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BACKGROUND 
Inflation targeting has been widely considered as the 
most suitable approach to maintain price stability and 
support growth. Inflation targeting is a monetary policy in 
which a central bank has an explicit target inflation rate for 
the medium term and announces this inflation target to the 
public. Inflation targeting was pioneered by the central bank 
of New Zealand in 1990 and today it is used by several key 
central banks, including the European Central Bank (ECB), 
the US Federal Reserve and the Bank of Japan.  
 
In the aftermath of the financial crisis, an intense debate 
emerged on the appropriate targets for the conduct of 
monetary policy and the pros and cons of targeting 
nominal GDP rather than a consumer price index. Among 
the various arguments put forward in favour of nominal 
GDP targeting are: (i) targeting nominal GDP allows to 
directly target output fluctuations; (ii) the level of nominal 
GDP is the relevant indicator for assessing the sustainability 
of debt; (iii) nominal GDP is less volatile than the consumer 
price index, as the latter may be highly sensitive to the 
impact of exogenous factors, such as oil prices, completely 
outside the control of a central bank; (iv) nominal GDP 
targeting is a policy tool potentially comparable to other 
unconventional monetary policy measures (quantitative 
easing or forward guidance) to lift inflation. 
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However, communication issues may arise with the adoption of nominal GDP targeting as this variable is not 
scrutinized by households or firms, thus possibly undermining the credibility of monetary policy. In addition, it is not 
clear whether nominal GDP targeting would promote or hamper financial stability, a key challenge for central banking. 
 
Is nominal GDP targeting a reasonable alternative to inflation targeting? What does empirical evidence tell us about 
the merits and disadvantages of these monetary policy options? What are the implications of nominal GDP targeting for 
the credibility of monetary policy?  
 
For its September 2015 session of the Monetary Dialogue, the Committee on Economic and Monetary Affairs (ECON) 
of the European Parliament requested three assessments from key monetary experts to address these issues. The 
papers have been prepared by the Policy Department A and are, together with the text of the hearing between ECON and 
the ECB President, available in the relevant section (Monetary Dialogue) of the ECON internet website.  
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PUBLICATIONS  

  In-Depth Analysis on ‘Flexible inflation targeting vs nominal GDP targeting in the euro area' 
by Christophe Blot (OFCE/Sciences Po), Jérôme Creel (OFCE/Sciences Po and ESCP Europe) and 
Xavier Ragot, (OFCE/Sciences Po, CNRS and PSE)  
The paper assesses  the pros and cons of nominal GDP targeting vis-à-vis flexible inflation targeting regime. The results show 
that the benefit of a regime shift towards nominal GDP targeting in the euro area might be small. Moreover, nominal GDP 
targeting is not concerned with financial stability. Finally, targeting nominal GDP would make ECB communication very 
difficult. If the aim of a regime shift were to bring the ECB to pay more attention to growth, it would be more straightforward 
to fix a dual mandate and to set an explicit target for real output growth or the unemployment rate. 
 

  In-Depth Analysis on 'Is nominal GDP targeting a suitable tool for the ECB’s monetary policy?' 
by Wolfgang Lechthaler, Claire A. Reicher and Mewael F. Tesfaselassie (Kiel Institute for the 
World Economy) 
The paper seeks to clarify whether nominal GDP targeting (NGDP) may be a suitable tool for the ECB’s monetary policy. it 
argues that this question consists of three distinct questions: 1) Is it better for the ECB to put more weight on output, by 
switching to a NGDP target? The theoretical evidence suggests, maybe, but this depends on the distortions faced by the 
economy; 2) Should a NGDP (or inflation) target be formulated in rates of growth, or in levels? The theoretical evidence 
suggests that a levels target may have some appealing properties, by stabilizing expectations; 3) What technical issues remain 
to be addressed? Issues include the selection of an operating instrument, difficulties in estimating trends, data revisions, and 
communication. Altogether, it is argued that thinking about nominal GDP targeting in this way might help to clarify what is 
otherwise a confusing debate. 
 

  In-Depth Analysis on 'Is Nominal GDP targeting a suitable tool for ECB monetary policy?' by 
Andrew Hughes Hallett (School of Economics and Finance, University of St Andrews, Scotland) 
The idea of targeting smooth growth for nominal income (GDP), as an alternative to the conventional Taylor or inflation 
targeting rules for setting monetary policy, has been in discussion for many years. But they have never been used in practice. 
The paper reviews the pros and cons of adopting such an approach, and finds them to be rather finely balanced. The paper 
considers certain particular features of nominal income targeting: the crucial role of supply side responsiveness (nominal 
income targeting substitutes for poor responses or a lack of market or structural reform); the need to bring market forces into 
play; the question of whether income targeting increases discipline; and the extra constraints imposed by having a dual 
mandate. The upshot is that nominal income targeting emerges as a special case of the more flexible Taylor rule formulation, 
although it does generalise on pure inflation targeting. In practice the Taylor rule form may be improved by using time 
varying, state contingent coefficients. De facto, this is what the ECB has done in recent years. The simulation studies available 
suggest that the more flexible rules of this kind perform better in reducing the fluctuations of output and inflation away from 
target; and are, crucially, more robust to model uncertainty (important for design) and real-time data/information errors 
(important in implementation). 
 

POLICY DEPARTMENTS 
The five policy departments are responsible for providing - both in-
house and external - high-level independent expertise, analysis and 
policy advice at the request of committees and other parliamentary 
bodies. They are closely involved in the work of committees which 
they support in shaping legislation on and exercising democratic 
scrutiny over EU policies. Policy departments deliver policy analysis in 
a wide variety of formats, ranging from studies and in-depth analyses 
to briefings and the Fact Sheets on the EU. This written output serves 
a variety of purposes by feeding directly into the legislative work of a 
specific committee or serving as a briefing for delegations of 
members. 
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The Monthly highlights provide an overview, at a glance, of 
the on-going work of the policy departments, including a 
selection of the latest and forthcoming publications, and a 
list of future events. To receive this publication send an 
email to:   
Ep-policydepartments@ep.europa.eu 

 

SUPPORTING ANALYSES 
Access all Studies, In-depth analyses, Briefings and At a 
glance notes produced by the Policy Departments.  
 All publications: 
www.europarl.europa.eu/supporting-
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