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How useful are survey measures
of inflation expectations?

 My interpetation of KLS:

 Not so useful in Hungary and Slovakia

 Somewhat useful in the Czech Republic
and Poland
 Bias and slow convergence may be a

problem



Issues
 Related to survey

 Is the survey representative?

 How do you aggregate responses?

 Related to quantification methods
 How do you pin down average expected

inflation?

 Normality assumption



Representativity of survey

Source: Palmqvist & Strömberg (2004)



Expenditure vs. population
weighting

 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%

 Survey measure of expected inflation = 5%

 CPI=9%

 Income inequalities and inflation differentials
could be big in CEE4.



Expenditure vs population-
weighted responses

Year-Ahead Inflation Expectations
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Suggestions
 Check the representativity of the surveys

 Check the demographics, do responses
vary with income?

 Try different aggregation methods.



Quantification methods
 Expected inflation is identified up to a

”scaling factor”
 ”Objectified” CP – latest known inflation

 ”Subjectified” CP – perceived inflation (linked
to actual current inflation)

 Regression methods – lagged inflation

 Need distributional assumption for
probability methods (normality)



“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

Is the CPI the right
benchmark?

Source: Bryan & Venkatu (2001)



Perceived inflation rates in
Poland 2003

6,1%5,3%5,3%5,2%5,4%5,2%”Bias”

-7,2%-7,5%-8,6%-6,6%-5,6%-6,0%...lower

In calculation of Total Mean – the value was set to 0%...about the same

8,4%8,5%7,7%7,3%7,6%7,8%...a little higher

0,9%

6,2%

10,6%

15,7%

Sept

1,3%0,7%0,8%0,8%0,4%Official Inflation Rate

7,4%6,0%6,0%6,2%5,6%Total Mean

12,4%10,0%10,8%12,5%11,5%...quite a bit higher
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Normality?
Michigan Survey responses
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Normality?
Responses in Swedish survey
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Suggestions
 Explore quantitative responses

 Relax normality assumption



HICP-inflation in CEE4
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Disinflation largely
unexpected

3.3%8.5%4.6%9.9%Don’t know

0.8%0.7%0.5%2.4%Fall

6.7%13.9%1.1%13.5%Stay about
the same

12.9%13.1%13.2%7.4%Increase at
slower rate

47.1%48.0%53.0%43.5%Increase at
same rate

29.1%15.6%27.6%23.2%Increase more
rapidly

SlovakiaPolandHungaryCzech
Republic

Source: Table 2 in Kokoszczynski et. al.



Question
 Qualitative data is ”biased”

 Why is unbiasedness a desirable property
of quantified data?



Quantitative vs. Quantified
qualitative data, C-P method
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Quantitative vs. Quantified
qualitative data, TV thresholds
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Quantitative vs. Quantified
qualitative data, Anderson
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Suggestion
 Quantifocation methods with time-varying

thresholds likely to be better if inflation
environment is unstable.



My personal take on this
 Great that work is done on this data, but…

 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

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


