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Percewed and Expected Rates of Inflation
n Sweden

By LARS JONUNG*

The perceived rate of inflation, that is, the
public’s knowledge about the hlstoncal be-
havior of the price level, plays an extremely
important—although little observed—role in
much of recent work on the formation of
inflationary expectations. As a rule, econo-
mists have used past (weighted) inflation
rates to construct proxy measures for the
expected rate. This common approach pro-

ceeds ‘as if all relevant economic units have
the same perceptions of past inflation rates
and as if perceived rates are identical to
actually registered historical rates. Empmcal
eviderice on this issue is examined here using
results from a survey study of perceived ‘and
expected inflation rates in Sweden.

The desire to include inflationary expecta-
tions in empirical Studies has resulted in a
number of attempts to measure prevailing
expectations directly. These direct measures
have been of two types, both of which utilize
data from survey studies. The first is based
on surveys where respondents state whether
they expect prices to rise, stay constant or
fall. The qualitative replies are then trans-
formed into quanntatlve series to be used in
econometrié studies.! See, for example, the
work by George de Menil and Surjit Bhalla
for the United States, John Carlson and

*University of Lund, Sweden. I have received gener-
ous assistance from Margareta Holgersson and Christina
Osterberg at the National Central Bureau-of Statistics,
Stockholm, and valudble comments from many col-
leagues at the Department of Economics, the University
of Lund. I am greatly indebted to Bengt Assarsson,
Michael Bordo, John Carlson, Thorvaldur Gylfason,
Axel Leijonhifvud, and Carl Van Duyne. I have
benefited from comments by Phillip Cagan, Michael
Darby, and Mats Persson. I would also like to thank all
those who have improved my English, in particular
James Love. Financial support from the Tercentenary
Fund of the Riksbank is gratefully acknowledged.

~1The technique adopted for this transformation as-
sumes that the distribution of expectations is char-
acterized by a two-parameter distribution, typically by
the normal distribution.
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Michael Parkin for the United Kingdom,
Adalbert Knobl for Germany, and Michael
Danes for Australia.

The second type of measure of inflation-
ary expectations is based on surveys which
ask for direct quantitative measures of ex-
pected changes in prices. The best known
among these is probably the Livingston series
for the United States.? The Livingston series,
however, encompasses a small number of
respondents, all'with a background of busi-
ness experience. Various series of expecta-
tions have been gathered covering more rep-
resentative samples of the general public.
The ~Survey Research Center (SRC) in
Michigan is producing such data for the
United States. This kind of direct measure
should provide better answers to questions
concerning.the public’s inflationary expecta-
tions than the Livingston data or similar
series covering specific groups in society.

This paper describes a survey of perceived

‘and expected rates of inflation in Sweden

that belongs to the sécond category of stud-
ies described above. In ‘the literature on in-
flationary expectations, this Swedish investi-
gation stands out in two respects. First, the
respondents are asked about their perceived
rates of past inflation as well as about their
expectations of future inflation rates. Sec-
ondly, responses are cross-classified by de-
mographic characteristics such as sex and
age. The survey covers a broad representa-
tive national sample of about 10,000 Swedish
households, encompassing roughly 0.3 per-
cent of the total of 3.5 million Swedish
households. This makes detailed analysis by
various cohorts possible.

2A detailed description of the Livingston data is
given by Carlson (1977). This body of data has been
used by a number of researchers. See for example
Stephen Turnovsky, William “Gibson, and David Pyle.
See also Paul Wachtel (1977a) for a discussion of vari-
ous survey measures of inflationary expectations.
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I. The Role of the Perceived Rate of Inflation

The basic idea underlying theoretical and
empirical studies on the autoregressive for-
mation of inflationary expectations—that is,
adaptive expectations and extrapolative/re-
gressive schemes—is that the past history of
the rate of inflation is the key determinant of
the anticipated rate of inflation. These stud-
ies proceed as if the history of inflation is
perfectly and uniformly known to the public

so that perceived rates are identical to actual .

