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Anchor Advantages Disadvantages

Monetary 
targeting

Some monetary aggregates can be quickly 
and easily controlled by the central bank.

Depends on a well-defi ned and stable relationship 
between monetary aggregates and nominal 
income. With fi nancial innovations, this stability 
often breaks down.

Monetary aggregates can be accurately 
measured (with short lags).

Greater stress on making policy transparent 
(clear, simple and understandable) and on 
regular communication with the public may 
undermine credibility in the face deviations.

Increases the transparency of monetary 
policy,  thereby avoiding the t ime-
inconsistency trap.

Nominal 
income 
targeting

It could be superior to monetary targeting, 
since it avoids the problem of velocity shocks 
and time inconsistency.

Compels a central bank to announce a potential 
GDP growth number, over which it has limited 
control.

Allows a country to maintain independent 
monetary policy.

Concept of nominal GDP is not clearly understood 
by the public, lowering transparency.

Could engender time inconsistency if the central 
bank announces too low or too high a number, 
which subsequently is found to be different from 
the announced one.

Exchange 
rate 
targeting

The nominal anchor of the exchange rate 
fi xes the infl ation rate for internationally 
traded goods and thus, contributes directly 
to keeping infl ation in check.

The central bank has limited control over its 
monetary policy.

If the exchange rate target is credible, it 
anchors inflation expectations to the 
infl ation rate in the anchor country to whose 
currency it is pegged.

The country becomes vulnerable to shocks 
emanating from the country to which its 
currency is pegged.

Has the advantage of simplicity and clarity; 
well understood by the public.

Speculative attacks on the exchange rate might 
force the central bank to substantially raise its 
interest rates, with signifi cant economic costs.

Infl ation 
targeting

Preserves independence of monetary policy. Too much focus on infl ation often at the cost of 
output stabilisation.

Provides a nominal anchor for the path of 
price level.

Long and variable lags in monetary transmission 
means that a substantial amount of time must 
elapse before the success of monetary policy can 
be ascertained.

(Contd...)

Appendix Table II.1: Nominal Anchors – Pros and Cons
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Anchor Advantages Disadvantages

Clear and simple; hence, well-understood by 
the public.

Effi cacy could be compromised if interest rates 
hit a zero lower bound.

Transparency increases the potential for 
promoting low infl ation expectations, which 
helps to produce a desirable inflation 
outcome.

A rigid rule does not allow enough headroom 
(discretion) to respond fl exibly to unforeseen 
contingencies.

Price level 
targeting

Lowers uncertainty about prices that would 
prevail in the near future.

Poses communication challenges. Under this 
approach, the central bank, at a minimum, needs 
to specify both an intercept (level of target in the 
base period) and a slope (rate of increase in target 
price path over time), over and above a time 
period.

Allows economic agents to form forward-
looking expectations, based on current price 
levels.

Not practical experience on the success or failure 
of its implementation across countries in 
modern times1.

Can prove effective when nominal interest 
rates hit the zero lower bound.

The transition costs of moving to this practice 
(for countries already on infl ation targeting) 
could be large and uncertain.

Just-do-it 
strategy

Constructive ambiguity in policy making 
often helps central bank achieve its long-
term goal (price stability).

Non transparent; not clear to the public what 
the central bank intends to do (or, is doing).

Demonstrated success. Strongly dependent on skills and preferences of 
individuals in charge of the central bank.

1   In 1931, Sweden went off the gold standard and adopted a price-level target in order to counter defl ationary pressures associated with the Great 
Depression (C. Berg and L. Jonung, 1999. Pioneering Price Level Targeting: The Swedish Experience 1931-1937, Journal of Monetary Economics 43, 525-51).

