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Abstract
This paper aims to contribute to a better understanding on how inflation targets are set. For this
reason, we first gather evidence from official central bank and government publications and from
a questionnaire sent to central banks on how inflation targets are set; we then estimate the
determinants of the level of inflation target in 19 inflation targeting countries using unbalanced
panel interval regressions (to deal with the issue that targets are typically set as a range rather than
as a point). Inflation targets are found to reflect macroeconomic fundamentals. Higher level as
well as higher variability of inflation are associated with higher target. The setting of the inflation
target is also found to have an important international dimension, as higher world inflation is
positively correlated with inflation targets. Rapidly growing countries exhibit higher inflation
targets. Our results also suggest that the larger width of inflation target is set in a more volatile
macroeconomic environment. We find that central bank credibility is negatively associated with
the level of inflation target, suggesting that less credible central banks are likely to recognize the
risks related to anchoring inflation expectations at low levels. On the other hand, government

party orientation does not matter even in less independent central banks.
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Abstrakt
Tento clanek ma za cil pfispét k porozuméni procesu jakym jsou tvofeny a nastavovany inflacni
cile. Za timto ucelem nejdifve sbirime informace z oficialnich publikaci centralnich bank, vlad a z
dotazniku zaslaného centrilnim bankdm v zemich cilujicich inflaci. Dale odhadujeme
determinanty inflacniho cile v 19ti zemich cilujicich inflaci za pomoci intervalovych regresi na
nevyvazenych panelovych datech (protoze inflacni cil byva nastaven ve formé intervalu).
Vysledky ukazuji, Ze inflacn{ cile reflektuji stav makro-ekonomiky. Vyssi hladina, stejné jako vyssi
variabilita inflace se vaze s vyssim inflacnim cilem. Nastaveni inflacniho cile take zavisi na
mezinarodnim vyvoji: inflace v zahrani¢i je korelovand s domacim inflacnim cilem. Zemé
rostouci vysokym tempem mivaji vys$si inflacni cile. Nase vysledky také naznacuji, ze sirs{ pasmo
inflacnfho cile se objevuje v zemich a obdobich s vyssi makroekonomickou volatilitou. Dale
nachazime, ze kredibilita centralni banky ma negativni vztah k vysce inflaéntho cile, coz
naznacuje, ze mén¢ kredibilni centralni banky vnimaji rozika spojena s pfili§ nizkymi infla¢nimi
ocekavanimi. Na druhou stranu, politicka orientace vladni strany nehraje roli ani v piipadech

mén¢ nezavislych centralnich bank.





