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Central bank can control the sails 
that guide the boat

But the winds from the recovery, 
the global shortages, and fiscal 
policy make the inflation boat float, 
sometimes straying far from target. 
Is the boat lost?

Look underwater for the anchor. 
Is it anchored?
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Most famous case: the Great Inflation
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1965-68: signs or no signs?
Martin had no use for models, pressured to prioritize 
unemployment.  Sensitive to investor expectations, 
measured with bond rates.  As inflation kept rising, 
increasingly relied on “inflationary psychology”

1968-71:  anchor drifting
As inflation accelerated, Martin, July 1969, “inflationary 
psychology remained the main economic problem” 
Shocks temporary because fleeting beliefs.  Models of 
shifts in Phillips curve, inflation bias.

1971-74: anchor adrift
Burns on wage and price controls “In this new 
psychological environment, our trade unions may not 
push quite so hard for a large increase in wage rates, 
since they would no longer be anticipating a higher 
inflation rate. And in this new psychological environment, 
our business people would not agree to large wage 
increases quite so quickly”  
No measurement, expectations as an add-on factor
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The data they looked at: professionals
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Both Fed’s staff and 
professional forecasters 
caught up sluggishly

(And the Fed’s staff was 
particularly bullish on view 
that all was temporary)

Behind the curve
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The data they rarely mentioned: households
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Since 1946, Michigan Survey of 
Consumer Attitudes asked 
whether expected prices to rise 
or fall. MRW (2004) index.

But also, between 1966Q2 and 
1976Q4, follow up question: 
“How large a price increase do 
you expect? Of course, nobody 
can know for sure, but would you 
say that a year from now prices 
will be about 1% or 2% higher, or 
5% higher, or closer to 10% higher 
than now or what?” 
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Can look deeper: disagreement
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1967-70: Thickening right tail, hollowing of left tail, standard deviation rising, positive skew falling

1970-73: Median shifted slowly, right tail quickly, standard deviation rose, the skew first up then down
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Markets and the media
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New data from the Zurich market for gold forwards (alternative to London and Gold pool): very 
responsive, perhaps too much.

In media see some upticks
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A model to combine them into fundamental RE
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Households: biased from experiences, 
sluggish average, over-react individually

Markets: more information, sensitive 
to news, filled with noise

Professionals: median is misleading, not 
marginal traders.

Data inputs: three moments from 
household survey distribution, one 
market price, median professional

Model outputs: reaction, dispersion 
and bias (𝜃, 𝜎, 𝜆), market noise (𝜔), 
fundamental expected inflation (𝜋e)
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Estimates of the expected inflation anchor
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The drifting anchor

At first, markets 
seen as maybe 
reflecting noise

But, disagreement 
across households 
showed the fund. 
expectation shifting

Later, sluggish 
response of medians 
of professionals 
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Beyond one episode: Brazil 2011-16?
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Loose monetary, fiscal 
dominance, belief all 
transitory, rising inflation.

Price controls over 
administrative prices 
kept it pent-up 2011-15.

Markets, professionals 
weak signals

But again household 
disagreement revealed it

Figure 11: Brazil’s drifting expected inflation anchor: 2011-16

(a) Actual inflation and its target
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(b) Markets and survey first-order moments
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(c) Cross-sectional disagreement of households
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and a law giving independence to the Central Bank of the Republic of Turkey (CBRT)
in 2001, a sharp disinflation program lowered it from 49% to 8% in 4 years with little
output costs. In 2006, an inflation targeting regime was adopted, with a target around
5% although with some annual changes. Actual inflation was always above target, but
steadily so, averaging 8% between 2006 and 2017.

Actual inflation. As panel (a) of Figure 12 shows, after 2018 inflation shot up to on aver-
age 15%, three times the inflation target, in the three years between the start of 2018 and
the end of 2020 (Kara, 2021). The precipitating event behind the rise in inflation seems to
have been the re-election of Recep Erdogan in June of 2018. This was a period of political
instability, following a failed coup in July of 2016, a constitutional referendum in April of
2017, and the premature election that should have taken place only in November of 2019.
As the president consolidated his power, but the economy was faltering, he started com-
menting on inflation and interfering with the CBRT’s independence. In May of 2018, in a
campaign speech in London he expressed desire to take greater control of the economy,
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Third episode: Turkey 2018-…
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Even in real time, cross-sectional survey expectations distributions give signal

If anchor is not firm in the seabed, shifts are large and fast

Figure 12: Turkey’s drifting expected inflation anchor: 2018-...

(a) Actual inflation, markets and survey first-
order moments
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(b) Cross-sectional survey distribution
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Subject to all these caveats, already by the end of 2017, the standard deviation almost
quadrupled, while the skewness went from being negative at -1% to positive at 0.25%.
Panel (b) of Figure 12 shows the distributions in December of 2017, January of 2019 and
June of 2021. In 2017, the uncertainty is evident, with a bimodal distribution and more
than half of the respondents expecting inflation to exceed 17%. The events of 2018 re-
moved some of the disagreement by consolidating a view that inflation would be well
above the target. By 2021, more mass has moved rightwards, and the inflation anchor
seems definitely lost.

Lessons. The Turkish experience of a lost anchor leads to two additional lessons. First,
that even close to real time, and when inflation is bouncing up and down, like it did in
Turkey in 2018 and 2019, the expectations data can paint a clear picture of a lost inflation
anchor. Second, that in countries where arguably the anchor was not firm in the seabed
to start with, the shifts in the cross-sectional distribution can be large and fast. The loss
of the inflation anchor can come fast and need not be gradually building up like it did in
the US in the late 1960s.

