For release on delivery
4:30 p.m. EDT
April 2, 2025

Inflation Expectations and Monetary Policymaking

Remarks by
Adriana D. Kugler
Member
Board of Governors of the Federal Reserve System
at
“Public Talk: Reflections on Recent Economic Developments,” cosponsored by
the Griswold Center for Economic Policy Studies and
the Julis-Rabinowitz Center for Public Policy and Finance

Princeton University

Princeton, New Jersey

April 2, 2025



Thank you, Alan, and thank you to the Griswold and Julis-Rabinowitz Centers for
the opportunity to speak to you today.! As someone who has worked in both the public
sector and academia, I applaud the common purpose of both centers in connecting
researchers, policymakers, and the private sector to pursue policy ideas that serve the
public good.

To that end, I can think of few individuals who have done more—as a teacher,
researcher, government official, and public figure—than Alan Blinder. That includes
educating the public about economic policymaking. In the spring of 2022, as many
wondered whether Russia’s war on Ukraine would add to the factors then driving up
inflation, Professor Blinder wrote in the Wall Street Journal that a more important factor
would probably be the public’s expectations of future inflation.>

As I will relate in these remarks, he was, of course, absolutely correct. As in the
past, inflation expectations have played a crucial role in the course of inflation since the
spring of 2022, and I expect they will be important in the Federal Reserve’s ongoing
effort to achieve sustained inflation of 2 percent. For that reason, I would like to focus on
inflation expectations today, before discussing my outlook for the U.S. economy and the
implications for appropriate monetary policy. First, I will describe inflation expectations
within the conceptual framework that many economists use to connect inflation to
broader economic activity, known as the Phillips curve. Second, I will discuss the central
importance of the stability of these expectations, which we have come to call the

“anchoring” of inflation expectations. Third, I will explain how firms and households

! The views expressed here are my own and are not necessarily those of my colleagues on the Federal
Reserve Board or the Federal Open Market Committee.

2 See Alan S. Blinder (2022), “Wish the Fed Luck as It Seeks a Soft Landing on Inflation,” Wall Street
Journal, April 6.
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form their inflation expectations and how these expectations affect their economic
decisionmaking. Throughout, I will make some references to historical experiences with
inflation but focus on the period since the pandemic.

Economists have long recognized the connection between inflation and overall
macroeconomic conditions, but it was in trying to explain this empirical relationship and
measure it with some precision that the importance of inflation expectations was
revealed.

The foundation of this work was laid by New Zealand economist A.W. Phillips, a
fascinating figure who was, among other things, a mechanical genius who built an early
economic model operated by hydraulics rather than electronics. In contemplating the
mechanics of the economy, in 1958 Phillips set about to explain why nominal wage
growth was slower when unemployment was high and faster when unemployment was
low. His and other subsequent research showed that a crucial factor was the utilization of
resources, such as labor and capital.> Generally, when firms use labor and capital very
intensively, production costs tend to rise, and firms have more scope to pass those cost
increases along in the form of higher prices for their products and services, which, in
turn, may push up inflation across the economy. In contrast, when that level of utilization
is low, costs tend to rise more slowly (or even fall), and firms have less scope for raising
prices, thus pushing down inflation. This tradeoff has been called the Phillips curve.

In this simple form, this tradeoff implies that governments can achieve and

maintain very low unemployment only if they allow inflation to rise to a certain level. In

3 For a literature review on the relationship between inflation and resource utilization, also called the slope
of the Phillips curve, see Francesco Furlanetto and Antoine Lepetit (2024), “The Slope of the Phillips
Curve,” Finance and Economics Discussion Series 2024-043 (Washington: Board of Governors of the
Federal Reserve System, May), https://www.federalreserve.gov/econres/feds/files/2024043pap.pdf.
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the latter 1960s, Milton Friedman and Edmund Phelps asserted that this orderly tradeoff
was only temporary and would ultimately break down because of the role of expectations
and, in particular, inflation expectations.* To use an example, while current production
costs are important to a factory owner setting prices, that owner will also consider future
production costs, future levels of demand, and expectations for inflation throughout the
economy. Likewise, workers will factor expectations of future economic conditions into
their pay demands, and banks will consider future inflation in deciding loan rates.
Consumers, whose purchases constitute some two-thirds of economic activity, make
decisions about whether to purchase something today with an idea of what it will cost in
the future. All these decisions are influenced by expectations, and this is the way in
which expectations may shape inflation now. In turn, when we think about the Phillips
curve and its tradeoff nowadays, we account for the important role of expectations of
different individuals throughout the economy.

