{avarage anmaal percentage changss)!

004 1005 1006 T

HICP 2.1 2.1-2.3 |.6-2.6 l.4-2.4
Real GDP L.& l.2-1.6 l.4-2.4 l.4-2.4
Private consumption l.4 [.1-1.5 0.9-1.9 0.6-2.2

Govarnment consumption I.1 0.4-1.6 [.1-2.1 0.5-1.5

Gross fixed capital formation I.6 l.4-2.4 |.6-4.6 1.5-4.7

Exparta {gaods and services) bl 2.6-5.4 4.%-7.5 4.1-7.3

Impaorts (goods and sarvices) 6.3 L4-6.0 4.2-T.6 i5-6.9

1y For sach variable and horizon, ranges are based on the awverage absolute difference between the actual cutcomes and past
projections by euro area central banks. The prajections for real GDP and its componants refer to working-day-adjusted data. The
projections for eccports and import2 include infra-euro area trade.

taverags annual percentage changas) )

2005 i1 (a1 007
HICP 2.2 1.9-2.5 1.&-2.8
Raal GOF 1.4 1.7-2.5 S-2.5
Private consumpticn 1.4 1.1-1.7 0.6-2.0
Government consumption 1.2 1.4-2.4 0E-1.8
Gross fixed capital formation 2.2 24-50 1.8-5.0
Exporis {goods and sarvices) 1.8 4.2-7.2 1.8-7.0
Imporis {goods and sarvices) 4.6 4.2-T.6 14-6.8

1y Poreach variable and horizon, ranges are basad on the average absolute difference bebtwesn achial culcomes and previcus projections
by aurc area central banks. The projecticns for real GDP and its components refer to working-day-adjusted data. The projections for
exports and imports include intra-eure area trade.

Kilde: ECB (2005+2006)




Sammenfatning om holistisk approach

+ Der er ingen "single” indikator

+ Transmissionsmekanismen er kompleks

+ Alle aspekter af den gkonomiske udvikling vurderes
» Situationsspecifikke forhold vurderes ekstra ngje

+ ECBs projections ligger pa linje med andres



Finansielle forholds betydning




Tre grunde til at finansielle faktorer er vigtige

+ Farste led | transmissionsmekanismen
+ Realtids indikatorer
+ Finansiel stabilitet og priser pa finansielle fordringer




Finansieringsforhold - indikatorer

Baal cost of bank and market-bazad debt and equity financa
Crverall real cost of corporata finance
Premia on dabt financing
— Corporate bond spreads (broken down by rating and
sachar)
— Credit default swap spraads by sactor

Bank lending

— Mon-syndicated lending

— Syndicated lending

— Loan demand and its determinants
{Bank Lending Survey)

Bond issnanca

— Dbt sacurities issned by non-financial corporations and
non-monstary financial corporations

— Mon-financial corporate bond issuanes (broken down
by rating and sactar)

Equity izsuance

— [P and SPOissnance

— Equity issnanes (broken down by sactar)

of barrowers
— Corporate credit risk (rating) changes
— Levarage ratios
— Bustainability ratics
— Expacted earnings par share
— Financing gaps
of lendars
— Credit standards and their underlying factors
{Bank Lending Survey)
— Banks" compatitive conditions (Bank Lending Survay)
— Bank capital ratiog
— Bank cradit rigk rating changes
— Bank profitability ratios
— Bank (expactad) eamings per shara
— Bank indicators constructed from financial markats data

Kilde: ECB (2005)




=3 Finansieringsforhold - transmissionsmekanisme
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Kilde: ECB (2005)




Finansieringsomkostninger

Kilde: ECB (2005)
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Sources: ECB calculations, Thomson Financial Datastream,
Merrill Lynch and Consensus Economics forecast.

MNotes: The overall cost of financing is calculated as a
weighted average of the cost of bank lending, the cost of debt
securities and the cost of equity, based on their respective
amounts outstanding and deflated by inflation expectations.
The introduction of the harmonised MFI lending rates at the
beginning of 2003 led to a statistical break in the series. For a
detailed description of how the different indices are
calculated, see ECB (2005a).