Appendix Table II.1: Nominal Anchors – Pros and Cons (Concld.)
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Appendix Table II.4A: Individual Countries Infl ation Targets

Country Target Measure Target 2013 Target Type

Armenia  H CPI    4% ± 1.5 pp P + T
Australia  H CPI    2% - 3% Range
Brazil  H CPI    4.5% ± 2 pp P + T
Canada  H CPI    2% (mid-point of 1%-3%) P + T
Chile  H CPI    3% ± 1 pp P + T
Colombia  H CPI    2% - 4% Range
Czech Republic  H CPI    2% ± 1 pp P + T
Ghana  H CPI    9% ± 2 pp P + T
Guatemala  H CPI    4% ± 1 pp P + T
Hungary  H CPI    3% Point
Iceland  H CPI    2.5% Point
Indonesia  H CPI    4.5% ± 1 pp P + T
Israel  H CPI    1% - 3% Range
Mexico  H CPI    3% ± 1 pp P + T
New Zealand  H CPI    1% - 3% Range
Norway  H CPI    2.5% Point
Peru  H CPI    2% ± 1 pp P + T
Phillippines  H CPI    4.0% ± 1 pp P + T
Poland  H CPI    2.5%  ± 1 pp P + T
Romania  H CPI    2.5% ± 1 pp P + T
Serbia  H CPI    4.0% ± 1.5 pp P + T
South Africa  H CPI    3% - 6% Range
South Korea  H CPI    2.5% - 3.5% Range
Sweden  H CPI    2% Point
Thailand  Core Infl ation 0.5% - 3.0% Range
Turkey  H CPI    5.0% ± 2 pp P + T
United Kingdom  H CPI    2% Point

H CPI - Headline CPI;  P+ T - Point with tolerance;  PP – Percentage point
Source: Hammond G. (2012);”State of the art of infl ation targeting”, CCBS, Handbook - No.29, Bank of England 

and Website of Central Banks
          

Appendix Table II.4B: Non-Infl ation Targeting Countries

Country Target Measure Desired level of Infl ation

US PCE  2 %
ECB H CPI Below but close to 2%
Malaysia H CPI 2% - 3%
Singapore H CPI 3% - 4%
Russia H CPI 5% - 6%
China H CPI 3.50%

PCE: Personal Consumption Expenditure
Source: Website of Central Banks
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Appendix Table II.5: Time Horizon for attending Price Stability

Infl ation Targeting Non-infl ation Targeting

Country Time horizon Country Time horizon

Armenia Medium term US Long-term
Australia Medium term ECB Medium-term
Brazil Yearly Target Malaysia Short-term
Canada Six-eight quarters; current target extends to Dec.2016 Singapore Short-term
Chile Around two years Russia Medium-term
Colombia Medium term China Short-term
Czech Republic Medium term,12-18 months   
Ghana 18-24 months   
Guatemala End of year   
Hungary Medium term   
Iceland On average   
Indonesia Medium term   
Israel Within two years   
Mexico Medium term   
New Zealand Medium term   
Norway Medium term   
Peru At all times   
Philippines Medium term(from 2012-14)   
Poland Medium term   
Romania Medium term target from 2013   
Serbia Medium term   
South Africa On a continuous basis   
South Korea Three years   
Sweden Normally two years   
Thailand Eight quarters   
Turkey Multi year(Three years)   
United Kingdom At all times   

Source: Hammond G. (2012);”State of the art of infl ation targeting”, CCBS, Handbook - No.29, Bank of England 
and Website of Central Banks
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Appendix Table II.6B: Communication and Transparency Practices in Non-infl ation Targeting Countries

Country Press Notice/ 
Conference

Minutes of 
Monetary Policy 

Meeting

Infl ation 
Projection

Other Publications

US PR + PC Yes, within 
twenty days

2 years ahead

ECB PR + PC No N.A.

Malaysia PR No One Year Outlook and Policy (annual)

Singapore PR No One year Macroeconomic Review (twice a year)

Russia PR No N.A. Guidelines for Single State Monetary 
Policy, Monetary Policy Report

China PR No One year Quarterly Monetary Policy Report

PR: Press Release; PC: Press Conference.    
Source: Website of Central Banks.
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Appendix Table III.4: Money Demand Estimates

M3 defl ated by GDP defl ator
Rolling Reg Output: Log(real money) , log(rgdp), call rate (i) with 15-year window

start end lrgdp t-stat Call Rate t-stat Constant t-stat

1 1991 2005 1.57 18.5 0.00 0.3 -10.75 -12.3
2 1992 2006 1.58 21.7 0.00 0.3 -10.85 -14.4
3 1993 2007 1.57 28.1 0.00 -0.4 -10.79 -18.5
4 1994 2008 1.58 35.4 -0.01 -1.2 -10.80 -23.1
5 1995 2009 1.59 35.7 0.00 -0.9 -10.94 -23.1
6 1996 2010 1.60 35.1 0.00 -0.6 -11.05 -22.7
7 1997 2011 1.52 29.3 -0.01 -1.2 -10.23 -17.8
8 1998 2012 1.44 34.6 -0.02 -2.6 -9.34 -20.5
9 1999 2013 1.40 37.2 -0.02 -3.1 -8.89 -21.9