There are different measures of inflation expectations, some from surveys polling
business owners, others asking consumers, and yet others estimating expectations among
bond investors based on the differences in yields between nominal and inflation-indexed
securities. While most of my points apply broadly to all measures of expectations, my
examples come mostly from surveys of consumers and businesses. While there are
questions, which I will address, about how well these surveys measure inflation

expectations, I closely monitor them because they complement market-based indicators

4 See Milton Friedman (1968), “The Role of Monetary Policy,” American Economic Review, vol. 58
(March), pp. 1-17; and Edmund S. Phelps (1967), “Phillips Curves, Expectations of Inflation and Optimal
Unemployment over Time,” Economica, vol. 34 (135), pp. 254-81.
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of future inflation that are affected by dynamics intrinsic to financial markets, such as
changes in risk premiums.

Let me note that, in addition to the way expectations of future inflation influence
prices in the near term, there are economic mechanisms that link current inflation with
past inflation, such as those that set wages and the terms of rental contracts. In these
cases, adjustments in these terms are often benchmarked on past inflation, as, for
instance, when workers and landlords aim to recoup losses from increases in general
prices. To cite one example, as the economy reopened after the pandemic, workers
sought higher wages to compensate for the early wave of inflation in food and core
goods, thus further pushing up inflation, especially in the services sector, where labor
accounts for the largest share of this sector’s costs.> And, because rental agreements
typically last for 12 months or more, landlords faced a lag in adjusting rents to reflect the
escalation of inflation after the pandemic and sought to recoup those losses when
renewing leases.

By looking at price changes this way, in a rearview mirror, some decisionmakers
in the economy end up making inflation more persistent. That is important to me as an
economic policymaker who must pay attention to both expectations of future inflation
and the persistence of current inflation.

When we speak of expectations of future inflation, it is crucial to define the time
horizon, and different surveys conducted by the Federal Reserve and others ask about

inflation from 1 year to as many as 10 years in the future. Surveys with a shorter horizon,

5 For a discussion about the timing of the inflation waves of different categories, see Adriana D. Kugler
(2025), “Navigating Inflation Waves: A Phillips Curve Perspective,” speech delivered at the Whittington
Lecture, McCourt School of Public Policy, Georgetown University, Washington, February 20,
https://www.federalreserve.gov/newsevents/speech/kugler20250220a.htm.
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such as the University of Michigan Surveys of Consumers’ question on inflation 1 year
ahead, shown in figure 1, are heavily influenced by current inflation. Near-term inflation
expectations tend to be more volatile, moving up when, for example, energy prices
increase, or down when energy or some other volatile set of prices decreases. These
expectations are important because many economic decisions, such as major consumer
purchases and hiring and investment for firms, focus on horizons of only a few years
ahead.

By contrast, inflation expectations over longer horizons, such as the Michigan
survey’s question on inflation during the next 5 to 10 years (the red line in figure 1), say
less about current conditions than about the trend for inflation for some time in the future.
You can think about these longer-term expectations as much less affected by the forces
that push inflation up or down in the short term, what economists call “shocks.” Longer-
term inflation expectations tend to be less volatile, affected less, for example, by what oil
or food prices have done lately than by the stability of inflation over years or decades.

I mention these different time horizons because they matter in my job as a central
banker. Expectations a year from now reflect short-term shocks to the economy, as well
as ongoing efforts from monetary policymakers to bring the economy back to its longer-
run state. Thus, while short-term expectations may indicate whether inflation is expected
to move toward its target, they are not the best gauge of monetary policy credibility.
Longer-term inflation expectations, however, should be much less influenced by short-
term shocks to the economy, and a change in those expectations has implications for the

Federal Reserve’s prospects for meeting its price-stability goal.
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When these longer-term expectations are reasonably low and unresponsive to
shorter-term developments, we say they are “anchored.” It is not clear who first defined
the term, but Federal Reserve Chairman Ben Bernanke in 2007 gave a speech on inflation
expectations in which he described “anchored” expectations as “relatively insensitive to
incoming data.”®

