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How useful are survey measures
of inflation expectations?

m My interpetation of KLS:

m Not so useful in Hungary and Slovakia

m Somewhat useful in the Czech Republic
and Poland

= Bias and slow convergence may be a
problem




Issues

m Related to survey
m IS the survey representative?
= How do you aggregate responses?

m Related to quantification methods

= How do you pin down average expected
inflation”?

= Normality assumption



Representativity of survey E&

Demographic variable Perceived Expected Proporti Weighted Proportionin
irflation irflation on proportion population

Total 2,64 2,72 100 100 100
Gender

M ale 2,15 229 479 49 5 495

Female 3,16 Dl 52.1 50,5 50,5
Civil status

Single 2,72 2,79 38,9 39,2 65,0

M amied/Living together 2,55 2,67 56,3 56,0 35,0

Other 3,08 2,81 4.9 4.8 -
Family

Without Kids 2,59 2,68 69,9 70,2 86,5

Wyith Kkids 2,70 2,81 301 29,8 13,5
Education

Primary 3,22 3,07 18,6 19.4 25,5

Secondary/High school 2,91 2,96 41,8 41,7 46,0

University/ College 2,08 2,31 39,5 38,8 28,6
{ncome

Lessthan 180 000 kr 3,44 3,18 21,6 221 41,7

180 001 — 285 000 kr 2,85 2,89 27.9 28,0 27,9

285001 - 440 000 kr 2,30 2,54 25,6 25,2 23,4

M ore than 440 000 kr 1,87 2,19 249 247 7.0

|
Source: Palmqvist & Stromberg (2004)



Expenditure vs. population
weighting

m Example

= Person 1: Spends $90’ on Porsches, annual price
increase of 10%.
» Expected inflation = 10%

= Person 2: Spends $10’ on food, constant prices
« Expected inflation = 0%
m Survey measure of expected inflation = 5%
m CPI=9%

m Income inequalities and inflation differentials
could be big in CEEA4.




Percent

Expenditure vs population-
weighted responses A5

Year-Ahead Inflation Expectations
700 -~
6,75 L
650 L
625 L
600 L
575 |
550 |
5256 L
500
4,75
450
425
400
3,75
350
325
300
275 |
250
225 L
200 L
1,75
150 L
125 L
1,00 s s s s s s s s s s s s s
1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Date

Population-weighted (official) sample

Expenditure-weighted sample

Income-weighted sample

Source: Michigan survey and own calculations



Suggestions

m Check the representativity of the surveys

m Check the demographics, do responses
vary with income?

m Try different aggregation methods.




Quantification methods

m Expected inflation is identified up to a
"scaling factor”
» "Objectified” CP — latest known inflation

» "Subjectified” CP — perceived inflation (linked
to actual current inflation)

s Regression methods — lagged inflation

m Need distributional assumption for
probability methods (normality)




Is the CPI the right a2
benchmark? s

“By about what percent do you think the Consumer Price
Index went up (dwn), on average, during the last 12 months?”

Percent Sample Size
Men 2.8 111
Women 3.1 125

“By about what percent do you think prices when up (down),
on average, during the last 12 months?”

Percent Sample Size
Men 6.0 101
Women 7.4 113

-
Source: Bryan & Venkatu (2001)



Perceived inflation rates in
Poland 2003

RIKSBANK

Cost of living is May | June | July |August| Sept |October
NOW...
...very much higher | 17,2% |17,8% |15,1% | 12,7% | 15,7% | 20,5%
...quite a bit higher | 11,5% [12,5%(10,8% | 10,0% | 10,6% | 12,4%
...a little higher 7,80/0 7,60/0 7,30/0 7,70/0 8,50/0 8,40/0
_..about the same In calculation of Total Mean — the value was set to 0%
...lower -6,0% | -5,6% | -6,6% | -8,6% | -7,5% | -7,2%
Total Mean 5,60/0 6,20/0 6,00/0 6,00/0 6,20/0 7,40/0
Official Inflation Rate| 0,4% | 0,8% | 0,8% | 0,7% 0,9% 1,3%
“Bias” 5,2% | 5,4% | 5,2% | 5,3% | 5,3% 6,1%




Normality? %
Michigan Survey response
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Source: Bryan & Palmqvist (2005)



Normality? e
Responses in Swedish survey
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Suggestions o

m EXxplore quantitative responses

B Relax normality assumption



HICP-inflation in CEE4
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Disinflation largely

unexpected

Czech Hungary Poland Slovakia
Republic

Increase more 23.2% 27.6% 15.6% 29.1%

rapidly

Increase at 43.5% 53.0% 48.0% 47 1%

same rate

Increase at 7.4% 13.2% 13.1% 12.9%

slower rate

Stay about 13.5% 1.1% 13.9% 6.7%

the same

Fall 2.4% 0.5% 0.7% 0.8%

Don’t know 9.9% 4.6% 8.5% 3.3%

-
Source: Table 2 in Kokoszczynski et. al.




Question

m Qualitative data is "biased”

m \Why is unbiasedness a desirable property
of quantified data?



Quantitative vs. Quantified
qualitative data, C-P method
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Quantitative vs. Quantified S
qualitative data, TV thresholds
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Quantitative vs. Quantified
qualitative data, Anderson

0.16 -

0.14

0.12

0.1

0.08 =

0.06

0.04

0.02

—e«— Anderson
ETRUE

1 4 7 10 13 16 19 22 25 28 31 34 37 40 43 46 49 52




Suggestion

m Quantifocation methods with time-varying
thresholds likely to be better if inflation
environment is unstable.



My personal take on this E=&

m Great that work is done on this data, but...

m Many issues to deal with

= Survey issues
»« Representativity
« Aggregating the responses

= Quantification issues
« How do you pin down the average inflation?
« Normality assumption strongly violated

m All of the results may be a consequence of an
improper quantification scheme.