rates, typically as expressed by some official
index. The standard econometric approach
where lagged (past) inflation rates are in-
cluded as measures of the anticipated rate of
inflation is consistent with the twin assump-
tions that (a) all economic agents hold iden-
tical and “true” point estimates of past rates
of inflation, and (b) that all economic agents
arrive at the same expected future rate of
inflation.’> These assumptions,. which are
rarely questioned, also characterize much of
the empirical work on rational expectations.
Survey studies of direct measures of infla-
tionary expectations show clearly, howeyer,
that respondents do not hold uniform expec-
tations; on the contrary the dispersion of
anticipated rates appears to be considerable.*
This finding has induced some researchers to

suggest that the dispersion of the replies -

around the mean expected value should be
analyzed as a separate, and potentially im-
portant, variable in both empirical and theo-
retical work. See, for example, Paul Wachtel
(1977a). A few attempts in this direction
have also been made.’

While the potential significance of the dis-
tribution of expected rates of inflation has
been noted in the literature, the distribution
of the perceived rate of inflation has not yet
been studied. Studies of the formation of
inflationary expectations that utilize survey
data—the very same data which show wide

3See David Laidler and Parkin (p. 770) for a discus-
sion of this point. Their comments concerning expected
mﬂatlon rates apply to perceived inflation rates as well.
“4See, for example, Carlson (1977) and F. T. Juster
and R. Comment.
SAlex Cukierman and Wachtel have developed a the-
ory which deals explicitly with the distribution of infla-
tionary expectations.
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divergencies in expected inflation rates as
well as persistent differences between ex-
pected and actiial rates—have actually
adopted historical inflation rates as explana-
tory variables as if these rates were perfectly
and uniformly perceived. Higher moments
than the mean are thus assumed to be of no
significance for the analysis. See, for exam-
ple, Turnovsky, and L. V. Defris and R. A.
Williams.

This approach is open to objection since
survey studies have established that expected
rates diverge across respondents. Hence, one
should expect perceived rates to diverge as
well. Studies of the distribution of actual
inflation rates across households also show
that economic units experience different rates
of inflation due to differences in consump-
tion patterns and relative price changes. See,
for example, Bengt Assarsson (1977) for
Sweden and R. T. Michael for the United
States. This suggests that expected rates dif-
fer, partially as a consequence of a disper-
sion of perceived rates and partially as a
consequence of genuine uncertainty about
the future behavior of prices.

Moreover, little is known about the pro-
cess forming the public’s perceptions of past
rates of inflation. Presumably this process
utilizes two sets of data: (a) the public’s
recollection of price indices, collected and
published primarily by government agencies,
and (b) the individual’s own experience of
surveying prices and purchasing goods and
services. To the extent that perceived rates
are based on official data, a tight distribu-
tion of perceived rates should be expected.
To the extent that consumption patterns,
that is, expenditure shares, differ across indi-
viduals, and that perceptions are based on
individual price indices, a wide distribution
should be expected, ceteris paribus. Empirical
studies of the formation of inflationary per-
ceptions, however, are presently lacking.®

60On this point see also Carlson (1980) and Carl Van
Duyne. Moreover, the process of generating perceptions
of past inflation rates should be influenced by the
relative costs and benefits of improving the accuracy of
the perceived rates. On this argument see, inter alia, the
discussion by Michael Darby and by Edgar Feige and
Douglas Pearce of the generation of expectations under
costly information.
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II. The Empirical Picture

The Swedish survey reported here at-
tempted to obtain a cross-section picture of
perceived and expected rates of inflation at a
given point of time.” A representative sample
of households was asked about the move-
ments of “prices in general” during the past
twelve months and about expected move-
ments in the coming twelve months.® The
respondents could answer either with a single
number or with an interval. About 4,000
replies of the first type were received and
2,000 of the second.” The replies concerning
the notions of price level movements were
grouped according to the following char-
acteristics: sex, age, income, place of resi-
dence, number of children, and type of hous-
ing.

These groupings revealed some note-

worthy patterns. With respect to the per-.

ceived rate, the major difference was found
between men and women. For men who gave
point - estimates of what the 1977 inflation
rate had been, the mean was 13.8 percent,
while for women it was 15.5 percent. (See
Table 1.) This pattern — which holds
throughout all groupings of men and women
according to age, household income, number

"The survey was carried out as part of a government
investigation of the effects of price controls in Sweden
in the 1970°’s. A complete description of the survey,
published in Swedish as ch. 3 in Prisreglering mot infla-
tion? (Price Controls against Inflation?). SOU (Govern-
ment Report)1981 : 41, is available from the author on
request.

