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PRICE STABILITY AS THE TARGET OF MONETARY POLICY

The focus is on the price stability objective within the framework of the single monetary
policy strategy. Price stability is defined by two conditions: an absence of long-term price-
level uncertainty, and an expected inflation rate of zero. Problems involved in measuring
price increases definitely mean that a slightly positive expected inflation rate is deemed to
satisfy this condition, as long as it is more or less constant. Some economist suggests: settle
for fulfilment of the second condition and ignore the first condition. Price stability is
therefore defined as a situation where expected changes in the average level of price are
small sufficient and gradual sufficient that government do not materially enter business and
household financial decisions.

The second condition and its modification condition are justified by the institutional
approach that stresses the vulnerability of central banks in market economy. It is now
expressed in the form of the expectations snare hypothesis to explain inflation dynamics. If
economic agents expect a high inflation rate, they take protecting actions and the monetary
governance are encountered the following alternatives:

1. They can validate the expectations by increasing growth of money, which
allows them to avoid a recession, but at the cost of higher inflation. ist!
2. They can abstain from increasing growth of money, thus avoiding higher

inflation, but inducing recession. ko

If the central bank is to avoid this snare and ensure monetary stability, it must make it
clear that the first scenario must be ruled out. This is more possible if the central bank is
independent from the government. But regardless of the central bank’s status, everything
depends on its strategy. Quick and decisive actions in response to a substantial change in
price-level expectations, meaning both inflation and deflation expectations, prevents the
triggering of chain reactions that can quickly spin out of control. For these actions,
continuous monitoring is necessary.

The first condition indicates that long-term price-level developments should be stability.
There are many advantages to long-term price stability. It reduces calculation and costs, it
strengthens the role that prices play in the allocation of resources and it eliminates the
imperfections of a tax system. Any uncertainty in this area makes decision making more

difficult. In this case, money does not perform a function - a measure of value, since risk
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premiums make long-term financing more expensive. Consequently, deflection from the
trend line, corresponding to the anchoring of expectations on a given value, must not be too
large, otherwise uncertainty in the economy will increase and hamper investment and
growth.

This may seem only right; if inflation expectations are always anchored and, if there are
no shocks to the economy, then there isn’t the price uncertainty. But the economy of
different countries has its own national characteristics. Central banks cannot be realized the
tight control of prices, nor do they want to, because, if they did and a shock occurred, they
would have to accept major fluctuations in economic activity. This means that inflation may
be as higher or as lower than expected over periods of varying lengths. If that such deviations
become permanent, meaning that the central bank does not attempt to correct past deviations,
then long-term price-level developments become uncertain, despite the stability of inflation
expectations.

The usual form of inflation target can be used to anchor expectations, but it does not
guarantee monetary stability in the full meaning of the term. This requires a supplementary
instrument aimed at reducing long-term price-level uncertainty. On the other hand, the
monetary Friedman’s rule would limit such uncertainty, but it could not ensure sufficiently
solid anchoring of short-term expectations. In theory, the simplest solution to this problem is
to set a price-level target. But this would entail several problems. In practice, the solution is
to adopt a mixed, or hybrid, strategy, where anchoring of expectations is backed up by an
instrument that acts to force the price level back towards a regular trend. Periodic review of
the inflation target, or else the use of a reference value for money growth, can be considered
as means towards this end.

Many central banks have opted for an inflation target. They adjust the interest rate
according to expected developments in inflation and in the output gap at a time horizon that
is generally between 18 months and 2 years ahead. This strategy is an effective way of fixing
inflation expectations over the period concerned. But it may also involve a great deal of
long-term price-level uncertainty. Inflation may in fact be higher or lower than expected. If
consider that deviations from the constant path are permanent, as is usually, the trend in the
price level may be irregular in the long-term, even though there is solid anchoring of
inflation expectations in the shorter term. Everything depends on whether this volatility
creates troublesome uncertainty that could disrupt the functioning of the economy.

A central bank may choose to declare a growth path for the level of price, which is the
same as setting a target for the average long-term inflation rate. The bank then attempts to
correct deviations of the observed growth path from the preset growth path. The advance of
this strategy can be measured by the stationarity of the log price-level series around a linear
trend. In this case, both characteristics of monetary stability can be preserved at the same
time. One of the main advantages of this strategy would be to protect the economy from the
threat of deflation by containing any price volatility. If prices do fall, inflation expectations
will automatically be revised upwards. On the other hand, output and inflation would be
more volatile than they would under an inflation-targeting regime. The reason for this is
simple: when a shock pushes inflation up over its average trend, the inflation rate has to fall
below the average level later on. If the economy can’t be flexible, the greater volatility of the
inflation rate would give rise to greater volatility in output. However, this idea has been
called into question by recent research showing that, under certain conditions relating to the
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formation of expectations and the persistence of output, this strategy can ensure greater long-

term price stability without increasing the volatility of output.
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MNEPCIHEKTUBU PEAJI3BALIL IIJIAHY BEPS B YKPAIHI

