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ABSTRACT

This paper attempts to investigate the Korean households inflation
expectations with particular attention to information rigidity., For this
purpose, we derive an empirical model from a sticky information model 4 la
Mankiw and Reis (2002) and estimate it. In addition, it is also examined
whether the expectation formation is state—dependent on macroeconomic
conditions,

The main findings of this paper are as follows, First, it turns out that
the information rigidity in Korean households’ inflation expectations is very
high, In a month, most of the households simply keep their inflation
expectations the same as before instead of updating them based on newly
arrived information, Furthermore, when updating their expectations, the
households tend to rely on the backward—looking information such as actual
inflation rates in the past rather than on the forward—looking forecasts by
experts. Second, it is found that the expectation formation is varying as
inflation rate changes., Specifically, when the inflation is high, the
sensitivity of the households’ inflation expectations to actual inflation
increases and the gap between inflation expectations and actual inflation
shrinks. It implies that Korean households update their expectations more

frequently when the inflation matters than not,

=2 AFE LaelLiet durelof] olZolM 7|t N HEHE HEZE M(information rigidity)
ot MEfO|EM(state—dependence)2 SACZ EAMSICEH Ra(Lt2t YEIRIQ] QIE0|M 7|k
& orgoll EZEM0| EXeteX] HEE AHET| Qo UHE HEHXY 288 =&
old FHotlon, 7t ofEn FHMSADHE 0|&56t0 QZH01M 7|t S Ef7t 4
Hoizdof wet getxle HEefoEd EFS LIEtUEXE 2M5IRIL.

2 AR xo BN Zie ohS1h 2ot i, R2|utet Ll tittes HE HAS
Edff AZ 01 7|HHE M2 FMS|=Ce 7|1E9 7|HE HMHHMoz X6l Aoz &
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2|4 F9(rational inattention) XFo] 1 oA Aol & Aot}
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w4e ke A2 Aot TRiVRR ASARS] 7Rl F2 7]9d'E Ao
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7ol BErtd AAdem aokd 4 e A AIAY BEE Aagt nAd 7z
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48 4 ok AES @49 AR WAECKS HolAl lEel ol Hlof s

Ball(1990)& A AN mRol UAIE tlaqBdold ng FAZ Sas] 99
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o] Fe] =27k AlAfShE BRF o], AAIFAIES AAl 7 @4 w2 el 7]
o o]2o] AAISHL = BHiek= AR7E ok & 4 glem, ofof tigsto] Zoll=
BAFAIES] AAl 71 B BgellA Euid FEO| EeAdS AU nAA =
QoA Arstarz} sk o] 2R S0l AAEIL Qlrt.2

AEoflA A3t viel o] AR EPAAd] wRt ol A AEAAE BF
W A Ho) mygow iiE 4 ik AXpe AR SR wle] FEe
5 9 Ao wEs vgez | BAFAEC] 7Id@AEe fr AR
(information set)& FdZA o= Z4lsh= HolA 7]lghrtal F=43tch, vbdo| S4b=
BAFAEC] AEAYS ARer JRASHARE, Wk (noisy) 8427
(signa) & ST HEE B55h= HAoA AR EehdAdo] 7|Qlehetar St
Mankiw and Reis(2002)2} Reis(2006)= AAES #xEsH= Edolzkal & 4~ glom
Sims(2003)= $AE H3#Eshe w3olgial & 4= qltf

ghH, Hroh ol oltt AR B9y REE Hrh ¢WbAQl DSGE(Dynamic
Stochastic General Equilibrium) 2&of E3t & AR B Ajo] B3| n]x]
© A% 5 SR olgroll thet Aol Al=Eal gtk WA Ball, Mankiw, and
Reis(2005)= Mankiw and Reis(2002) 23S H|n& o3t DSGE 2o =93t =
RO B0l EAT Heole T4 B-ehe Bl &7 = (price level) EF
go| HAEIAHANILE ¥E o™, Branch et a/(2009)2 Mankiw and Reis(2002)2]
RS AHAANES WSt WAom MEd A, A9 7|2 W3l wet
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25 HQl H} Qth dHH, Woodford(2002)2} Lorenzoni(2009)+=
Sims(2003)2] ©&-g A¥HEel DSGE Zgo] =eh Aleata & 4 Qe HAis
BAFAE ok Az AR wdka sl Ao RE Y Eo] TS 4 Qe
& wel v, FAE A1) Bl gelA HEoph EAe A BEEe mt A
A A3 AEHY 4= ek B4 s Baskal Qi