So how should we think about the process of anchoring and de-anchoring of
inflation expectations? The dynamics of short- and long-term inflation expectations shed
light on this issue. If the public experiences a spell of inflation higher than their shorter-
run expectations, they will revise up these shorter-term expectations to ensure that their
near-term plans account for the change in the economic environment. That’s what
happened after the pandemic, when inflation based on personal consumption
expenditures (PCE) rose to a peak of 7.2 percent and one-year expectations rose to more
than 5 percent. But longer-term inflation expectations remained anchored, with values
within the range seen since 1995. I would contrast this experience with the United
States’ previous bout of high inflation from the 1970s to the early 1980s. Among other
issues, such as high energy prices and accommodative monetary policy, rising inflation
and inflation expectations fed a cycle of escalating inflationary pressures.” Inflation was

high and very volatile over this period, and that is reflected in shorter and longer-term

inflation expectations that were high and volatile, too.

¢ See Ben S. Bernanke (2007), “Inflation Expectations and Inflation Forecasting,” speech delivered at the
Monetary Economics Workshop of the National Bureau of Economic Research Summer Institute,
Cambridge, Mass., July 10, quoted text in paragraph 7,
https://www.federalreserve.gov/newsevents/speech/bernanke20070710a.htm.

7 For evidence on how longer-run inflation expectations may be driven by short-run inflation surprises, see
Carlos Carvalho, Stefano Eusepi, Emanuel Moench, and Bruce Preston (2023), “Anchored Inflation
Expectations,” American Economic Journal: Macroeconomics, vol. 15 (January), pp. 1-47.
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Another important difference between these two episodes has to do with the
performance of the Federal Reserve. As opposed to the late 1960s and most of the 1970s,
most recently the Fed acted aggressively to tighten monetary policy, raising the federal
funds rate more rapidly than in previous tightenings and lowering inflation more quickly
than ever before. This came after 30 years of success in keeping inflation in check, and
the credibility earned by the Fed’s inflation discipline surely helped keep longer-term
expectations stable. This shows that an important role of the central bank is to convince
the public, through actions and communications, about its intention to shape economic
conditions and to use its policy tools to bring inflation to its target.® By committing to
keep inflation low in the future, central banks seek to influence expectations of future
inflation, which, in turn, influence conditions now and over time. The Fed’s credibility in
keeping inflation low and stable, won over decades, kept longer-term inflation
expectations stable, and that contributed significantly to the Fed’s success in reducing
inflation while keeping the labor market strong.

Those are some of the basics about inflation expectations and how they influence
the economy and the conduct of monetary policy. Next, I want to note some of the
patterns we see in survey measures of inflation expectations, what influences
expectations, and how inflation expectations are used by the public in their

decisionmaking. Fortunately, there is a rich body of economic research that has shed

8 For a survey on how central banks communicate with the general public and the effectiveness of such

communications, see Alan S. Blinder, Michael Ehrmann, Jakob de Haan, and David-Jan Jansen (2024),

“Central Bank Communication with the General Public: Promise or False Hope?” Journal of Economic
Literature, vol. 62 (June), pp. 425-57.
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light on these questions, and I will focus on the evidence for households and firms.” We
can then take some lessons from these empirical patterns for monetary policymaking.

One important observation is that both short- and long-term inflation expectations
are often notably higher than actual inflation, even after a period of very low inflation.
There is evidence that survey respondents often believe the inflation they have
experienced is higher than it is. Another pattern is that there is a wide dispersion of
views about both shorter and longer-term inflation expectations, reflecting, at least in
part, the dispersion of inflation in the consumer baskets of goods and services purchased
by different people. Research also finds that some groups, such as women and lower-
income households, tend to have systematically higher inflation expectations. In addition
to this variation in expectations, there is high uncertainty in forecasts of future inflation.
When people are asked to assign probabilities to different forecasts for inflation, surveys
report wide distributions in the likelihood of one outcome or another. Finally, short-term
inflation expectations tend to be correlated with both recently realized inflation and
perceptions about recent inflation. '°

These patterns tell policymakers that inflation expectations of households and
firms are diffuse and likely harder to influence through monetary policy relative to
financial market participants and professional forecasters who follow the news more
closely. Still, expectations from business owners and workers ultimately inform firms’

pricing decisions and costs and, thus, may even be more relevant for inflation outcomes;

° For a literature review on this topic, see Michael Weber, Francesco D’ Acunto, Yuriy Gorodnichenko, and
Olivier Coibion (2022), “The Subjective Inflation Expectations of Households and Firms: Measurement,
Determinants, and Implications,” Journal of Economic Perspectives, vol. 36 (Summer), pp. 157—-84.

