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CHAPTER 3 – BOX How are measures of underlying 
infl ation used in monetary policy 
analysis?

The Riksbank’s infl ation target is defi ned such that infl ation, measured 

as the annual change in the consumer price index (the CPI), should be 

2 per cent. This wording, originating from when the infl ation target 

was introduced in 1993, still applies. However, although the target 

is expressed in terms of the CPI the Riksbank often uses different 

measures of underlying infl ation in its analyses and communication. 

There are several reasons for this. By analysing the outcome of 

different measures of underlying infl ation we can gain insights into 

the driving forces behind infl ation – why infl ation develops in a certain 

way. The Riksbank also publishes forecasts for different measures 

of underlying infl ation. The aim of this may be, for example, to 

demonstrate how price trends for a certain group of products affect 

infl ation, or to illustrate the direct impact of the Riksbank’s own 

interest rate changes on the CPI. To date, the Riksbank has used 

the CPIX measure to do the latter. In the future, however, it will no 

longer be possible to use this measure for this purpose and it will be 

phased out of monetary policy analysis and communication. When the 

Riksbank wishes to illustrate the effect of the interest rate on infl ation, 

a measure of the CPI with a fi xed interest rate (the CPIF) will be used 

instead. This change will not, however, have any tangible impact on 

decisions on monetary policy. 

Analysis of infl ation outcomes 

CPI infl ation can vary considerably from one month to another and it is 

not certain that a change will be lasting. For example, the prices of goods 

usually fl uctuate more than the prices of services. If an increase in the CPI 

can be related to increases in the prices of goods, it is thus more probable 

that this increase will be temporary than if it relates to rising prices for 

services. By excluding or attaching less weight to components in the 

CPI that tend to fl uctuate a lot, we can get measures that better refl ect 

the lasting element of infl ation. Measures that illustrate the more lasting 

infl ation pressures are usually called measures of underlying infl ation. 15 The 

outcomes for a number of such measures are presented in Figure 80 of this 

report. 

Different measures of underlying infl ation can be used to draw 

conclusions about the driving forces behind infl ation. The following 

example can be used to illustrate this. In the spring of 2001, infl ation 

increased at an unexpectedly rapid rate. However, prices did not rise on a 

broad front, the increases were instead limited to certain groups of products 

(see Figure B4). By studying various measures of underlying infl ation, the 

Riksbank was able to conclude that the increase in CPI infl ation was due 

to various types of temporary supply shocks, for example mad cow disease 

and foot-and-mouth disease. A more recent example is the current focus on 

price trends for energy and food. To illustrate the role that these prices play 

in determining current CPI infl ation, the Riksbank studies measures from 

which these product groups are excluded. 

It is also necessary to have an idea of what factors have infl uenced 

infl ation in order to be able to produce good infl ation forecasts. Is it mainly 

15 See Hansson, J., J. Johansson & S. Palmqvist, ”Why do we need measures of underlying infl ation?”, 
Sveriges Riksbank Economic Review, 2008:2, pp. 23-39, Sveriges Riksbank.
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CHAPTER 3 – BOX

the prices of certain products that have increased, or is it a question of 

price increases on a broader front? In which sectors have prices increased 

and why? These are important questions that must be answered before 

an infl ation forecast can be made. However, there is no single measure 

of underlying infl ation that in all situations answers all these questions. 

It is necessary to study a range of measures in order to get a more 

comprehensive picture.

Underlying infl ation in the forecasts

By studying the outcomes of different measures of underlying infl ation we 

can thus draw conclusions about why infl ation develops in a certain way. 

The Riksbank also publishes forecasts for different measures of underlying 

infl ation. The aim is to illustrate how different components in the CPI 

develop during the forecast period. 

One example of this is taken from 2003. Due to the dry winter, water 

levels in the Swedish reservoirs were unusually low. The price of electricity 

therefore increased dramatically, a factor that helped to push up CPI 

infl ation to over 3 per cent. The Riksbank’s forecast for the electricity price 

followed the forward prices, which indicated that the price of electricity 

would return to its original level next winter. As the price of electricity 

had fi rst risen and then was expected to return to its original level, the 

electricity price would fi rst push up infl ation for a year and then push it 

down in the following year. The Riksbank illustrated this by presenting 

forecasts for infl ation that included and excluded energy (see Figure B5). 

The aim was to clearly show that the Riksbank assumed that energy prices 

would only lead to temporary fl uctuations in infl ation that did not require 

any monetary policy measures. 

