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Intriguing topic

How are in�ation expectations updated: instantly, learning,
sticky information?

Are there di¤erences in the "rationality" of di¤erent groups of
economic agents: �nancial markets, households?

Is there a peculiar role of the media�s ways of presenting news
(emphasis, tone), possibly depending on individual
characteristics of the readers (sex, education, age, income)?

The authors provide some evidence for Germany 1998-2006 (rich
news dataset!)

Oreste Tristani (European Central Bank) Discussion Lamla-Rupprecht Helsinki 2007 conference 2 / 11



My comments

The reference framework

A few questions/comments on the main results

Suggestions for a �rst draft
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The reference framework

Carroll (QJE, 2003)

Mt [πt,t+4] = λNt [πt,t+4] + (1� λ)Mt�1 [πt,t+4]

Mt [πt,t+4]: Mean measured expectations

Nt [πt,t+4]: (rational) Newspaper forecast

λ: fraction of the population which reads (absorbs the
information) from the newspapers

Implication: with more news on in�ation people are better
informed and their forecast is more rational
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Measurement: volume

Carroll (2003) uses the University of Michigan�survey of
households. Households are asked whether they think prices will
go up, stay the same or fall over the next year. Since 1978,
those who say "go up" (the vast majority) are then asked "By
about what percent do you expect prices to go up, on the
average, during the next 12 months?". =) Quantitative data.

Carroll �nds strong results in favour of the "volume" e¤ect of
news. [Figure.]

Intuition: regression captures the correlation between persistent
gap between surveys and persistent increase in news reporting

Oreste Tristani (European Central Bank) Discussion Lamla-Rupprecht Helsinki 2007 conference 6 / 11



Measurement: volume

Carroll (2003) uses the University of Michigan�survey of
households. Households are asked whether they think prices will
go up, stay the same or fall over the next year. Since 1978,
those who say "go up" (the vast majority) are then asked "By
about what percent do you expect prices to go up, on the
average, during the next 12 months?". =) Quantitative data.

Carroll �nds strong results in favour of the "volume" e¤ect of
news. [Figure.]

Intuition: regression captures the correlation between persistent
gap between surveys and persistent increase in news reporting

Oreste Tristani (European Central Bank) Discussion Lamla-Rupprecht Helsinki 2007 conference 6 / 11



FIGURE I
Inflation Versus News Stories
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FIGURE II
Michigan Versus SPF Forecasts
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Measurement: volume

Carroll (2003) uses the University of Michigan�survey of
households. Households are asked whether they think prices will
go up, stay the same or fall over the next year. Since 1978,
those who say "go up" (the vast majority) are then asked "By
about what percent do you expect prices to go up, on the
average, during the next 12 months?". =) Quantitative data.

Carroll �nds strong results in favour of the "volume" e¤ect of
news. [Figure.]

Intuition: high in�ation, high news coverage, near-rational
expectations; low(er) in�ation, low coverage, slower absorption
of infomation
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Measurement: volume

This paper: by itself, "volume" is not a signi�cant explanatory
variable of "absolute expectations gap". Why?

Possible role of smaller sample, smaller quantitative changes in
in�ation. [Figure]

But: EU/German consumer surveys are not quantitative. A
persistent discrepancy could be recorded where there is none
[ECB]. Why not trying �rst to quantify the survey? E.g.
probability approach (Carlson and Parkin, 1975), or regression
approach (Pesaran, 1987)

... and consumers are asked about "upcoming 12 months" while
professionals are asked about the "contemporary and upcoming
year" (which one is used?)
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Figure 1: Media Coverage and Inflation Expectations Gap
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Dark Blue Line : absolute gap between consumers’ inflation expectations and inflation expectations of professional forecasters;
Red Line: Sum all reports on Inflation (Volume); Light Blue Line: Share of news of rising inflation relative to news on falling
inflation (Tone).
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Euro area example
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Measurement: tone

Main measure: di¤erence between reports saying in�ation is
rising and those saying that it is falling (in percentage of all
news reports). Neutral reports ignored. [How does this work?]

This is a novelty wrt Carroll. But reference theory less clear.
Should an increase in "tone" (more reports that in�ation is
rising) lead to faster updating of consumers�expectations
compared to a fall in "tone" (more reports that in�ation is
falling)?

Main message in these terms is that "tone" works as a control
variable. It makes the e¤ect of "volume" signi�cantly negative,
as in Carroll. Why?
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A slightly di¤erent idea

If households learn about general price developments through
the media, any bias in reporting will be re�ected in expectations.
Italy in year 2000: "in�ation through the roof!". [Bild.]

Other potential signs of biased reaction of new events are
abundant around the "cash changeover" (1st January 2002):
mismatch between actual and perceived in�ation. [ECB]
Ehrmann (2006) �nds a stronger mismatch for goods with low
price in countries with more complex conversion rates.

Similar ideas in Berger et al. (2007). They �nd that more
favourable reporting of ECB decisions in the media leads to more
trust in the ECB and better anchored in�ation expectations.
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A slightly di¤erent idea

If households learn about general price developments through
the media, any bias in reporting will be re�ected in expectations.
Italy in year 2000: "in�ation through the roof!". [Bild.]

Other potential signs of biased reaction of new events are
abundant around the "cash changeover" (1st January 2002):
mismatch between actual and perceived in�ation. [ECB]
Ehrmann (2006) �nds a stronger mismatch for goods with low
price in countries with more complex conversion rates.

Similar ideas in Berger et al. (2007). They �nd that more
favourable reporting of ECB decisions in the media leads to more
trust in the ECB and better anchored in�ation expectations.
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Measurement: tone

Coe¢ cient on tone is positive. Authors interpret it as evidence
of irrationality: exaggeration in news tone leads to exaggerated
in�ation fears for consumers.

But the dependent variable is the absolute gap in expectations.
The exaggerated tone could in principle be associated with
excessively low consumers expectations.

"Tone" is very erratic. Lagged independent variables are used to
control for endogeneity. Would the use of contemporaneous tone
change the sign of the estimated coe¢ cient?
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Conclusion

This paper studies an intriguing topic, but at the moment it has
two souls

The �rst aims to replicate Carroll�s results on German data. If
this is the objective, it would be nice to base the analysis on a
quanti�ed measure of consumer surveys.

The second objective of the paper is to describe general
determinants of heterogeneity in consumers�expectations. In
this case, it may be more informative to focus on a di¤erent
dependent variable. Survey of professionals could be a control
variable, together with other (actual in�ation? cyclical
conditions? ...).
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