Challenges for
inflation targeting:
Swedish experiences
when introducing an

inflation target

DI E R 172G ZE. S Rel o K S™TB A

National Bank
of Ukraine

20 May 2016

Deputy Governor

Per Jansson




The best first: A great success
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Some Swedish lessons (1 of 2)

* IT needs broad-based backing

* In SE, wage formation and fiscal policy were reformed at the
same time

* At the beginning, keep it simple!

* Short and easy-to-read reports focusing on actual and
(longer-term) expected inflation

 Talk to the general public, not economics professors

* Do not jump immediately to DSGE models and complicated
policy trade-offs

* Being an "inflation nutter” in the beginning may make it
easier to gain credibility, but switch quickly to FLIT when
credibility has been established
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Some Swedish lessons (2 of 2)

* Do not create the impression that you can do more
than you actually can!

e Coarse-tuning rather than fine-tuning
* Persistent deviations from IT are very likely to occur
* Be open and transparent but take steps gradually
when you are ready for them

* Openness makes it easy to criticise the CB but over time
builds legitimacy, credibility and institutional robustness

* Publishing detailed forecasts of a huge array of variables is
not necessarily an important aspect of openness...

RIKSBANK



Better wage formation has led to
greater purchasing power and more

SVERIGES

stability
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Reformed fiscal policy without
deficit bias
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New Swedish economic policy
framework deemed credible S
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Repo rate could be cut quickly
when credibility was established E&&
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The importance of transparency

Measures by the Riksbank:

* Monetary policy reports including forecasts and policy
rate paths

* Minutes from EB monetary policy meetings
* Speeches and presentations by EB members

* Internal and external assessments of the monetary
policy

* Parliamentary committee hearings
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Thank you!




Lower and more stable inflation 0
since the inflation target
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Negative rate and
QE programme
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Inflation too low for many years =1
and falling inflation expectations E&
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vertical line refers to the announcement of the negative
interest rate (-0.1 per cent) and the first government
bond purchase of 10 billion SEK in February 2015.



Expansionary monetary policy
necessary to safeguard a credible
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inflation target
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Coupons and redemptions from the
Riksbank’s holdings of Swedish
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government bonds
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Lending and deposit rates have
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followed the repo rate... S
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... and so have market interest rates k&
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Too strong appreciation of krona
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exchange rate so far prevented S
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Little use of the Swedish Debt Office ==
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facilities for government bonds
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Swedish banks are very profitable =
despite negative interest rates
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Worrying trends in housing prices Ks
and household debt
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Pass-through will be quick when
interest rates change
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Valuation of Swedish stock market
is at historical high
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Inflation and
digitalisation




Not obvious that digitalisation is an ,
important source of recently low inflation K=&
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Weights for telecommunications in E=
CPI fairly stable AR
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