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Abstract

The ability to accurately measure inflation expectations is an integral part of the monetary
policy of central banks in the world. In fact, according to the current monetary policy
approach that is based on inflation targeting, central banks should be forward-looking and
adjust their policies based on people's expectations of the future inflation rate. There are
different methods to estimate inflation expectations, the most important of which is to
measure inflation expectations by directly asking people about their expectations of prices.
These proposed questions may be presented quantitatively or qualitatively. According to
the quantitative or qualitative nature of survey questions, different methods are also used
to calculate survey-based inflation expectations, which are generally divided into two
categories: methods based on quantitative surveys and methods based on qualitative
surveys. In this study, using the data obtained from the opinion survey of inflation
expectations of the Islamic Council Research Center, which was conducted quarterly from
the fall of 1400, the index of inflation expectations based on a qualitative survey in Iran from
the fall of 1400 to the fall of 1402 has been calculated and analyzed. For this purpose, the
methods of balanced statistics, probability method, and logistic function method were used.
The results of comparing the inflation expectations calculated from the mentioned methods
and the inflation rate realized in the next three months showed that the probability method
with uniform distribution performed better in predicting the future inflation rate.
Moreover, the analysis of the trend of the inflation expectations index in the last 9 seasons
showed that the intensity of the increase in inflation expectations during the period of
currency fluctuations was much higher than during the period when the preferred currency
was removed. These results indicate that the central bank should prevent the occurrence
of currency shocks and the significant increase in inflationary expectations as much as
possible by properly managing the foreign exchange market, allowing the gradual increase
of the exchange rate, and reducing its fluctuations around the equilibrium exchange rate.
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1. Introduction

Inflation expectations play an important
role in the effective implementation of
monetary policies. If the central bank
keeps economic actors' long-term
inflation expectations close to its inflation
target, it will probably be more successful
in achieving low and stable inflation.
Therefore, the measurement of inflation
expectations will be very important both
in identifying the mechanism of formation
and understanding its interaction with
macroeconomic  variables and in
evaluating the credibility of the central
bank in achieving the inflation target.
Currently, this index is not calculated in
Iran, or if it is calculated, it is not made
public. This is why estimating inflation
expectations in Iran can be a great help in
improving policies. As a result, this
research, while examining different
methods of calculating the inflation
expectations index based on the
qualitative survey, uses the micro-data
obtained from the inflation expectations
survey of the Research Center of the
Islamic Legislative Assembly's Opinion
Center and different methods to calculate
and examine the index of inflation
expectations in Iran from the autumn of
2021 to the autumn of 2023.

2. Method

There are different methods to estimate
inflation expectations, the most important
of which is to measure inflation
expectations by directly asking people
about their expectations of prices. These
proposed questions may be presented
quantitatively or qualitatively. According
to the quantitative or qualitative nature of
survey questions, different methods are
used to calculate survey-based inflation
expectations, which are generally divided

into two categories: methods based on
quantitative surveys and methods based
on qualitative surveys. In this study,
different methods of estimating inflation
expectations based on a qualitative survey
have been investigated using the data
obtained from the opinion poll of the
Islamic Council Research Center on
inflation expectations, which has been
conducted quarterly since the autumn of
1400. For this purpose, the methods of
balanced statistics, probability method,
and logistic function method were used.

3. Findings

The results of estimating inflation
expectations using the method of
balanced statistics proposed by Anderson
show that in the 9 studied seasons, the
index of inflation expectations has
increased in spring 2022 (removal of the
preferred currency of basic goods) and
winter 2022 (currency fluctuations) and
the rate of increase of the index in the
second period was slightly more than the
first period. The index of inflation
expectations calculated based on the
balanced statistics method proposed by
the European Central Bank also shows a
trend similar to the formulas proposed by
Anderson. Moreover, the estimation of
inflation expectations based on the
probability method with two assumptions
of normal distribution and uniform
distribution and the logistic function
method shows that inflation expectations
have increased significantly as a result of
currency fluctuations at the end of 2022.
In the last stage, the evaluation of the
predictive power of different indices
showed that the inflation expectations
index calculated based on the probability
method with uniform distribution had the
lowest RMSE and MAE.
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4. Results

The results of comparing the inflation
expectations  calculated from  the
mentioned methods and the realized
inflation rate in the next three months
show that the probability method with
uniform distribution has a better
performance in predicting the future
inflation rate. Additionally, the analysis of
the trend of the inflation expectations
index in the last nine seasons shows that
this index has increased in the spring and
winter of 2022 under the influence of the
removal of the preferred currency and
currency fluctuations. However, the
results indicate that the intensity of the
increase in inflationary expectations
during the period of currency fluctuations
was much higher than during the period
when the preferred currency was
removed. These results show that the
Central Bank should prevent the
occurrence of currency shocks and the
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significant  increase in inflationary
expectations as much as possible by
properly managing the foreign exchange
market, allowing the gradual increase of
the exchange rate, and reducing its
fluctuations around the equilibrium
exchange rate. This research can help the
central bank to make better decisions
regarding the inflation targeting policy.
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