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Introduction

Inflation (YoY, in %)

2 S | o B In mid 2021, inflation has started to rise up and peaked in 2022 at unprecedented levels due mainly to:
g _  high domestic demand (supported also by COVID-delayed savings),

 high inflation pressures from abroad (mainly prices of energy commodities),...
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SE_AL /\\ ! * What are inflation expectations (IE) properties and their role in the inflation upsurge?
NS \7“‘/\\,\,\,./ =TT * Any implications for monetary policy should the formation of expectations have changed?
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Objectives

Collect and explore data regarding inflation expectations Monetary policy implications

» study formation of inflation expectations * modify the core projection model g3+ to address the elevated inflation
Construct hands-on indices to enrich our analytical toolbox expectations

» assess the degree of anchoring * create scenarios and draw policy recommendations

* assess the economy-wide inflation expectations, summarize

Results
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el vyl since mid 2021. Since late .
2022: 0 Country specific Issues:
 Inflation expectations in - ) ' ' « Data are adjusted for inflation
the 1-Y horizon have 3-Year Horizon 3-Year Horizon target changes
been returning back to Thresholds are determined by
| pre-2021 levels. the distribution of adjusted
1> 20 « 3-Y IE remained well inflation expectation responses

Note: Horizontal and vertical axes display CPI and expected inflation, respectively. Black lines above its previous level. over several economic cycles.
demonstrate values consistent with 2% inflation target.
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Core Inflation Dynamics Core Forecasting Model Extension

Model-based inflation expectations and the CIE index (expected inflation in 1-year horizon,
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Our research shows....

« signals of high inflation period with a low degree of inflation expectations anchoring; * short-term inflation expectations as one of the main drivers of the recent inflation

« an economy wide indicator of inflation expectations for the Czech Republic; upsurge in the Czech economy;

* an evidence of adaptive formation of inflation expectations in a short horizon * no substantial change in formation of inflation expectations in a longer-horizon,;
with more aggressive pass-through in high-inflation periods;  a modified version of the core forecasting model g3+ capturing elevated inflation

« “aweaker gravity“ of the central bank’s target in a short horizon in high-inflation expectations and policy-relevant simulations.
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