it o] 24 e} B, ool BRF AFEA EL Rt
A AlZ=E]o] £k} HA] Coibion and Gorodnichenko(2012a)+= Mankiw and Reis(2002)

2 3HH, AR S ol2o] elF 7idl olg¥ &3] iR Ee A2 ohdEhe Aol fed dert
ek, A ARFAG mFellA ANE AAFAlE AR 7340 7187 FofAle - EEA 71l
A dldEls BAeR 7IdE Al "k ol SHolM AR 2944 o8 $AAY A

7l o]29] AR A B A2 ol BA Y (friction)S =T AR ofsid 4= S Holth
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ol50] BA] ol wEul ul5te] A Avkelmyt ohjet FOMC $198 Eake A%
7o) Q1Eeold Fhel M e Hue] 2 xwo EAfshe A0 Uehon] An7Y
A mRRCHE S Ho) wale] ABdwe] o M Aoz sedr) w

Coibion and Gorodnichenko(2012b)+= H|=-9] t}okst AAFAES 71t A T4
AR o] AT ERlstar, olgdt AR EebH o] Ao el wfe Eet
A= dEjolEd EA4S YEhfaL S-S AlAs ASEA ZAaE AAkaL St

ESE Carroll(2003)3} Lanne, Luoma, and Luoto(2009)+= wu]=9] ARl Q1EH|9]
A 71dof] AR EbdAdo] A BNE oyt FE YAl oA 2T Q=&

A FolE Htgsh= WA A& (backward—looking) £ % 37} e 2x3l=
ol A2 (forward—looking) S54d0] EAjE o] Yehtil a5 Hilstal glom, &

/V\
5 AAL ol AR g Fa gu duet AHAA A oo,
. AAFASE] QB |t j oAk HE ofz UEUTE B
3 ®11%]31 @it HA Mankiw, Reis, and Wolfers(2003)0] w2 n]j=9] ¢Jdie] Ul

5]
AE7E dZgold Zdioll o] & (heterogeneity)©] &EeE A= e O,

ro,
i
£

ol d 9 QlEdlolde] Wl wet o]d/de] Ar|7F defkith= B4 AuE 2aIskyl
o}, Branch(2004, 2007)= 7H¥ AAIFAEC] Aolet AWEYS niger 217] o
7IHE Bdsh= 2S BAR R et o]igz‘ﬂg o|-gsto] AFEAS AL, ml=
o] W AFARONA UEuaL Q= FTH 9 AAEA EA0] Hoh & AYE 4 9l
e Holil Qlrh ERF AR At olPRh dEdol Fhe] o]d o] 5T 5
I 22 i FAFAEL] 1A EA(demographic factors)y} ARFAIE zkl 9122

AR AFEA ABE Bust gl
uhe, obalzkA] Selubel AAFAI Al WAS o 3 AAF BAL
27] ojgitt, ool Seiitet Akele] lBdold V]t ARARE u}

o M
[¢]
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?ﬂ
b

EolHd 7|tfe] EHA(unbiasedness) W T&4 5 7]t dElAdol digt 4
F2 AEsFEeH, HYA(2012)= vt QlEdolAd Zdiel =8 AAFA] W