8The survey was conducted by phone durmg two
weeks in January 1978 by the National Central Bureau
of Statistics. The perceived rate thus refers to the infla-
tion of 1977 and the expected rate to the inflation of
1978. The questions about price movements were pre-
sented according to a two-stage procedure. First, the
respondents were asked whether “prices in general” had
fallen, remained unchanged or increased. (A correspond-
ing framing of the question was used for the expected
rate.) Second, a percentage estimate was asked for.
Thus, the survey questions were open-ended.

There was a considerable group of “don’t know”
answers. They represented about 20 percent of all re-
plies concerning the perceived as well as the expected
rate. The nonresponse rate was 17.5 percent, primarily
due to refusal to take part in the interviews. A nonre-
sponse rate of this magnitude is common in this type of
survey.
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of children and place of living—is most easily
explained by a larger rise in food prices than
in the consumer price level. The official fig-
ures were 16.7 percent and 14.2 percent,
respectively, in 1977, the period covered by
the question about the perceived rate. (See
Table 1.)

As women are responsible for the major
share of the food purchases within Swedish
house:holds,10 they are more exposed to
movements in food prices than men. Conse-
quently, the inflation rates perceived by
women should be more strongly influenced
by food prices than the rates perceived by
men. The difference between men and
women apparently indicates that perceived
rates are influenced by individual price
calculatlons based on individual expenditure
patterns

The average perceived rate for the whole
sample, however, was 14.7 percent which is
fairly close to the actual rise of 14.2 in the
consumer price index in 1977. Other group-
ings according to age, household income,

90ne recent study of the distribution of domestic
work between men and women married or living to-
gether shows that the woman alone made all or almost
all of the daily purchases of food and other items in 53
percent of 4,600 couples interviewed in 1975. The corre-
sponding figure for men was 10 percent. In 84 percent
of the couples the woman was responsible for half or
more of the daily purchases. (See Table 5.1 in Living
Conditions. Report no 20. Sex and Equality.” Official
Statistics of Sweden, Stockholm 1980.)

Another investigation reveals that in 1974 Swedlsh
women were solely responsible for more than 60 percent
of all daily purchases measured in terms of volume, of
frequency and of value while men alone were responsi-
ble for only 21 percent. (See Samhdallet och distributionen
(Society and the Distribution of Goods and Sermces)
SOU (Government Report) 1975: 69, p. 150.) It is safe to
conclude that these patterns also held in 1977-78 when
the survey of inflationary perceptions and expectanons
reported here was made.

"'Van Duyne examines whether expectations in the
United States are “biased” in the sense that economic
agents “place more weight on the recent behavior of
food prices than expenditure shares would indicate”
(p. 7). He found no evidence of such a bias. His data,
however, do not permit him to distinguish between men
and women in his study. The significant difference
between men and women in Sweden does not neces-
sarily imply biased perceptions. Rather, the pattern in
Table 1 is consistent with the view that perceptions are
based on expenditure shares which differ between men
and women.
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TABLE 1—PERCEIVED, EXPECTED, AND ACTUAL INFLATION RATES IN SWEDEN, 1977-78
(Annual Percentage Change)

Actual Rate for 1977:

Expeéted Rates for 1978:_

‘Perceived Rates for 1977:

Consumer Food
Men Women Prices - Prices Men ‘Women _Actual Rate for 1978:
1 @) (€) I O] ©)] ) Q)]
13.8 15.5 142 167 10.6 1.4 5.9
(5.65) (8.58) (5.00) (6.65)
Number of replies: ’ . .
2,392 1,855 2,375 1,812

Notes: Standard deviations are shown in parentheses. The rates in columns (1)-(2) and (5)-(6) represent the mean
values of approximately 4,200 responses giving a point estimate in the Tange of 1-50 annual percentage change in
prices. The survey was conducted in January 1978. Thus, the rate of change in the consumer price index and in the
food price index is calculated from January to January the following year. - -

The differences between the mean perc
.01 percent level.

