


Abstract

This paper provides an evaluation of the effectiveness of inflation targeting in four

industrial countries -- New Zealand, Canada, the United Kingdom, and Sweden -- focussing

on the recent period of economic recovery. Evidence drawn from fmancial market data

suggests that credibility of their inflation targeting regimes on balance has deteriorated during

the past year and a half, as reflected mainly in sizeable increases in medium- and long-term

interest rates. Even after accounting for spillovers from increases in real rates globally

(which appear to have been important) and cyclical effects, recent increases in long-term

interest rates appear to be incompatible with the possibility that market expectations for

inflation have remained on track with official objectives. The deterioration of credibility

during this period, however, is considerably less than is implied by changes in nominal

interest rates alone and varies considerably across targeting countries. Other evidence

suggests that, although inflation targets have not had any detectable effect in altering the

time-series characteristics of nominal interest rates (and, by implication, of inflation

expectations formation), there is mixed evidence that inflation targets may have helped

stabilize inflation expectations and possibly lowered the inflation-risk premium in some

countries.






















































































