3 Bryan and Venkatu(ZOOl), Souleles(2004) X Easaw, Golinelli, and Malgarini(2013) So°] <1=d|
oA 7|tje ojdAdut A AHAFAES ?l@ EA Afole] IAE A% dEA Al & Aol
o} ZH, Menz and Poppitz(2013)= =4 AHglo] it 24 3 ol Qd&dold 7Ite] o1&
Ao] Z+ Q1A demographic groups) @R AZsH= wjt]o]o] EXo] tfE g4 7]dd 4= ot
4t ol 9,
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oFo] HAAGS EA3I AL, Jang and Kim(2013)2> Q1&do]d 7|tfof] EAjsk= o]
S 7|2BAES SR B3 v Qi 4

I. VS0l 7l B8 g9 JEZEE &4

H Zlo A= Mankiw and Reis(2002)2] AR AZAA B o 2HE] Carroll(2003) L
Lanne, Luoma, and Luoto(2009)%} FAFSE QlZd|o)d 7|t Ao B3st ASEAR
F& E==0kaL, ol v eR B ASARS AR RN Ut dRkjlY] oE

glold 7t A IFollA vehal e =8 S-S JEAAALY A ARE T4
o7 AWKzt g} s

ASEAEY Y mEYE avlishzlel A, sl mEoll ek olsiE w71 Hlsh
Mankiw and Reis(2002)7}F A|AISE AEAZRA] 2ol 8 EXS
gk A dERl vie o), s REolA BAITAlE ARESHEe R Qs oAb
ol Bagt JRE AH ez A 4= glal, Calvo(1983)0| 419t F-AFSHA B 7]k
At FER FH BAY 719 E f5she Aer TPE 3 AR Y4l o]F
ofd ol N AAFA= M2E RS sfgem 4 7| o]2e4et Fdst
Al 71y o] Axfel vl A= AAl tigt 7S A Hot TetA 54
Al718] Bat7|the dAe] e} vkt AR TpA AR QiR ZdEe e
o] Fr},

31, Mankiw and Reis(2002)9] FRAZY BS B A7e] AFEA] B3]
SBIAE, o2 BT AZAR] Wio] £HT Bask ek F, £ A7 AFH

A g ARTE el GO Slof Ak QlEEold slde] g AEARoln
2 AAFAE S v 1A M¥sks b4 434 7Pgeks Mankiv
and Reis(2002)9} &), £ 97 ZAFAF T2l HRE olgsle] qiEeol o

FE

4 o] 9o P01 B/HHINE I UFEAT o] Selket ANIRIY QlE ol 7]
el ekt sl e S35 ol A,

5 Qb Al ol o] An Bebly HYe ZA ARAAY BY FoA vro nyos dpud
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et 7ieke B4 W AR AL TR R AERARIA &l Yl A
A 7o R 5 137 o dE&dolder SAHER, Z|didl) Mk Y
571 Hiv] dZFoldEo] "ot ol A=Y duiele] Hat AZdold I
© a2 A (DI o] Aol A AEARE v R F4d Tdie] e
FAET

M7y 410]= )‘230(1_ /\)th—j[WnHW]
/=

= )\F[Wt t+12] (1_)\){/\1@71[7&”12} +(1_)‘)<>‘F;572[Wt.t+12]+'“>}
@

AWM B[y yv10] @ My [y, 4 00] 5 242 t7]19] RS vhgog 2 74l
H QlEeold 7|t JA &l 7S] FetE vEhlie], A= 54 AlRdelA A
2 QRS AAske BAFAL vlFolths &, 4 ()2 HR| o] f—zﬁﬂh 3
. 1719 FF 147k ASH ol gl tiet Bt the 1710 M2 73AlE dEeolnd
off thgt 7]ehet BAel A ai dEdoldge] digt 7o HsEde R UrEP%*
T AEE Yu|e.
gy A (D2 AZHolA 7)ol gt HEARES o8 HFEA Y 282
= lck ole A ol =3 £, j[7m, 0 0] Bl diEsle BFA7E SRl &
Aot 7] whiolet. ol @] 1B 4 ()& 288 WPsfor sk, ol
Aol 2 = o 22 FAHapproximation) 7t 7Fssithal 7Hg gkt