[Tnman BEPS (anrn. Base Erosion and Profit Shifting) 6yB po3po6nennii Opranizaiii€ro
€KOHOMIYHOT'O CIIBPOOITHUIITBA Ta PO3BUTKY Yy BIJANOBIAb HA YHUCICHHI BUKJIUKH, IO
3YMOBJIIOIOTh HEBU3HAYEHOCTI y CBITOBIM EKOHOMIIll: BJIMB TIjoOaii3alii Ta 3MIHU B
1J100aapHIM €KOHOMIII, 3acCTaplIiCTh HOPMATUBHOI 0a3u Ta cucTeM OOMiHY iH(opmailiero
MDK KpaiHaMH, 3MiHU B MOJICJISIX aJIMIHICTPYBaHHS MOAATKIB TOIIO. Taki BUKJIMKUA TYpOYIOTh
CYyCHIJIBCTBO MEpeIyciM uepe3 Te, 10 B yMOBax riioOamizailii BEIUKI KOMIIaHii 3MIHIOIOTh
Mozieni O13HeCy BiJl BEJIEHHS MPOCTOI 30BHIMIHBOCKOHOMIYHOI ISJIBHOCTI /10 yTBOPEHHS
TpaHcHarioHanbHNX Kopropariid (THK), sxi 341iCHIOIOTE CBOIO MISUTBHICTh YEPE3 MEPEKy
JOYIPHIX TIAMPUEMCTB 1 3aCTOCOBYIOTh CXEMH IMOJATKOBOTO TIaHyBaHHs. Taki Kopropaiiii,
Ha BIAMIHY Bl MajuX MIAIPHEMCTB, MAIOTh OLIBITY CIHPOMOXHICTH Ta OUIBIN CTUMYIIH
IIPOBOAMTH 3aXO0JH 3 IMOJATKOBOI ONTHMI3aIlii, 0 Ha MPAKTHUIl O3HAYA€E 3aCTOCYBaHHS HE
3a00pPOHEHUX CXE€M PO3MUTTS 0a3u OMOJATKyBAaHHS Ta TMEPEMIIIEHHS JOXOMIB 3 KpaiH 3
BHCOKHM PIBHEM OIOJATKYBAaHHS Y HU3bKOTOJATKOBI FOPHUCIAUKITII.

Cepen Takux cXeM MOXXHa BHJIUJIMTH: TOBapHi omepaiii MK KOMIIAHIIMA TPyHH 3
HEPUHKOBOIO PEHTAOCBHICTIO, HaITAHHS TOCTYT (Hamp. KOHCYIbTAIMHUX, MApKETUHTOBHX,
MOCIYr 3 JOCHIDKEHHS Ta po3po0OoK), omepallii 3 HemaTepiadlbHUMHM aKTHBaMH, BapTICTh
SKUX Ba)XKO OIIHUTH, OTeparllii 31 CIUIaTO JIIEH31MHUX TUIATeXIB (POSITI 32 BUKOPUCTAHHSI
OpeHay, MPOrpamMHOro 3a0e3MeYeHHs, TEeXHOJOTIH, AW3ailiHy MPOJYKIIi TOIIO) Ta 1HIII
noAiOH1 omeparlii, Mo MOXYTh MPU3BOJUTH 0 3aBUILECHHS BUTpPAT ab0 JOXOIIB CTOPIH
omepallli. YHUKHEHHSI OIMOJATKyBaHHS MOXe BiAOYBaTHCS 4Yepe3 ONTUMI3aIlI0 CTPYKTYpHU
TPyIH, 3a SKOi MepPeMIleHHs MPUOYTKIB Yy HU3bKOMOAATKOBI IOPUCIUKINT YMOKIUBITIOETHCS
HEY3TO/DKEHICTIO HOPMATUBHOI 0a3u KpaiH, MpOorajifHaMU y MIDKHAPOJHUX KOHBEHIISIX,IIO
(GhaKTHYHO CIpHsIE€ TIOABIMHOMY HEOMOJATKYBAHHIO OTPUMAHOTO JOXOY.

[lnan BEPS mnarminennii Ha BUpINIEHHS MOpoOJieM, TMOB’S3aHUX 13 3aCTapuUICTIO Ta
HEY3TO/DKEHICTIO HOPMATHMBHOI 0a3u KpaiH Ta MDKHApPOIHUX YTOJ, BUKOPHUCTAHHS CXEM
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