number of children, type of housing, and
place of residence did not. reveal any pro-
nounced dissimilarities in the perceived rate,
although such may have been expected, inter
alia, due to differences in relative price
changes caused by the Swedish system of
taxes and subsidies.'? '

With respect to the expected rate, the major
difference relates to age. The expected rate
falls fairly linearly with rising age by an
average of .4 percentage points for every ten
years. The youngest group, those of 18-24
years, expected inflation to be 11.5 percent
while the oldest group, those of 70-74 years,
anticipated that it would be 9.5 percent. One
hypothesis to account for - this pattein—
which holds for all groups examined—is that
the price level history experienced by the
respondents influences their expectations of
future inflation. The older age groups
remember the falling or fairly stable prices of
the 1920%s, 1930’s, and 1940’s. This tends to
lower their inflationary expectations. The
younger respondents, on the other hand, have

'2The extensive Swedish system of taxes and subsi-
dies has created significant differences in relative prices
across households depending on such factors as the
choice of housing, income, number of children, region of
settlement, and availability of nontaxed consumption
goods. See also Assarsson (1977). Such tax- and subsidy-
induced relative price differences do not seem to have
exerted a significant influence on perceived rates, how-
ever. E

eived and expected rates of men a.ndeomen are significantly different at the

only experienced the steadily rising inflation
rates of the 1950°s, 1960’s, and 1970’s, which
raises their inflationary expectations as com-
pared to older generations. :

This picture suggests that inflationary
expectations are influenced by past experi-
ence and observations of inflation, that is, by
an autoregressive process which covers not
only the most recent years but also the whole
lifetime experience of price level move-
ments."> However, it should be stressed that
there are hardly any differences across age
groups in the perceived rate of inflation. This
indicates that roughly the same set of price
information is available to every age group,
which' results in fairly uniformly perceived
rates, with the exception of the difference
between men and women. 4

With the exception of age, none of the
groupings reveal any striking differences
concerning the expected rates. On average,
women and households with children expect
a higher rate of inflation than men and
households without children. These dif-
ferences are less than one percentage point,
but are significant at the .01 level. There is
also a weak tendency for higher income
groups to have higher than average expecta-

BAs the survey is a cross-section study, it does not

-allow any direct tests of the dynamic generation of

inflationary expectations.
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TABLE 2— THE EXPECTED INFLATION RATE AS A FUNCTION OF THE PERCEIVED RATE

OF INFLATION, AGE, SEX, AND INCOME

- Type of Replies
Independent I II III I . ¢ III
Variable 0! ) @) @ ® 6)
Perceived Rate 0.447° 0.519° 0.446° - 0.445° 0.517° 0.443°
of Inflation (0.010) (0.020) (0.013) (0.010) (0.0ZO& (0'0]3?,
Age —0.049° —0.053 —0.045
(0.004). -(0.007) (0.006)
Dummy variables for:
Sex —0.020 —0.226 —0.010
-(1 if female) " (0.130) 0.227) (0.189)
Income 0.019 ‘—0.074 0.049
(1 if middle income) (0.152) (0.259) (0.222)
(1 if upper income) 0.3812 0.221 0.437
(0.156) 0.273) (0.228)
Intercept 3.656 3.621 3.702 '5.625 5.902 5.510
S.E.E. 4.978 "~ 3.689 5.375 4.924 3.612 5.332
R?, Adjusted 0.254 0.371 0.250 0.270 0.397 0.262
Number of replies 6,019 1,101 3,309 6,019 1,101 3,309

Notes: Standard errors are shown in parentheses. The replies are divided into three groups: (I) all answers; (II)
answers for the perceived and the expected rate given only with an interval (where the average of the upper and lower
limit is taken as the valid observation); and (IIT) answers given with one number for the perceived and the expected
rate. Replies suggesting an expected rate of inflation in the range of 1-50 percent are covered. In this way an
extremely small number of replies suggesting a rate of inflation between 50 and 100 percent are excluded as
“atypical.” Their exclusion, however, does not influence the regression results. The age variable ranges from 18 to 74

years.