One component of the CPI that there are special reasons for following 

and forecasting is mortgage costs. Mortgage costs are calculated as an 

interest rate index multiplied by a capital stock index. The interest rate 

index includes interest rates with different durations and variable rates 

constitute more than half of the total. When the Riksbank changes the 

repo rate, the variable interest rates usually follow suit rather quickly. An 

increase in the repo rate thus leads to an increase in the interest rate index, 

which in turn leads to an increase in mortgage expenditure. This method of 

calculating housing costs means that if the Riksbank increases the interest 

rate with the aim of curbing infl ation then the CPI may initially increase as a 

result of an increase in mortgage expenditure.

To date, a measure of underlying infl ation called the CPIX (formerly 

the UNDIX) has had a special status in the monetary policy analyses 

conducted by the Riksbank. The reason for this is that mortgage 

expenditure is excluded from this measure. The measure is thus not 

marked by the paradox that infl ation increases when the Riksbank 

increases the interest rate. However, it has become apparent that the 

CPIX excludes a little too much. Figure B3 of this report present outcomes 

and forecasts for the CPI, the CPIX and the CPIF. They show that 

approximately 0.8 percentage points of current CPI infl ation are due to 

the fact that interest rates have increased. As interest rates are expected 

to continue to increase somewhat, the forecast means that the CPI will be 

higher than the CPIF during the fi rst part of the forecast period. The repo 

Figure B4. The CPI excluding certain goods
Annual percentage change

Sources: Statistics Sweden and the Riksbank (Infl ation 
Report 2001:2).

Figure B5. The CPIX including and excluding energy
Annual percentage change

CPIX excluding energy
CPIX 

Note. Broken lines represent the Riksbank’s forecasts 
from Infl ation Report 2003:1.

Sources: Statistics Sweden and the Riksbank

CPI excluding meat, electricity, heating oil, interest 
rates, petrol, fruit and vegetables and telecom (78%)
Meat, electricity, heating oil, interest rates, petrol, 
fruit and vegetables and telecom (22%)

CPI
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CHAPTER 3 – BOX

rate is expected to decrease somewhat towards the end of the forecast 

period, which means that the CPIF will draw closer to the CPI. On the 

other hand, there is a lasting difference between the CPI and the CPIX 

of 0.3 percentage points which is due to an increase in the value of the 

housing stock and an indexation of excise duties. 16 It is therefore not only 

the direct effects of the Riksbank’s monetary policy that are excluded when 

calculating the CPIX. 

The phase out of the CPIX will not have a tangible effect on monetary 

policy

The Riksbank has until fairly recently assumed that the CPI and the CPIX 

have the same long-term mean value. If monetary policy was conducted 

so that the CPIX would be reasonably close to 2 per cent, it was believed 

that the target variable, the CPI, would also be at this level. Over the 

next few years, however, it is likely that the CPI and the CPIX will differ, 

not only in the short term but in the longer term as well. This is the main 

reason why the CPIX will now be phased out of monetary policy analysis 

and communication. 17 Nevertheless, the need to illustrate the direct effects 

of the Riksbank’s interest rate changes on the CPI remains. In the future, 

the Riksbank will instead use the CPIF for this purpose. This does not 

mean, however, that the CPIF will acquire the same special status that 

the CPIX had earlier. There is, as already noted above, no single measure 

of underlying infl ation that always provides the best guidance – we must 

study a number of different measures. 

The Riksbank conducts a policy of fl exible infl ation targeting. This 

means, for instance, that it may take a couple of years before the CPI 

reaches 2 per cent in our forecast if this is considered to be justifi ed by, for 

instance, temporary shocks. The long-term difference between the CPI and 

the CPIX is calculated to be approximately 0.3 percentage points. Given 

the fl exibility of monetary policy, such a deviation will not necessarily have 

any immediate consequences for the monetary policy decisions. As always, 

however, it is important that the deviations from the infl ation target do not 

become too large. It must be clear that the CPI eventually reaches 2 per 

cent. 

The infl ation target is, as earlier, defi ned in terms of the CPI. When the 

forecasts are based on an interest rate path that the Riksbank believes to be 

well balanced, the forecast for the CPI will show how quickly the infl ation 

target can be achieved. This means that the monetary policy discussion 

can focus more directly on the CPI. At the same time, the Riksbank uses a 

large number of measures of underlying infl ation to clarify the driving forces 

behind infl ation, not least to illustrate the direct effects of the interest rate 

decisions. But the focus is on the target variable, the CPI. The CPIX will be 

phased out and direct effects of monetary policy on infl ation via the interest 

rate index will be illustrated using the difference between the CPI and the 

CPIF. This change will not, however, have any tangible effect on the interest 

rate decisions themselves in the future.

16 See the box ”The rate of increase in the CPIX will be below the CPI in the long term” in this report.

17 See also ”The Riksbank’s infl ation target – the CPI, other measures of infl ation and the phase-ourt of 
CPIX”, speech by Barbro Wickman-Parak, 2008-06-09, Sveriges Riksbank. 




