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Table 4. Impact of current HICP inflation, ECB inflation target and projections on inflation expectations

CONS_1Y SPF_1Y SPF_2Y SPF_2Y SPF_L
eq.(6), eq.(7) eq.(6), eq.(7) eq.(6), eq.(7) eq.(5), eq.(8) eq.(5), eq.(8)
Whole sample, 2002Q2-2015Q3
Jtar ) 0.39*** 0.58*** 0.84*** 0.97***
(5.6) (8.96) (37.4) (68.7)
o ey x x
aHice Oész;* - 0.15 0.16 0.03
R? adj. 0.79 0.69 0.54 0.18 0.08
Pre-crisis period, 1999Q1-2008Q2
Jtar ) 0.61%** 0.67*** 1.00*** 0.98***
ve (4.9) (7.1) (18.2) (46.9)
i o s x x
l’,;lécp 0.59 - 0.05 0.00 0.02
Crisis period, 2008Q3-2015Q3
Jtar ) 0.36*** 0.45%** 0.82%** 0.97***
c (5.6) (11.8) (36.4) (114.4)
A 0'(23?;;* 0.64 Ot‘l‘gz’;* X X
Afier 0.71 - 0.15 0.00 0.03
R? adj. 0.91 0.71 0.78 0.18 0.07
Wald test (F-statistic and probability.)
Hy: Atar — ptar . 3.82 4.60 10.41 0.47
ve = “fe [0.06] [0.04] [0.00] [0.50]
Hot 432" = 277 025) 1006] 016) X X
Ho: AHIcP = pHIcP [égg] ) 7.16 10.41 0.47
: [0.01] [0.00] [0.50]

Notes: 1Y (2Y) refers to expectations one year ahead (two years ahead). L denotes long-term expectations. Ordinary least
squares with Newey-West HAC standard errors. Numbers in parentheses below estimated coefficients are t-Statistic. ***
denotes significance level at 99 per cent; ** denotes significance level at 95 percent; * denotes significance level 90 per cent.

In the case of short-term expectations the equation is estimated using the nested estimation procedure (Feng-Jeng, 2008). It is
due to the fact that short-term ECB inflation projections are highly correlated with the current HICP inflation, leading to
multicollinearity of regressors. This procedure is based on the OLS method and estimates different parameters of independent
variables sequentially. Constructing the base model, the independent variable having the highest correlation with the dependent
variable is used. In subsequent steps, residuals from the model are regressed on the independent variable displaying the highest

correlations with them.

Source: own calculations.
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Table 5. Implicit anchors (z*) and their weights in the formation of inflation expectations (1)

Pre-crisis period Crisis period
T 1.34 0.84
CONS, 1y

A 0.80 0.54

T 1.83 151
SPF, 1y

A 0.90 0.76

T 1.84 1.70
SPF, 2y

A 0.95 0.87

m* 1.88 1.96
SPF, L

A 0.88 0.94

Note: The implicit anchors and their weights in the formation of inflation expectations are estimated on the basis of bivariate
VAR model, in line with the approach proposed by Demerztis et al. (2008, 2009) and presented in section 3.4 of this paper. 1Y
(2Y) refers to expectations one year ahead (two years ahead). L denotes long-term expectations.

Source: own calculations.
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