F_jlmirn]= Fojlm 1] for j=1 ©)
o= drt AAIFAlIE ] vl <l Eﬂo]A%ﬂ gt 7IHE B/dskes g0l 54 Al

Aoo) Suelo} st 1 4 Adolls] Lo}l et /1) il ol 24
UL ouiaeh? 4] @)9] FPgoRRE 4 ()9 e chewt Zo] WRE 4 U,

A= Mankiw et al(2003) 53 ©e] 7HE ZdAFA 7t 71te] o]&d(heterogenous expectations)
THSHA] Y=t &, B4 A4 JEE I 73E de Be FAFAIES YU JEE
155k, 1 A} JAEF o)A 7E FYsita 7gsitt
7 Syt Ads7] div) & o) d&9] 12 A7 [daAG7 £4712F 5 0,928 YeRaL Se& &
Qrek o, sl 71yl efdAd2 FESHaL & Zlo|tt, HH, Carroll(2003)¥} Lanne et al (2009)-
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M[Wt,t+12]: )‘E[ﬂ-t,t+12]+(17)‘){/\571[7rt,t+12} +(17)‘)<)‘F;572[7Tt,t+12]+"')}
~ )‘E[Wt.t+12]+(1_>‘){/\F’t71[ﬂt71ﬁt+11] +(1_)‘)<)‘F¥72[7Tt71,t+11]+'“

(3)

4 @)9] v B 4 ()°] BAE olgsto] AHelsi 1719} 11719 Bt A
ol 7]th Atole] TAS thewt o] B 4 gk

]Wt[ﬂ'mﬂﬂ ~ )\E[Wt,wm]"'(l_)‘)%ﬂ [ﬂ-tfl,tJrll} (4)

=, t719] 5 193E QIEeldE] "Rk Baridie T 7ol M2 AEE v
Al 1ZdolA ZIdieh 17104 2] % 1dE 1S oo digh a7
=

>
Y
>,
IN
T
X,
2
m {
Ob

, - 57) S, 17]9] MRe HRs e
AAE AHE R F (1, 0] & BE0] 7Hst W Waksiof St ol2 913
A, dukel 7o) FA ao| Ao AR E 1A X]3 Z 0] (backward—looking) Q4-2}
ul2] X|3FA ol (forward—looking) 247} T E|o] LS XA lSl= 7|1&£9 B4 A=

aste], s s thath gol 7 7HAe] 8AaR FaiE o okl PR

F, [ﬂ-t,t+ 12] ~ wBF, [7Tt,t+ 12] + (1= W)FFf [ﬂ-t.t+ 12] (®)

o714 BF}[W,HM]Q’ FE[”t,t+12]‘E 2¥zk 710 =% IbA Z3FA 4 ujef 2
1 Aol o2 /)t B4 e, vz A (5F 4 @] sk, 4
A AFEAo] AR A 6 theat o] oA Htt

M[Wt,t+12} ~ )‘<wBE[7rt,t+12]+(1_w)FFt[7Tt,t+12D+ (1_)‘)]‘4;.‘71[7Tt71,t+11]

A (602 745171 HsliA AMSEE ASAEs vt 2k dHRle] Bt Q& o]
A 71dE Yeldl= M[th+12]0ﬂ JaAs shtosio] gHlelS tato g A=
1}

[‘

1271 & Z|dilEd ol SAHA(EHE S 7 HwE *F%ﬂ%iofﬁ
7 AR 1A BE, [y, 4 1)) 2 AR YEsh= 2 LY

B
=)
N
@E

AFAGO| QEdlolde] TEAel Aol YIRBS AT W A, 4 (W7 FF
Az Qush] w28 5 988 Boln Ut
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E 4] 712y AMgstochs Eek mjE g J)d SHRAR(FF T, .])E
= 3 oAf| S (perfect foresight) < AASIL 12709 & HA| LHA=7HESES A
ot AT AE7E duielol] v Aide® o el 7dE ARt 7]
£ B39 o AaE bidste] AMAA o]F =M A AN Consensus Economics)7} =+
W 17~1970 S87138 SARE e A= AE7t QIEdolA 7o 7hEt
() A=t o A AYAE 7HEHAe FF 1209 AYR)S ARk A
717y 28519t 9 At 717k s3] Akl IEHolA 71t ARERAT Al
24 20029 2€ ©]F 20134 129742 AAeHct,