The income of the households covered by the interviews are grouped into three categories: lower.income (50,000

kronor or less), middle income (50,000—80,000 kronor) an

per household. (1000 kronor are roughly equal to $440.)
*Statistically significant at the 95 percent level.
PStatistically significant at the 99 percent level.

tions." The average expected rate for 1978
was, however, far from the actual rate com-
pared to the small difference between the
perceived and actual rate for 1977.15

The findings above suggest further ex-
ploration of the data by way of a number of
regression equations using dummy variables
to investigate the role of demographic vari-

'“The replies giving single numerical estimates of
perceived and expected inflation rates have been
analyzed here. The patterns produced by the answers
presenting upper and lower boundaries for perceived
and anticipated rates are close to the patterns of the
point estimates.

PFollowing a few years of continuous increase, the
Swedish rate of inflation peaked in January 1978—the
same month as the survey was conducted. The rate then
fell from 14.2 percent to a low of 5.6 percent ‘for
February 1979, calculated as the month-to-month change
on a yearly basis. The respondents thus expected cor-
rectly a decline during 1978 in the rate of inflation
compared to the actual rate during 1977.

d upper income (more than 80,000 kronor) as annual income

ables such as sex and age, as well as of
income, in determining perceived and ex-
pected inflation rates. First, the perceived
rate is estimated as a function of sex, age,
and income, where the incomes of the re-
sponding households are grouped into three
classes: low, middle, and high income. The
regression estimates, not reported here, show
that the dummy variable for sex is the only
independent variable significantly different
from zero, confirming what was found in
pairwise comparisons.

Next, the expected rate is regressed on the
perceived rate. This represents a departure

“from the standard approach of using the

actual registered rate(s) as the explanatory
variable in econometric work on inflation

expectations. The estimates in Table 2 show
that the coefficients of the perceived rate are
significantly different from zero and have the
expected positive sign for all groupings of
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replies in columns (1)-(3). When sex, income,
and age are included as additional indepen-
dent variables, several results emerge. (See
columns (4)-(6) in Table 2.) The dummy
variable for sex becomes insignificant. The
dummy variables for income are also nsig-
nificant with one exception in column 4) in
Table 2. Age, however, is a strongly signifi-
cant variable showing that for every year of
age the expected rates fall by about .05 per-
centage points. The adjusted R2s increase
marginally in columns (4)-(6) suggesting that
the demographic variables and the income
variable add little to the explanatory power
of the perceived rate. It is reasonable to
assume. that the age variable reflects the
respondents’ lifetime experience of price level
movements. In that case, the results indicate
that expectations are significantly influenced
by the past history of prices as measured by
age as well as by perceived rates.

The dispersion of inflationary expecta-

' tions, as tepresented by the standard devia-
tion or the variance, has- attracted consider-
able interest in recent work.!® The standard

deviation has been adopted as a proxy mea- .

sure of “uncertainty” concerning the future
behavior of prices in some econometric stud-
ies."” The dispersion of the rates for men and
women displayed in Table 1 shows that the
coefficient of variation, that is, the standard
deviation divided by the miean, is practically
the same for perceived and expected rates for
both men and women. Table 1 also shows
that the respondents are as uncertain about
past rates of inflation as about future rates
when the coefficient of variation is chosen ‘as
a proxy for uncertainty. The same conclusion
is obtained if uncertainty is measured by the
ratio of “don’t know” answers to the total
number of interviews. This share was 20.5
percent for the perceived rate and 19.9 per-
cent for the expected rates. Surprisingly, the

'$The distribution of price expectations has been an
issue of considerable discussion. The basic question has
dealt with ‘the normality assumption underlying the
transformation of qualitative survey data to quantitative
measures. See fn. 1. Tests (not reported here) show that
the distribution of perceived rates aswell as of expected
rates are not normally distributed. The distribution of
the perceived and expected rates for men and women
also differ significantly. '

""See Defris and Williams as well as Wachtel (1977b).
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respondents are as uncertain about the im-
mediate past pattern of price changes as
about future ones actording to this measure.
One would have expected them to be more
informed about recent past events than about
the future. ,

The dispersion of the perceptions -of past
and future inflation rates does not simply
measure uncertainty, however. Relative prices
do not change uniformly and consumption
patterns differ across households. Conse-