The Bank Lending Survey
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Kilde: ECB (2005)




Realtidsindikator for inflationsforventninger

(percentages per annumj

e 3012 maturity break-even inflation rate
ssens I00F maturity break-even inflation rate
Consensus Economics forecasts six o ten years ahead
& ECE's Survey of Professional Forecasters
five years ahead
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2002 2003 2004

Sources: Consensus Economics, Reuters and ECE calculations.

Kilde: ECB (2004)




Indikator for investorusikkerhed

Kilde: ECB (2004)

m 21pirical distribution
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Mate: The distributions shown for March 2003 and June 2004
are risk-neuntral probability denszity functionz calculated
using the pricesz of options with 20 days to maturity on the
Dow Jones EURO STOXX 50 index.



Finansiel stabilitet og priser pa finansielle fordringer

+ Selvsteendigt mal
. Del af inflationsmal
+ Del af transmissionsmekanisme




Transparens og forudsigelighed




-4 Greenspan on transparency

"Since | have become a central banker, | have
learned to mumble with great incoherence.

If | seem unduly clear to you, you must have
misunderstood what | said.”

Alan Greenspan, in testimony to US Congress, 1987.




PREDICTARILITY OF MONETARY POLICY

SHORT-TERM LONGER-TERM
PREDICTABILITY PREDICTABILITY
Anticipation of the next Genuine understanding

monetary policy decisions of the objective of

price stability and
the systematic behaviour
of monetary policy

Consistency
between sho-term
and longer-term

Kilde: ECB (2006)




Finansielle markeders reaktion

Kilde: ECB (2006)
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Mote: The bars represent the ratio of the average realised bond
price wvolatility around the time of the releaze of monstary
policy decizionzs and the time of the presz conference to
volatility on corresponding dayvs when there was no meeting of
the Governing Council.



Forskellige typer af transparens

' Political
objectives
numeric targets

L Instimtions .
maiive
7 . ™ o ™y o TR
Economic n | Procedural out Policy rﬂpf]'ﬂnﬂuﬂl - /’ ““\
! . £l i EXECUTE R — effect .
data - STategy decision control emors il Policy
models IImutes explanation fransmission \\{:jut-:nmef/
\ forecasts "y \ voling J \_inclination Y. \ shocks J —

Figure 1: A conceptual framework for transparency.

Kilde: Geraats (2002)



Uddybning om transparens

1. Political transparency refers to openness about policy objectives and
institutional arrangements that clarify the motives of monetary
policymakers. This could include explicit inflation targets, central bank
independence and contracts.

2. Economic transparency focuses on the economic information that is used
for monetary policy, including economic data, policy models and central
bank forecasts.

3. Procedural transparency describes the way monetary policy decisions are
taken. This includes the monetary policy strategy and an account of policy
deliberations, typically through minutes and voting records.

4, Policy transparency means a prompt announcement and explanation of
policy decisions, and an indication of likely future policy actions in the form
of a policy inclination.

5. Operational transparency concerns the implementation of monetary policy
actions, including a discussion of control errors for the operating
instrument and macroeconomic transmission disturbances.

Kilde: Geraats (2002)



Afsluttende betragtninger




=8 Mankiw’s rad til Bernanke

+ Gradvis eendring af kommunikation mod regel
baseret inflation targetting

+ Klar tale pa FED relaterede omrader ellers kun
@konom standens konsensus synspunkter

+ Hold kedelig offentlig profil
+ Hab pa at du er heldig

Kilde: Mankiw (2006)



-~ Sammenfatning

+ ECBs mal er prisstabilitet, men tidshorisonten er
pragmatisk

+ At fare pengepolitik er som at kare bil, hvor man kun ma
kigge ud af en snavset bagrude, og der er slar | rattet

+ Der er ikke en afggrende indikator, men et behov for at se
det samlede billede

+ FiInansielle variabler giver et vigtigt realtids input

+ Der er sma, men velbegrundede forskelle fsa.
transparens.
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