10'See David Lebow and Ekaterina Peneva (2024), “Inflation Perceptions during the Covid Pandemic and
Recovery,” FEDS Notes (Washington: Board of Governors of the Federal Reserve System, January 19),
https://www.federalreserve.gov/econres/notes/feds-notes/inflation-perceptions-during-the-covid-pandemic-
and-recovery-20240119.html.


https://www.federalreserve.gov/econres/notes/feds-notes/inflation-perceptions-during-the-covid-pandemic-and-recovery-20240119.html
https://www.federalreserve.gov/econres/notes/feds-notes/inflation-perceptions-during-the-covid-pandemic-and-recovery-20240119.html
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therefore, it is important for policymakers to communicate clearly with the public our
intentions to bring inflation back to our target.!!

So, because inflation expectations are diffuse and heavily influenced by recent
experience, let’s consider the reasons for the dispersion in these expectations.
Unsurprisingly, it starts with the considerable variation in the sources that the public uses
to collect information about inflation. Households report that their main source of
information is their own shopping experiences, making regular purchases such as
groceries and gasoline, and the price changes in those goods and services are what affect
inflation expectations the most.!?> Also, it seems that inflation expectations of
homeowners tend to respond to changes in mortgage rates because homeowners have
more of an incentive to track changes in rates that might affect, for example, their
prospects for loan refinancing.!* Another important source of information is energy bills,
with evidence also pointing to households’ inflation expectations being more sensitive to
energy prices when inflation is higher.'* More generally, consumers and firms seem to
pay more attention to news related to inflation when inflation is high, and this has been

found for many countries. !>

! See Ricardo Reis (2023), “Four Mistakes in the Use of Measures of Expected Inflation,” AEA Papers
and Proceedings, vol. 113 (May), pp. 47-51.

12 See Francesco D’ Acunto, Ulrike Malmendier, Juan Ospina, and Michael Weber (2021), “Exposure to
Grocery Prices and Inflation Expectations,” Journal of Political Economy, vol. 129 (May), pp. 1615-39.

13 See Hie Joo Ahn, Shihan Xie, and Choongryul Yang (2024). “Effects of Monetary Policy on Household
Expectations: The Role of Homeownership,” Journal of Monetary Economics, vol. 147 (October), 103599.
14 See Francesco D’ Acunto and Michael Weber (2024), “Why Survey-Based Subjective Expectations Are
Meaningful and Important,” Annual Review of Economics, vol. 16 (August), pp. 329-57. For evidence on
the higher sensitivity of inflation expectations when inflation is higher, see Paula Patzelt and Ricardo Reis
(2024), “Estimating the Rise in Expected Inflation from Higher Energy Prices,” CEPR Discussion Paper
18907 (Paris: Centre for Economic Policy Research, March), https://cepr.org/publications/dp18907.

15 See, for instance, Anat Bracha and Jenny Tang (2024), “Inflation Levels and (In)Attention,” Review of
Economic Studies; and Michael Weber, Bernardo Candia, Hassan Afrouzi, Tiziano Ropele, Rodrigo
Lluberas, Serafin Frache, Brent Meyer, Saten Kumar, Yuriy Gorodnichenko, Dimitris Georgarakos, Olivier
Coibion, Geoff Kenny, and Jorge Ponce (2025), “Tell Me Something I Don’t Already Know: Learning in
Low- and High-Inflation Settings,” Econometrica, vol. 93 (January), pp. 229—64.


https://cepr.org/publications/dp18907
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While the unique experiences of survey respondents matter, this evidence points
to inflation expectations being dependent on the state of the economy. Thus, we
policymakers should account for different economic conditions when assessing the risks
of a de-anchoring of inflation expectations. For instance, with fresh memories of the
post-pandemic inflation and with recent surges in prices of some food items regularly
purchased, inflation expectations of workers and firms may now be more sensitive to
anticipated future price increases relative to the pre-pandemic period.