RN BYP (A (6)& F83 A= (Table Dol 2oF=]o] Stk 4] (6)9]

il

d

o

7
S
=

o o

g FEHpO ARPHGTE Z9HE o] glone @ xgko] AGg 7HsA
g3 ¥ A ANsiglon], A AR ANl MR HarsHmonlinear
least squares), AFZ|AIAFSS &85t Antst ] AAH(generalized least squares)
3 oA HaAls i (two stage least squares)er A= AESFTE10 o] F AHID}
Aarsue] A9 o) U AGYT A geiste] 2xRgo] 12 4787
(AR())= w=s Aoz AAska vy F47IMS ol&stel sttt =3 ot
A FAA O] A9 Lanne, Luoma, and Luoto(2009) 52 323} =tHeR A
A7 65 AHE3e] 271 | 37] AIRK, ol ARk W] 17] AR, 7] A
ZelO1UE CDRESE) AT 1] NS AFEITE

(Table 1)< -2juzt Luielo] qlEdo]d 7 Aol et R 7HA] Su|=e 24
AIE AAISkAL Qley, HA S2ue; dukele] QIEH ol 7 F4 2ol st 4
£o] ARATAo] EAlekz Ao Uehdrh, 5, RE 34 Zulolx TR0

¢l QlEZFold Zidje] AprAetel] digh Al (1—A)7F 0.98 As)s

o]
AR

Kl

8 TA td auAETMISE SAe JEt+) A Fo TS W, =23e] 1l T|dielEe
ol dERARE B2 F Fol AAE F skeo] L Qleh o] wheh duikelse] td 7]l
Edold HAE SHAHNA o8 7Hedh 2T AE ol AR t-19 2HAETMISEDS At
SFct
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(Table 1) Sticky Information Model Estimates

M, [ﬂt,t+12} = )\(w 194 (1-w) FF, [Wuﬂz] )+ 1=X) M,y [Wt—l,wru} tey
Proxy for Realized CPI inflation rates Professionals’ inflation forecasts
FF[m, ;1] after 12 months (Consensus Economics)
Nonlinear | Generalized 2—stage Nonlinear | Generalized 2—stage
Estimation method least least least least least least
squares squares squares squares squares squares
/A\ 0.0748** | 0.0728™* | 0.0748"** | 0.0597*** | 0.0577** | 0.0595"**
(0.0152) (0.0145) (0.0147) (0.0161) (0.0157) (0.0159)
(; 0.9040* | 0.9104™* | 0.9205"** 0.9601** | 0.9873™* | 0.9798"**
(0.1240) (0.1211) (0.1189) (0.3462) (0.3511) (0.3404)
AR(1) —-0.0740 —-0.0730 —0.0571 —-0.0555
(0.0899) (0.0900) (0.0869) (0.0871)
Adj. R—squared 0.925 0.924 0.923 0.926 0.925 0.924
Durbin—Watson 2.14 1.99 2.00 2.1 1.99 1.99

Noles: Asterisks indicate statistical significance at the

parentheses, we estimate long—run covariance with the Newey—West HAC estimator.
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(Table 2) Maximum Likelihood Estimates of a Markov—Switching Model

Regressor Parameter Coefficient Standard error t—stat
By (Regime 1) 0.1703*** 0.0322 5.2883

Switching regressor
By (Regime ?2) 0.0444 0.0317 1.4014
a (Constant) 2.7792%* 0.2767 10.0426
Non—switching % (Policy rate) 0.1356* 0.0707 1.9179
regressor Y,  (Fiscal balance) —0.1122"* 0.0368 —3.0457
¢ (AR(1)) 0.9280™** 0.0303 30.6093
Volatility log o —2.1543*** 0.0690 -31.2111
Ao —2.4419 2.4854 —-0.9825
Transition Al 1.8078* 0.9579 1.8873
probability X0 —5.4055* 2.3497 —2.3001
A1 0.9035 0.7172 1.2598