M3 defl ated by WPI Index
Rolling Reg Output: Log(real money) , log(rgdp), call rate (i) with 15-year window

start end lrgdp t-stat Call Rate t-stat Constant t-stat

1 1991 2005 1.59 23.1 0.00 0.1 -10.94 -15.4
2 1992 2006 1.58 26.6 0.00 0.0 -10.83 -17.6
3 1993 2007 1.56 36.1 0.00 -1.2 -10.61 -23.5
4 1994 2008 1.56 44.9 -0.01 -2.0 -10.59 -29.0
5 1995 2009 1.56 44.0 -0.01 -1.8 -10.61 -28.1
6 1996 2010 1.55 40.4 -0.01 -1.6 -10.55 -25.6
7 1997 2011 1.51 34.4 -0.01 -1.0 -10.05 -20.7
8 1998 2012 1.42 45.3 -0.02 -2.9 -9.13 -26.6
9 1999 2013 1.39 49.7 -0.02 -3.5 -8.73 -29.1

M3 defl ated by GDP defl ator
Rolling Reg Output: Log(real money) , log(rgdp), WALR with 15-year window

start end lrgdp t-stat WALR t-stat Constant t-stat

1 1991 2005 1.54 31.5 0.00 -1.0 -10.44 -21.6
2 1992 2006 1.15 16.1 -0.07 -6.1 -5.60 -6.5
3 1993 2007 1.18 14.6 -0.06 -5.3 -5.89 -6.0
4 1994 2008 1.30 16.8 -0.05 -4.2 -7.28 -7.7
5 1995 2009 1.32 17.1 -0.05 -4.0 -7.54 -8.0
6 1996 2010 1.33 13.5 -0.04 -3.0 -7.74 -6.4
7 1997 2011 1.23 14.9 -0.06 -4.4 -6.45 -6.3
8 1998 2012 1.24 22.7 -0.06 -5.2 -6.63 -9.5
9 1999 2013 1.22 26.4 -0.06 -5.5 -6.34 -10.5

WALR: Weighted Avereage Lending Rate.
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Appendix Table III.5: Access to Liquidity Under Refi nance Facilities

15-Apr-1997 A general refi nance facility was introduced effective from April 26, 1997 under which all SCBs (expect 
RRBs) were provided General Refi nance equivalent to 1 per cent of each bank's forthightly average 
outstanding aggregate deposits in 1996-97 in two blocks of 4 weeks each at Bank rate for the fi rst block 
of 4 weeks and Bank rate plus one percentage point for second block of 4 weeks.

15-Apr-1997 From April 26, 1997 the base level ECR limit at 20 per cent of export credit as on Feb. 16, 1996 was 
withdrawn and SCBs were provided ECR only to the extent of 100 per cent of the increase in outstanding 
export credit eligible for refi nance over the level of such credit as on Feb. 16, 1996. Interest rate was 
retained at 11 per cent (i.e., the Bank Rate).

16-Jan-1998 Effective from Jan 17, 1998 the ECR limit was lowered to 50 per cent of the increase in outstanding 
export credit eligible for refi nance over the level of such credit as on Feb. 16, 1996, in order to reduce 
the access to liquidity in the context of measures announced relating to foreign exchange market.

16-Jan-1998 Access to General Refi nance Facility was reduced to equivalent to 0.25 per cent of forthightly average 
outstanding aggregate deposits in 1996-97.

15-Apr-1998 General Refi nance Facility was closed (effective from April 20, 1998).

29-Apr-1998 Export Credit Refi nance Limit was raised to 100 per cent (effective from May 9, 1998).

19-Apr-2001 With effect from May 5, 2001 SCBs were provided ECR to the extent of 15 per cent of the outstanding 
export credit eligible for refi nance as at the second preceding fortnight.