5.3 South Africa: 2010-2016

Introduction. The South African Reserve Bank (SARB) adopted inflation targeting in
2000, with a target range of CPI inflation between 3% an 6% and no stated midpoint. The
first few years of of the new regime were rocky, with oscillations in the exchange rate
and reversals of policy, but after 2005, transparency increased, so that after one decade
of inflation targeting, outcomes were on average solidly within the range. The global
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False positives: South Africa 2010-16?
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Survey data stayed steady in light of unlucky run of shocks, price controls temporary effect

No drifting anchor, no false positive

Figure 13: South Africa’s unlucky run: 2010-16

(a) Actual inflation, markets and survey first-
order moments
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(b) Cross-sectional survey distributions
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missed the fall in inflation in 2015 and were slow to catch up to the lower inflation from
2017 onwards.

The bottom panel reproduces instead the cross-sectional distribution among house-
holds at three successive months of October between 2014 and 2016, calculated by Du
Plessis, Reid and Siklos (2021). These come from a remarkable survey conducted by AC
Nielsen under contract with the SARB and the BER of between 2000 and 2500 individuals
in urban and rural environments at a quarterly frequency. As inflation moves up and
down, the distributions shift right and left. However, note that disagreement, measured
by either second or third moments, does not change much.

Lessons. The survey data throughout the 2011-16 period seemed consistent with a stable
anchor. Shocks hit the economy, the central bank justifiably kept monetary policy steady
letting inflation rise, and both outcomes and expectations reflected this with higher ex-
pected inflation. Yet, there was no permanent rise of either actual or expected inflation,
as we saw in the US, Brazil or Turkey. Disagreement did not increase during this period.
Unlike in the US in the 1970s, inflation did not drift up as the expected inflation anchor
remained steady. In the South Africa case, the price controls worked in the opposite di-
rection of what they did in the US and Brazil, yet their effects were qualitatively similar:
significant but temporary.

5.4 The United States in the 1980s: dropping the anchor

Between 1979 and 1973, under chair Paul Volcker, the Fed undertook highly restrictive
monetary policy and inflation fell significantly. If the main episode studied in this paper
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What about in other direction? US 1980s
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Households ahead of professionals, again

Disagreement pattern showed the dropping and firming of the anchor

Figure 14: Dropping the anchor: the US 1980s

(a) Actual and survey first-order moments
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is the loss of an inflation anchor, this episode corresponds to dropping of a new anchor,
which persists in place until today. It adds a reversal situation and again tries to measure
the anchor.

Figure 14 shows that the survey of households, which now corresponds to the stan-
dard Michigan quantitative series, was quick to catch on. The decline was swift, keeping
up with inflation. Professional forecasters were slower (or perhaps more skeptical). Dig-
ging deeper into the household cross-sectional distribution, the figure shows that as some
households started expecting lower inflation, this increased the standard deviation, while
it lowered the positive skew. As gradually the remainder households caught up, the me-
dian fell, the standard deviation after reaching a peak started declining, and the skew
started rising. Altogether, this behavior is consistent with the model described in section
4, where people that are inattentive, overconfident, and sticky information in updating
their biases would react in this gradual way to a change in policy regime. As in section 3,
it shows that looking at the distribution of expectations, from first to third moment, can
provide some signals of where the expected inflation anchor is and where it is going.

5.5 United States 2020-21: Where is it heading?

The final application of the ideas in this paper is to undertake an out-of-sample forecast-
ing exercise. The pandemic recession of 2020 and the swift recovery in 2020-21 interrupted
three decades where the expected inflation anchor was steadily at 2% and actual inflation
only had small transitory movements near its anchor. As panel (a) in Figure 15 shows,
inflation fell sharply with the lockdown in the first half of the year, and rebounded very
strongly in the first half of 2021 reaching levels that had not been seen for decades. Many
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Looking ahead: US today?
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Figure 15: The expected inflation anchor through the pandemic

(a) Actual inflation
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(b) Markets and survey first-order moments
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(c) Cross-sectional disagreement of households
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ask today the question that this paper asked right at the start: Where is inflation heading?
Panel (b) in Figure 15 shows that professional forecasters have only slightly raised

their expectation. If they were the single measure of the anchor, one would confidently
conclude that inflation will soon quickly revert back to this anchor. Market-price expected
inflation instead has increased significantly in 2021, albeit only after falling significantly
in 2019 and 2020. These sharp movements in market expectations might shake that con-
fidence, but they could be dismissed as another illustration of the w noise the model. It
is the household survey that is more worrying. Both the long-horizon expectations and
the one-year ahead have jumped up in just 6 months faster than almost ever before in
the post-1980s sample. Given its usual sluggish slow adjustments, this is hard to inter-
pret. Candia, Coibion and Gorodnichenko (2021) report a very high discrepancy between
the expectations of households and professional across different surveys and for other
countries as well.

Again, looking at higher order moments and, more generally, at the whole distribution
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Tough test for beliefs:
• salient prices
• recent data
• over-reaction

See in the data the 
increase in disagreement 
that points to an anchor 
that is drifting up.

But, jury is still out, and 
much depends on luck 
and policy over the next 
12 months.



Conclusion
• Expected inflation is not…

• …a mystical psychological variable for policymakers, an add-on factor, for data fitters,  a perfect mirror of 
actual inflation that can be ignored, too sluggish and biased in surveys to be useful

• Can measure the expected inflation anchor…
• …combine survey medians with markets and with disagreement in cross-sectional survey distributions

• The roots of the Great Inflation were in 1967-73, before oil shocks…
• …bad theory (of expectations), bad measurement (expectations), bad luck (salience)

• Five episodes in which expectations measurement would have been useful
• …and arguably useful now to see the anchor slightly drifting, but still in time to put it back in the seabed.
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