Let me now turn to how households and businesses employ their inflation
expectations in their economic decisionmaking, with much of the evidence consistent
with what one would expect based on long-standing economic theory. Starting with
households, in addition to any influence on wages from past inflation, expectations of
future inflation help shape demands for pay raises. Workers care about their inflation-
adjusted wages, rather than nominal wages, and (as shown in figure 2) we see a positive
correlation between inflation expectations from consumers and wage growth, with a close
co-movement during the recent inflationary bout. A complementary decision for the
worker is to look for a new job that pays more, especially if the person envisions a low
probability of getting a raise in the current job or if the raise will likely not fully cover
losses in real incomes from inflation. Indeed, measures of general wage growth are more
sluggish relative to those of job switchers. Moreover, researchers also find evidence of

higher job-to-job transitions for workers who have higher inflation expectations.'® So

16 See Ina Hajdini, Edward S. Knotek II, John Leer, Mathieu Pedemonte, Robert W. Rich, and Raphael S.
Schoenle (2022), “Low Passthrough from Inflation Expectations to Income Growth Expectations: Why
People Dislike Inflation,” Working Paper Series 22-21 (Cleveland: Federal Reserve Bank of Cleveland,
June), https://www.clevelandfed.org/publications/working-paper/2022/wp-2221-low-passthrough-from-
inflation-expectations-to-income; and Laura Pilossoph and Jane M. Ryngaert (2024), “Job Search, Wages,
and Inflation,” NBER Working Paper Series 33042 (Cambridge, Mass.: National Bureau of Economic
Research, October), https://www.nber.org/papers/w33042.


https://www.clevelandfed.org/publications/working-paper/2022/wp-2221-low-passthrough-from-inflation-expectations-to-income
https://www.clevelandfed.org/publications/working-paper/2022/wp-2221-low-passthrough-from-inflation-expectations-to-income
https://www.nber.org/papers/w33042
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inflation expectations of workers are an important influence on nominal wage growth and
an important indicator of inflationary pressures for us policymakers.

Now let’s consider how these expectations influence firms’ decisions. As |
discussed in the context of the Phillips curve, firms with higher inflation expectations
would be expected to increase prices more, and, indeed, researchers find causal evidence
for this.!” During the recent period of high inflation, the fact that business owners’ short-
term expectations about costs or input prices rose only modestly and soon returned to
levels close to 2 percent just suggests that firms’ inflation expectations were not a strong
source of inflationary pressures (as seen in figure 3). Still, researchers at the Richmond
Fed also found that during this period, business leaders incorporated more information
about aggregate inflation measures in their own pricing decisions compared with times
before the pandemic inflation surge.'® While researchers also find that business leaders
paid less attention to inflation as it came down, this evidence points to the inflation
expectations of businesses being sensitive to underlying inflationary dynamics, and
monetary policymakers should remain attentive to this.

Now let me turn to the recent developments in inflation expectations, the current
U.S. economic outlook, and the implications for monetary policy.

In recent months, we have seen several measures of inflation expectations
increase, with both consumers and businesses reporting new and proposed tariffs as an

important reason. Among surveys looking one year ahead, there have been notable

17 For the relationship between inflation expectations and pricing decisions, see Olivier Coibion, Yuriy
Gorodnichenko, and Tiziano Ropele (2020), “Inflation Expectations and Firm Decisions: New Causal
Evidence,” Quarterly Journal of Economics, vol. 135 (February), pp. 165-219.

18 For evidence on the recent inflationary episode, see Felipe F. Schwartzman and Sonya Ravindranath
Waddell (2024), “Inflation Expectations and Price Setting among Fifth District Firms,” Economic Brief
24-03 (Richmond: Federal Reserve Bank of Richmond, January),
https://www.richmondfed.org/publications/research/economic_brief/2024/eb 24-03.
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increases for surveys by the University of Michigan, the Conference Board survey of
consumers, the Atlanta Fed’s survey of businesses, the Philadelphia Fed’s Survey of
Professional Forecasters, and the New York Fed’s consumer survey. For instance, last
Friday’s release of longer-term inflation expectations from the Michigan survey was the
highest since February 1993. Additionally, the recent spike in short-term inflation
expectations appears to be mostly “anticipatory,” as one can infer from the divergence
between falling inflation perceptions—what consumers think price increases have been in
the past year—and climbing short-run inflation expectations, both data from the
Michigan survey. This anticipatory nature of the recent increase in short-run
expectations may allow for price pressures through a second channel: Businesses may
feel a greater ability to pass along higher costs to consumers when they come from
external factors out of the control of these businesses. Indeed, firms are already reporting
not only higher costs, but also expectations of higher costs, according to some surveys,
such as the one conducted by the Atlanta Fed, along with other manufacturing surveys.
For now, I take some comfort from the much smaller increases in longer-term
expectations as measured by the Philadelphia Fed’s Survey of Professional Forecasters,
as well as the stability of longer-term measures of what we call inflation compensation,
which is based on yields from nominal and inflation-indexed Treasury securities.