3-Nov-2008 A special refi nance facility was introduced under which all SCBs (excluding RRBs) were provided refi nance 
(which could be fl exibly drawn and repaid) from the Reserve Bank equivalent to up to 1.0 per cent of 
each bank’s NDTL as on October 24, 2008 at the LAF repo rate up to a maximum period of 90 days.

18-May-2004 ECR made available at the Reverse Repo Rate.

15-Nov-2008 Eligible limit for ECR facility increased from 15 per cent to 50 per cent of outstanding export credit 
eligible for refi nance.

6-Dec-2008 Refi nance facility of `7,000 crore was provided to SIDBI at the Repo Rate. This facility was available up 
to March 31, 2010

11-Dec-2008 Refi nance facility of `4,000 crore was provided to the National Housing Bank at the Repo Rate. This 
facility was available up to March 31, 2010

11-Dec-2008 Refi nance facility of `5,000 crore was provided to the EXIM Bank at the Repo Rate. This facility was 
available up to March 31, 2013.

27-Oct-2009 The special refi nance facility introduced on November 03, 2008 was closed.

27-Oct-2009 Eligible limit of ECR facility reduced from 50 per cent of the outstanding rupee export credit eligible for 
refi nance to 15 per cent.

18-Jun-2012 Export Credit Refi nance limit increased to 50 per cent from 15 per cent of eligible outstanding export 
credit.

14-Jan-2013 INR-USD swap facility with the Reserve Bank was provided to SCBs (except RRBs) to support incremental 
Pre-shipment export credit in foreign currency, with the option to access rupee refi nance to the extent 
of swap with the RBI under Special Export Credit Refi nance Facility (SECRF). The scheme was closed on 
June 28, 2013.

18-Nov-2013 Refi nance facility of `5,000 crore was provided to SIDBI . This refi nance facility is be available up to 
November 13, 2014.



 Report of The Expert Committee  to Revise  
and Strengthen the Monetary Policy Framework 

111

Appendix Table III.6: CPI-Combined 
(back-casted series*)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2001 55.5 55.4 55.7 56.1 56.5 57.1 57.8 58.2 58.0 58.6 59.0 58.8

2002 58.6 58.5 58.9 59.2 59.6 60.2 60.8 61.1 61.2 61.5 61.7 61.3

2003 61.2 61.4 61.8 62.7 62.8 63.0 63.5 63.1 63.2 63.7 63.8 63.7

2004 63.8 63.8 63.9 64.1 64.6 65.1 65.6 66.2 66.3 66.8 66.6 66.1

2005 66.6 66.6 66.6 67.1 66.7 66.8 67.9 68.1 68.2 68.8 69.5 69.2

2006 69.3 69.3 69.3 70.0 70.9 71.9 72.3 72.8 73.3 74.2 74.2 73.9

2007 73.9 74.1 74.1 74.8 75.2 75.8 76.9 77.2 77.3 77.9 78.0 78.0

2008 78.1 78.6 79.7 80.7 80.8 81.9 83.3 84.3 85.1 86.7 86.7 85.5

2009 85.9 85.8 86.1 87.0 87.9 88.9 92.0 92.9 93.6 94.6 96.5 96.7

2010 97.4 96.5 96.3 97.0 97.8 99.0 101.3 101.4 102.3 102.9 103.5 104.7

2011 105.9 105.3 105.6 106.2 107.1 108.8 110.5 111.7 113.0 113.8 114.1 113.6

2012 114.0 114.6 115.5 117.1 118.2 119.6 121.4 122.9 124.0 124.9 125.4 125.6

2013 126.3 127.1 127.5 128.1 129.2 131.4 133.1 134.6 136.2 137.5 139.5 138.0

*The new series of Consumer Price Index-Combined (CPI-C) (Base: 2010=100) is available on a monthly basis 
from January-2011. For the purpose of empirical analysis in this Report, back-casted data had to be generated, 
and the data presented here should not be seen as an offi cial price index. The back-casted series of CPI-C was 
generated by using the price indices of Consumer Price Index-Industrial Workers (CPI-IW) (Base: 2001=100) 
and applying the corresponding weighting diagram of CPI-C at sub-group level, with some minor adjustments.
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