Notes: The first-order 2—state Markov—switching model (eq. (7)~(9)) is estimated using maximum likelihood estimation, A
series of lagged CPI inflation rates is selected as probability regressor to compute time—varying transition
probabilities, Asterisks indicate statistical significance at the 10% (*), 5% (**), 1% (***) level. To compute standard
errors in parentheses, we exploit inverse matrices of the numeric Hessian.
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[Figure 1] Filtered Regime Probability Estimates and Inflation Measures
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Note: The filtered probability of regime 1 is estimated using the first-order 2—state
Markov—switching model (eq. (7)~(9)).

(Table 3) Central Tendencies and Dispersions in Inflation Measures across Regimes

Mean Standard Deviation
- Regime 1 | Regime 2 A Regime 1 | Regime 2
samples samples
Inflation expectations (%) 3.558 4.095 3.206 0.559 0.340 0.357
CPI inflation rates (%) 2.987 3.524 2.636 0.980 1.013 0.783

Changes in CPI inflation rates
(%p)
Note: ‘Regime 4" corresponds to the period where the regime probabilty P(S,=i) >0.5 for i = 1 or 2.

—-0.009 -0.091 0.045 0.393 0.430 0.359
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[Figure 2] Regime—Dependent Relationship between Inflation Expectations
and lagged CPI Inflations
Households’ inflation expectations (%)
¢Regime 1 y =0.21x + 3.33

. p=0.58 e
45 | ARegime?2 e e o

+0 YVl

-=" & <@
35 g A %A A — y =0.11x + 2.91
A . 0—’1‘ &
3.0 --;MA 4 p =024
2.5
2.0 i : .
0.0 2.0 4.0 6.0 8.0
Lagged monthly CPI inflation (%)
Note: ‘Regime i’ corresponds to the period where the regime probabity P(S, =) > 0.5 for i =1 or 2.
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[Figure 3] Time—varying Markov Transition Probability Estimates
PS5 =18, =1) P(s =28, =1)

—pi12(t)
--Mean

0.8

—p11(t)
.2
o --Mean
0.0
03 04 05 06 07 08 09 10 11 12 13
P(S, =118, =2)
1.0
—p21(t)
--Mean
0.8
0.6 0.6

0.4 0.4
—p22(t)
0.2 0.2 B
--Mean
0.0 0.0
03 04 05 06 07 08 09 10 11 12 13 03 04 05 06 07 08 09 10 11 12 13

Note: Time—varying fransition probabilties are computed using a series of lagged CPl inflation rates as
probability regressor in the first—order 2—state Markov—switching model (eq. (7)~(9)).

[Figure 4] Filtered Regime Probability Estimates and Inflation Expectations Gap
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Note: Inflation Expectations Gap is defined as the absolute value of the difference between
households’ inflation expectations and lagged monthly CPI inflation rates.
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[Figure 5] Media Exposure Index (MEI) and Inflation Measures
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Note: Media Exposure Index (ME|) is aggregated based upon the number of counts of newspaper
arficles including the term ‘price level’ in the headiines in a Korea's nation—wide newspaper
(Chosun lIbo) from February 2002 to December 2013,

[Figure 6] Inflation Expectations Gap and Media Exposure Index
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Notes: The scatter plot depicts the relationship between Inflation Expectations Gap and Media
Exposure Index (ME|) from February 2002 to December 2013. The curved lne
corresponds to coefficient estimates using nonparametric Kernel estimation.
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[Figure 7] Regime—Dependent Relationship between Inflation Expectations
Gap and Media Exposure Index
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Notes: The scatter plot depicts the relationship between Inflation Expectations Gap and Media
Exposure Index (MEI) by regimes from February 2002 to December 2013. Each straight line
corresponds to the linear regression estimate for each regime.
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