- quently, relative price variability should con-
tribute to differences in perceived rates—and

through perceived rates—to differences in
expected rates. Recent studies on relative
price variability—see, for example, R. W.
Parks for the United States and Assarsson,
(1980) for Sweden—suggest that relative
price variability covaries positively with the
rate of inflation. A higher rate of inflation
with a concomitant wider dispersion of rela-
tive price changes should, thus, tend to in-
crease the dispersion of perceived rates. The
survey does not provide any direct evidence
on this hypothesis, however. L
The standard deviation of perceived rates
in Table 1 may be compared with the relative
price change variability in 1977. Two sugges-
tive measures are available. First, the stan-
dard deviation of the relative price changes
for the six major components constituting
the Swedish consumer price index is 3.64
percentage points in 1977. Second, the stan-
dard deviation for all 333 goods (un:
weighted) represented in the consumer price
index for 1977 in column (3) in Table 1 is
7.94 percentage points.'® A study of the vari-
ations in inflation rates among the house-
holds included in the survey could be helpful
in separating the effect of uncertainty on the
dispersion of perceived rates from the in-
fluence of relative price variability. Such’a
study has not been undertaken, however.

"®The first measure of relative price dispersion is
calculated as [3w;-(Dp,—DP)?]"/2 where DP is the
percentage change in the consumer price level in 1977,
Dp; is the percentage change in the price of composite
commodity i, and w; is the respective weight in the
consumer price index. Six such commodity groups con-
stitute the Swedish consumer price index. The second
measure is calculated as [$( Dp,— DP)?]'/2 /5 where Dp;
is the percentage change in the price of commodity ; in
1977. :
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Still, it seems reasonable to conclude that the
dispersion of perceived rates and, thus, of
expected rates is influenced by relative price
variability as well as by uncertainty.!®

Four basic conclusions emerge from the
empirical results reported here. First, per-
ceived rates exert a strong positive influence
on - expected rates. Second, demographic
characteristics, in this case, sex and age, are
significantly related to perceptions and ex-
pectations of inflation. With respect to sex,
perceived rates differ but expected rates are
considerably closer. Women perceived, on

average, a higher rate of inflation than men. .

Food prices rose more rapidly than prices in
general during the year prior to the survey.
As women are responsible for the major share
of food purchases, they should be more
strongly influenced by food prices than men.
This combination of differences in relative
price movements and differences in purchas-
ing patterns probably accounts for. the male-
female difference in perceived rates. With
respect to age, perceived rates are the. same
but expected rates differ, declining with
growing age. A possible explanation of this
pattern is that the perceived history of infla-
tion influences expected rates. Older respon-
dents have experienced the low rates of infla-
tion during the 1940°s and 1950’s. This tends
to lower their expectations compared to those
of younger respondents who only recollect
the fairly high rates of inflation of the 1960’s
and 1970’s.

Sex and age help explain perceived and
expected inflation, respectively, because indi-
viduals draw upon their personal past experi-
ence of changes in prices, that is, they con-
sider the history of the purchasing power of

19Uncerta.inty about price level movements—and
thus the dispersion of perceived and expected inflation
—is probably strongly related to the monetary regime
prevailing. A monetary standard producing considerable
price level predictability should be associated with a
tight distribution of inflationary perceptions and expec-
tations, ceteris paribus. Recent proposals for monetary
constitutions are generally based on arguments em-
phasizing the benefits of reduced price level uncertainty.
On this point see, for example, Benjamin Klein and
Axel Leijonhufvud.
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money over their own preferred baskets of
goods and services. Individual experience is,
thus, an important determinant of inflation.
ary perceptions and expectations.

‘Third, perceived rates clearly differ across
individuals—a conclusion that is consistent
with existing evidence on the dispersion of
relative price changes and on the dispersion
of inflationary expectations. This suggests
that the spread of expected rates may be
regarded as a function of the dispersion of
perceived rates. Fourth, uncertainty — -
measured either by the coefficient of varia-
tion or by the ratio of “don’t know” answers
to the total volume of responses— about past
inflation rates appears to be of roughly the
same magnitude as uncertainty. about future
inflation rates. :

REFERENCES

B. Assarsson, “Om konsumentprisindex repre-
sentativitet” (On the Representativeness of .
the Consumer Price Index), mimeo., Uniy.

