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I. What to take from this paper
The paper analyzes two questions:

How will consumer prices evolve during the next
twelve months compared to the previous twelve 
months?” A: 

and
“Given the current economic situation, do you think 
it's a good time for your households to buy larger 
items such as furniture, electronic items, etc.”



In aggregate, expected increases in inflation
predict level durable inflation



In aggregate, ‘Good time to buy durable’ 
correlates with actual durable spending 
mainly in 02Q1 decline and 06 boom 



Result 1. Across months, positive correlation 
between average inflation expectations and 
average good time to buy durable, in 2006 



Result 2. Across households, evidence for 
positive correlation between inflation 

expectations and good time to buy a durable 
• In Germany

• In other countries
Good time



And 
controlling 
for demo-
graphics, 
other 
expectations, 
and macro 
variables

(remember many 
of  these variables 
are discrete)



I. What to take from this paper
1. Across months, positive correlation between 

average inflation expectations and average good 
time to buy durable before and when VAT raised

2. Across households, positive correlation between 
inflation expectations and good time to buy a 
durable

Two separate results
• Result 1: a pre-announced VAT increase leads 

people to expect price increases and to pre-pay for 
consumption such as by buying a durable

• Result 2: suggests that people who think past price 
inflation was low and future price inflation will be 
higher think it’s a good time to buy a durable



II. Identification
1. Macro

– Identify impulse response of  two survey variables 
to a policy announcement







II. Identification
1. Macro

– Identify impulse response of  two survey variables to a 
policy announcement

– Not causal effect of  inflation expectations on spending 
through IES effect

– Includes other GE effects, like employment, 
substitution between nondurables and durables, cash-
flow/liquidity/credit effects etc.

– Policy: predictable changes in taxes lead to inter-
temporal substitution. Nothing about monetary policy

• See: papers on Cash for Clunkers, House Shapiro “Phased-In 
Tax Cuts and Economic Activity” etc.

– This effect show up in cross-sectional analysis . . .





II. Identification
2. Cross-sectional

– What is the source of  differences in inflation 
expectations?

– The authors don’t say, and I don’t know
• Maybe different consumption bundles? (author’s idea) Or 

maybe determined from past and current economic situation.  
Then the past causes both expectations and spending.  Just 
like an impulse response: correlation.

• Maybe rational inattention?
• Maybe Optimal Expectations!!!
• Maybe irrational exuberance?
• Maybe law of  small numbers, gamblers fallacy, etc.

– The contribution: an interesting correlation that can be 
used (by authors?) to teach us something about these 
models?



III. Comments and questions
1. Analyze saving and intentions as well as good time to buy

– Do you plan to spend more money during the next 12 months on larger items 
such as furniture, electronics, etc compared to the previous 12 months?

– Given the current economic situation, do you think it’s a good time to save right 
now?

2. How do other beliefs respond to VAT policy announcement?
– How will the general economic situation in Germany evolve during the next 12 

months?
– What is your expectation regarding the number of  unemployed people in 

Germany in the next 12 months?
– How will the financial situation of  your household evolve during the next 12 

months?
3. Take out everything about policy:

– . . . monetary policy measures that engineer higher inflation 
expectations may succeed in stimulating consumption expenditure.



IV. Conclusion
• The paper has not estimated the causal relation 

(over time or across people) from inflation 
expectations to belief  that it is a good time to buy 
a durable
– To believe in this causal interpretation, you have to 

believe that differences in inflation expectations are not 
correlated with any other macro or micro variables

• But the correlations are interesting:
– Macro correlation is an IRF to a fiscal devaluation
– Micro correlation is information on the relationship 

between non-rational, survey expectations and behavior
• Lots more interesting to be done here


