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Contributions

1. Very important topic

2. A great overview guide to the surveys available
• Tables 1 and 2

3. Highlights the dearth of good data to understand this issue better
• Norway, Hungary, Uruguay, and Ukraine do well
• Survey of Firm Inflation Expectations (SoFIE) in US is good but new
• Italy and New Zealand honorable mention

4. 5 key facts and some exercises using firm expectations

Summary
Raises a lot of important questions
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Brilliant Summary Resource
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Five Facts

Fact 1
“the macroeconomic expectations of firms typically differ from those of
both households and professional forecasters.”

• πe of firms, households & professional forecasters can differ markedly

Question 1
Do the different π definitions explain the differences? Professional
forecasters definitely know what is in CPI but do others?

• For Japan, and other countries, guidance may help to constrain their
concept of inflation?

• Not an argument for these types of anchoring but rather more
detailed description of what inflation is.
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Five Facts

Fact 2
“there is pervasive disagreement among firms about macroeconomic
conditions.”

Question 2
How much confidence is there in the differences?
e.g. what if two people held uniform beliefs between 1% and 3% and just
selected a point expectation randomly within this?
How important is the distinction between disagreement and distribution?
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Should we worry more about the lack of professional
disagreement?
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Five Facts

Fact 3
“high correlation between firms’ long-run and short-run inflation
expectations.”

⇒ how well-anchored are agents’ expectations? And do we need to worry
especially about firms?

Question 3

• Is it more surprising (worrying?) how much the professional
forecasters have this correlation?

• Need to understand how much it is driven by conditional shocks.
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Five Facts

Fact 4
“Inattention to inflation target”

Question 4
Reason to cheer?

• Greenspan ⇒ price stability is when “expected changes in the average
price level are small enough and gradual enough that they do not
materially enter business and household decisions.”

• Blinder ⇒ price stability is when “ordinary people stop talking and
worrying about inflation”.

• New Zealand (long time π-target) is a bit better - 60% correct
• Uruguay a lot more attention over US - 70%
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Firm Inattention
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Five Facts

Fact 5
“firms seem to form distributions across macroeconomic variables jointly.
In other words, revisions in their beliefs about one macroeconomic variable
are generally correlated with their revisions in beliefs about other
macroeconomic variables.”

Question 5
But what can we read into these results? I would like to see more on this.
“However, there is much to learn about how they form these views.”
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Communication Revolutions

Questions that guided central banks’ communication strategies

Until 1990s
“Do we communicate this?”

1990s → GFC ≡ 1st Revolution
“Why wouldn’t we communicate this?”

Now ≡ 2nd Revolution
“How should we communicate this in a way that engages a
broader cross-section of society?”

• Blinder 2008: “It may be time to pay some attention to
communication with the general public.”

• 2018: “Central banks will keep trying to communicate with the
general public, as they should. But for the most part, they will fail.”
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Policymaker Lessons/ Questions about Communication
Strategy from this paper

Question 6

1. Does it mean that central banks should target communication more
at firms / business owners than households?

2. Does the same type of communication target both?
• Contextualisation needs to change?
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Does the distribution matter?

They ask
Do Firms’ Macroeconomic Expectations Matter?

Question 7
Related questions which I am interested in∗:

1. Does a distribution of πe matter?

2. And does the reason it might matter differ for firms and households?

∗Shameless plug for some work in progress of mine with Delia Macaluso
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Trends in expectations of inflation
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Trends in expectations of inflation
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Expected changes in prices (% pts) - year ahead
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Expected changes in prices (% pts) - 5 to 10 years
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Can compositional differences explain dispersion?
Controlling for wealth, investment, age, sex, and education

Figure: 1Y ahead, raw Figure: 1Y ahead, net
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Potential channels

• Intertemporal substitution
⇒ adjust consumption decisions to the expected real rate

• Labour-leisure tradeoff
⇒ e.g. through the reservation wage in a search model

• Optimal production decisions
⇒ through price setting behaviour directly, or optimal adjustments

• Others ?
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