Lund, 1977. . e

, “The Relationship between Inflation
and the . Variability of Relative Price
Changes: The Case of Sweden,” mimeo.,
Univ. Lund, 1980. )

J. A. Carlson, “A Study of Price Forecasts,”
Annals Econ. Soc. Measure., Winter 1977,
6, 27-56.

, “Perceptions (or Misperceptions) of

Inflation,” mimeo., Purdue Univ., 1980.

_ and M. Parkin, “Inflation Expecta-
tions,” Economica, May 1975, 42, 123-38.

A. Cukierman and P. Wachtel, “Differential In-
flationary Expectations and the Variability
of the Rate of Inflation: Theory and Evi-
dence,” Amer. Econ. Rev., Sept. 1979, 69,
595-6009.

M. Danes, “The Measurement and Explana-
tion of Inflationary Expectations in
Australia,” Australian Econ. Papers, June
1975, 14, 75-87. ‘

M: Darby, “Rational Expectations under
Conditions of Costly Information,” J. Fj-
nance, June 1976, 31, 889-95.

L. V. Defris and R. A. Williams, “The Forma-
tion of Consumer Inflationary Expecta-
tions in Australia,” Econ. Record, June




968 THE AMERICAN ECONOMIC REVIEW

1979, 55, 136-48.

G. de Menil and S. S. Bhalla, “Direct Measures
of Popular Price Expectations,” Amer.
Econ. Rev., Mar. 1975, 65, 169-80.

E. Feige and D. Pearce, “Economically Ra-
tional Expectations: Are Innovations in

the Rate of Inflation Independent .of In-

novations in Measures of Monetary and
Fiscal Policy?,” J. Polit. Econ., June 1976,
84, 499-522.

W. E. Gibson, “Interest Rates and Inﬂatlon-

ary Expectations,” Amer. Econ Rev Dec. -

1972, 62, 854-65.

F.”T. Juster and R. Comment, “A Note on the

Measurement of Price Expectations,”
mimeo., Institute for Social Research,
Univ. Michigan, 1978.

B. Klein, “The Social Costs of the Recent
“Inflation: The Mirage of Steady ‘Antic-
ipated’ Inflation,” in Karl Brunner and
Allan H. Meltzer, eds., Institutional
Arrangements and the Inflation Problem,
Vol. 3, Carnegie-Rochester Conferences on
Public Policy, J. Monetary Econ -Suppl.
1976, 185-212.

A. Knobl, “Price Expectations ‘and Actual
Price Behavior in Germany,” IMF Staff
+ Papers, Mar. 1974,-21, 83-100.

D. Laidler ‘'and M. Parkin, “Inflation: A

DECEMBER 1981

Survey,” Econ. J., Dec. 1975, 85, 741-809.
A. Leijonhufvud, “Theones of Stagflation,”

mimeo., Bureau d’Economie Théorique et

Apphquee Univ. Louis Pasteur, 1980.

R. T. Michael, “Variation Across Households
in the Rate of Inflation,” J. Money, Credit,
Banking, Feb. 1979, 9, 32-46.

R. W. Parks, “Inflation and Relative Price
Variability,” J. Polit. Econ Feb. 1978, 86,
79-96. -

D. H. Pyle, “Observed Price Expectations and
" Interest Rates,” Rev. Econ. Statzst Aug
1972, 54, 275-80.

S. J. Turnovsky, “Empirical Evidence on the
Formation of Price Expectations,” J. Amer.
Statist. Assn., Dec. 1970, 65, 1441-54.

-C. Van Duyne, “Food Prices, Expectations,

and Inflation,” seminar paper no. 140, Inst
Int Econ. Studies, 1980. -

" Wachtel; (1977a) “Survey Measures of
Expected Inflation and their Potential
Usefulness,” in Joel Popkin, ed., Analysis
of Inflation 1965-1974, Nat. Bur. Econ.
Res. Stud. in Income and Wealth, Vol. 42,
Cambridge 1977.

___, (1977b) “Inflation, Uncertainty, and
Saving Behavior since the Mid-1950s,”
Explorations Econ Res., Fall 1977, 4, 558—
78.



