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WHAT THE PAPER DOES

* Augments mon pol BVAR with heterogeneous inflation expectations (Michigan Survey)
* Inflation expectations react little to macroeconomic developments
* The macroeconomy reacts substantially to inflation expectations — entire distribution matters
* Interesting asymmetry wrt tails: shocks to the left are more important

* Draws conclusions for CB communication

* Focus on the tails — more effective than anchoring the mean

* My overall take
* Very well written, interesting question, cleverly executed, thought-provoking results

* A worthwhile and recommendable read for everyone interested in inflation and heterogeneity



THE CURIOUS ASYMMETRY OF TAILS

Left tail matters more than right tail
— fundamental asymmetry, period-
specific or composition effect?

1983-2019 CPI inflation, 1983-2019
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THE CURIOUS ASYMMETRY OF TAILS

Left tail matters more than right tail
— fundamental asymmetry, period-
specific or composition effect?

1983-2019 CPl inflation, 1978-2025
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THE CURIOUS ASYMMETRY OF TAILS

Left tail matters more than right tail

— fundamental asymmetry, period- 1-year ahead inflation expectations, Michigan survey, top and
specific or composition effect? bottom income quintile
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THE ROLE OF UNCERTAINTY

* Shocks that raise the mean and the
variance are stagflationary

* Data do not allow disentangling effect of
uncertainty

* Once disentangled

* Higher inflation uncertainty: persistent and
substantial reduction of durable goods
purchases

* Higher expected level of inflation:
increasing durable goods purchases

e Use SPF?

Source: Georgarakos, Gorodnichenko, Coibion and Kenny (2024)

Response

Response

Response

Dynamic effect of inflation expectations and uncertainty on
durable goods purchases

Home
21 Response to mean 95% Gl {044 === Response to uncerainty — = 8%l
1.54 024 N
14 2 0{—— — = o
54 .02 00— T
z =
4] e [ T —
.54 -.064
-1 -.084
T T T T T T T T
1 2 3 4 1 2 3 4
Durable
10 14 = —
o -
5 2 -
c 44— ==
2 -
0 g - T
=34 —
-5 -4 1
T T
1 2 3 4 1 2 3 4
Car
2+ .02
o _ = .
11 § .02 -
§ \//I//’/
i) & -044 [
-.06 ~ — =T
-1 -08 Sy = T
T T T T T




IMPLICATIONS FOR CB COMMUNICATION

* The paper asks whether it is more important to i) move the mean closer to target, ii) decrease
disagreement or iii) target the tails

Elaborate scenarios to achieve this

Given the importance of shocks to the left tail, it concludes that “a central bank should focus its
communication on convincing consumers that inflation will not be too low”

* Granted — CBs should make sure the left tail does not break away

CBs are cognisant of the left tail — see ELB

But they are equally concerned about the right tail — see post-pandemic inflation surge and focus on
symmetry in ECB Strategy Review

Is this a cross-sectional or a time series problem?



IMPLICATIONS FOR CB COMMUNICATION

* Can communication achieve all at the same time: move mean, decrease disagreement and ensure

- ils?
well-behaved tails: One year ahead inflation expectations for respondents with

* RCT results encouraging: and without communication treatment
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IMPLICATIONS FOR CB COMMUNICATION

* Can communication achieve all at the same time, move mean, decrease disagreement and ensure

well-behaved tails?
Priors and posteriors of U.S. households,

* RCT results encouraging: control and treated groups

US HHs 147 o Control: b=0.851 (0.022)

. < Treatment with past inflation: b=0.179 (0.017)

* Treatments typically move mean closer to 12 = Traamont it G foracsas o3 953 0.020
target, reduce disagreement, and rein in
both tails — and more so at the right

Posterior expected inflation, %
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IMPLICATIONS FOR CB COMMUNICATION

My earlier take remains — first order importance issues are hard enough
a. Provide information about target
b. Enhance financial literacy and trust

c. Ifaand b areinsufficient: work on the tails (in a time-series sense), but in a symmetric fashion



OTHER COMMENTS

* Inflation expectations do not respond much to the macro block
* Canyou isolate the effect of inflation?

* Prior research finds that inflation expectations (over-)react to inflation news (in response to media coverage
(e.g. Binder, Frank and Ryngaert 2025) and in RCTs (see above)); in line with your identification assumption

* Identification assumption: consumers don’t know the macro data
* Not part of your sample, but less likely to hold in times of high attention (Weber et al., Econometrica, 2025)
* Is this about inflation expectations, or about heterogeneity?

* What about other micro data, e.g. firm investment or hiring expectations?
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