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The plan of the discussion

• Review of the research agenda and main results

• Discussion I: a simple model

• Discussion II: price hunters vs frequent shoppers

• Discussion III: implications for policy

Disclaimer: This discussion is not based on reading the paper
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Households are not better informed than firms on inflation

Source: Candia, Bernardo, Olivier Coibion, and Yuriy Gorodnichenko. The
Inflation Expectations of US Firms: Evidence from a new survey. No. w28836.
National Bureau of Economic Research, 2021.
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This paper: what drives household expectations?
Experienced micro πi =⇒ Expected aggregate π
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Driver of heterogeneous πi experience: shopping frequency
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Experienced πi =⇒︸ ︷︷ ︸
Heterog. experience: size

Expected aggregate π
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Discussion I: A simple model of expectation formation
• Household j sees

ln pit︸︷︷︸
milk

= lnPt︸︷︷︸
CPI

+ εit︸︷︷︸
idiosincratic

• lnPt and εit independent Gaussian, unobserved

• Inflation perception:

E j [lnPt |pit ] =
σ2p,j

σ2p,j + σ2ε,j︸ ︷︷ ︸
ωj

× ln pit

• Shopping frequency ↓ =⇒ σp,j
σε,j
↑ =⇒ ωj ↑

Larger experienced price changes =⇒ higher perceived
salience of aggregate shocks relative to idiosyncratic ones?
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Implications for firm pricing
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Standard profit maximization: downward sloping demand in
markup
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Implications for firm pricing

1

0

*
0

1

0

*
0

• Confusion reduces demand elasticity to idiosyncratic price
variation and increases firm optimal markup.

• Prediction: less frequent shoppers pay higher markups?
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Discussion II: observed vs paid prices

Source: Best Prices: Price Discrimination and Consumer Substitution Judith A. Chevalier and Anil K. Kashyap.

• Price hunters (frequent shoppers??) pay lower prices X
• But best price in the month more volatile than average

• Paid 6= observed for salience/memory?
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Discussion III: implications for policy

Do learners from pi like expansionary MP more or less?

• Let’s ask “them” (brits 6= americans)

• Rep. UK households 2003-2019 from the BoE’s Survey

“If a choice had to be made either to raise interest rates to try to keep

inflation down, or keep interest rates down and allow prices in the shops

to rise faster, which would you prefer—interest rates to rise or prices to

rise faster?”

• Characterize UK households by:

• Importance of shopping prices for πe
j

• recent shopping prices (<12 mo) vs older (up to 5 yrs)
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Discussion II: implications for policy

Do you prefer R ↑ or P ↑? Role of learning from prices?
0

.2
.4

.6
.8

D
e

n
si

ty

0 Likes R up Likes P up don't know
Preference between raising interest rates or allow prices to rise faster?

(a) Unconditional
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Preference between raising interest rates or allow prices to rise faster?

(b) Conditional on learning from pi

Learning from prices: from 60 to 72% like R ↑
• Consistent with expectations of higher/more volatile inflation
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Discussion II: implications for policy

Do you prefer R ↑ or P ↑? Learning from recent vs old prices
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(c) Learning from pi ≤ 12mo
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(d) Learning from pi > 12mo

Learning from older prices: no much difference in MP preference
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Conclusions

• Very interesting paper shedding more light on household πe

• Looking forward to implications for macro modeling and policy

• Thank you
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