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Disclaimer

The views expressed in the presentation are my own and do not reflect the
views of the European Central Bank, the Atlanta Fed, the Central Bank of

Uruguay or the Bank of Italy
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How informed are economic agents?

U The benchmark assumption in modern macroeconomic models has long been full-information
rational expectations.

U But growing evidence that agents are systematically less than fully informed. This can matter.

U Theories of inattention emphasize agents balancing costs and benefits of acquiring and processing
information:

A Sticky information (Reis 2006)
A Rational inattention (Sims 2003)

as a result of which the degree of inattention should be endogenous to economic

conditions.



This paper

Does the attention that economic agents pay to inflation and
monetary policy communication remain relatively stable or does it
vary depending on the prevailing inflationary environment?
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Consumersod perceived 1 nflation (pas

Euro area consumerES U.S. consumerNielsen
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A Gap between perceived inflation and actual inflation narrows as inflation rose
A Descriptive evidence: does not tell us how strongly or even whether new information
would change expectations
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Consumerso reported 4CESDed2022n t o I n

Euro area consumers inflation attention Euro area consumers inflation expectations (1ya)
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A Majority of consumers report at least A Consumers with higher attention to inflation
some attention to inflation hold higher inflation expectations
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Existing evidence of endogenous inattention

Households | ess |Iikely to say nl dondt knowo about recent

H o u s e hpmeidcaiveddnflation is closer to actual inflation when inflation is high. (new)

Households search for information about inflation more when inflation is high.
Households revise their expectations more in response to surprises when inflation is high.
Households report that they are more attentive to inflation when inflation is high. (new)
Estimates of information rigidity are lower when volatility is high.

Households respond less to information treatments when inflation is high.
A cavallo, Cruces and Perez-Truglia (2017) show using RCTs that households in ARG respond less to information
treatment about inflation than do U.S. households
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What we do

U Pool comparable RCTs across countries:
A U.S., Euro-area, New Zealand, Uruguay, Italy, Netherlands
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A When inflation is low and stable

A When inflation is high and stable
A When inflation goes from low to high
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What we do

Pool comparable RCTs across countries:
A U.S., Euro-area, New Zealand, Uruguay, Italy, Netherlands

Pool comparable RCTs within a country over time:
A When inflation is low and stable

A When inflation is high and stable

A When inflation goes from low to high

Pool comparable RCTs across agents:
A Households and firms

Pool comparable information treatments:
A Information about recent inflation
A Information about inflation targets
A Information about inflation forecasts
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What we find
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Comprehensive evidence that high-inflation environments lead households and firms to become more attentive to inflation.
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Background

Simple Bayesian updating predicts:

NéETP 0iQI (REQ NI TQREO | QQE wa
where G will be large when signal is credible and informative and small otherwise. When G is small, posteriors will be
close to priors.
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Background: A Randomized Control Trial (RCT) approach

Elicit inflation expectations12m

A Aim: measure the attentiveness of economic agents ahead (priors)

through their responsiveness to exogenously provided

information about inflation and monetary policy ‘ ‘
Information Control group (no
A RCTs: consistent estimates of the weight agents treatment Information)
attach to the new information (relative to the prior)
that allow reliable comparisons across time and space ‘ ‘

Measure Measure
posterior beliefs| | posterior beliefs
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Background

Simple Bayesian updating predicts:

Réi 0l (@EQ /i IQED | "QQE o

where G will be large when signal is credible and informative and small otherwise. When G is small, posteriors will be
close to priors.

RCT Implementation:

i
i

A

Measure prior beliefs of all agents
Randomly assign agents to ficontrol o and Atreat ment o gt

provided with signal.

Measure posterior beliefs of all agents.

Estimate treatment effect:

nNeEi 0iQI Qe Ni Q&Y Y 1 (Y NiiQE Qi i €

Control group: Y mhn £ i

01Q1 i€ Q&0 pand| T

Treatment group: Y p, N € i 01Q1 |"Q¢€] ToT ni iQs&or tells us how much less weight treated units still place

on their prior (equivalent to

“Q relative to control.
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lllustration: Nielsen RCT 2018Q2 (CGW 2022)

147 o Control: b=0.851 (0.022)
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Prior expected inflation%

Because different questions are used for priors and posteriors, it is common for the slope coefficient to be less than one for control
group. How different from one depends on question wording, etc.
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lllustration: Nielsen RCT 2018Q2 (CGW 2022)

147 o Control: b=0.851 (0.022)
© Treatment with past inflation: b=0.179 (0.017)
A Treatment with CB target: b=0.256 (0.020)
12+ * Treatment with CB/SPF forecast: b=0.222 (0.020)
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This is an example of treatments having a very po

[ 71 (18 vas our metric for the strength of the treatment effect.
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Nielsen survey

Nielsen Homescan Panel tracks ~80,000 representative U.S. households.

We implement quarterly surveys of these households since 2018Q2.

Survey sizes are 15,000-20,000 respondents.

Inflation treatments were implemented in 2018Q2, 2019Q1, 20210Q2-Q4, 20220Q3-Q4, 2023Q2
A Inflation over past year
A Inflation target of Federal Reserve

A Inflation forecast of FOMC

Priors are measured using distributional question for 12-month ahead inflation expectations.

Posteriors are measured using point forecast for 12-month ahead inflation immediately after the information

treatments.



Nielsen survey
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In 2018Q2, treatment effects were large for all three treatments.
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Nielsen survey
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In 2019Q1, the treatment effect was large again as inflation remained low.

www.ech.europa.eu ©



Nielsen survey

= |nflation (CPI, yoy), left axis .2

8- —— — Expected inflation (implied mean), left axis

o Slope (scaled): treat with past inflation

A Slope (scaled): treat with Fed target
Slope (scaled): treat with Fed forecast

(Expected) Inflation, % per year
N
1
lI
»
Treatment effect, scaled slope relative to control

0 -1
T T T T T T T
2017 2018 2019 2020 2021 2022 2023

By 2021Q2, inflation had just started rising sharply and treatment effects fell and got noisy.
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Nielsen survey
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As the inflation rate stayed high through 2023, treatment effects became weaker overall.
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Consumer expectations survey (CES) in euro area

The CES surveys ~19,000 households per month, across 11 countries (originally 6 largest)
The survey has only been running since 2020. For a description see Georgarakos and Kenny (JME 2022)
Unlike most other central bank surveys of households, the CES implements some RCTs.
Inflation treatments were implemented in 2021Q4, 20220Q2-Q3, 2023Q1.
A Inflation over past year
A Inflation target of European Central Bank

A Inflation forecast of ECB SPF

Priors are measured using distributional question for 12-month ahead inflation expectations.

Posteriors are measured using point forecast for 12-month ahead inflation immediately after the information

treatments.
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