As in past episodes when inflation expectations increased, uncertainty about
future inflation seems to have also gone up, as measured by the disagreement between the
75th and 25th percentiles of the distribution of individual respondents to the Michigan
survey. Simultaneously, in recent months, we have also seen measures of economic

policy uncertainty increase (seen in figure 4), and there is evidence that policy
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uncertainty and inflation uncertainty correlate over time.'” One possibility is that policy
uncertainty may be contributing to a rise in inflation expectations as well as to
uncertainty about future inflation. Still, it is hard to say at this point, and I will keep
monitoring these developments.

Let me turn from developments on expected inflation to realized inflation. After
the substantial decline in inflation from its peak in 2022, recent disinflation has been
slower, and the latest data indicate that progress toward the Federal Open Market
Committee’s (FOMC) 2 percent goal may have stalled. Core PCE inflation was 2.8
percent in the 12 months ended in February, which puts us back at the same level seen in
the last quarter of 2024. The best news for February comes from housing services
inflation, which has come down steadily for at least a year to a 12-month rate of 4.3
percent, even if it is still above the pre-pandemic level of 2.5 percent. For the rest of the
inflation categories, the news was less positive. Core goods inflation, which had been
negative for a large share of 2024, increased to 0.4 percent relative to a year before.
February likely also marked an upward shift in market-based services inflation. While I
do not discount price pressures in nonmarket services, which remain elevated, the
acceleration in market-based services in February from an estimated 3.1 percent to 3.5
percent is also not welcome, given that this category often provides a better signal of

inflationary pressures across all services.

19 For evidence on how policy uncertainty and inflation uncertainty correlate over time, see Carola C.
Binder (2017), “Measuring Uncertainty Based on Rounding: New Method and Application to Inflation
Expectations,” Journal of Monetary Economics, vol. 90 (October), pp. 1-12. The measure of economic
policy uncertainty is from Scott R. Baker, Nicholas Bloom, and Steven J. Davis (2016), “Measuring
Economic Policy Uncertainty,” Quarterly Journal of Economics, vol. 131 (November), pp. 1593-1636.
The measure of trade policy uncertainty is from Dario Caldara, Matteo lacoviello, Patrick Molligo, Andrea
Prestipino, and Andrea Raffo (2020), “The Economic Effects of Trade Policy Uncertainty,” Journal of
Monetary Economics, vol. 109 (January), pp. 38-59.
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On the other side of the FOMC’s dual mandate, employment continues to grow at
a moderate pace, and the overall labor market has remained resilient through February.
The net 151,000 jobs added last month was not too far from the 177,000 average of the
previous six months. The unemployment rate ticked up to 4.1 percent, and labor force
participation moved down to 62.4 percent. Other labor market indicators suggest
continued moderation in the labor market but not significant weakening.

Given the recent lack of progress on inflation, recent increases in inflation
expectations, and upside risks associated with announced and prospective policy changes,
I strongly supported the FOMC’s decision at our March meeting to maintain the target
range for the federal funds rate at 4-1/4 to 4-1/2 percent. I will support maintaining the
current policy rate for as long as these upside risks to inflation continue, while economic
activity and employment remain stable. Going forward, I will carefully assess incoming
data, the evolving outlook, and changes in the balance of risks.

Thank you.
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Figure 1

Inflation and Inflation Expectations
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varying survey frequency.

Source: University of Michigan, Survey Research Center; Haver Analytics; FRB staff calculations.




Figure 2

Wage Growth and Consumers' Inflation Expectations
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Source: University of Michigan, Survey Research Center; Bureau of Labor Statistics; Haver Analytics;
FRB staff calculations.




Figure 3

Inflation and Firms' Inflation Expectations
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Note: PCE is personal consumption expenditures chain price index. Firms' inflation expectations come
from the following question in the Atlanta Fed survey: "Projecting ahead, to the best of your ability,
please assign a percent likelihoed to the following changes to unit costs over the next 12 months: less
than -1%; between -1% and 1%; between 1.1% and 3%; between 3.1% and 5%; greater than 5%."

Source: Bureau of Economic Analysis; Federal Reserve Bank of Atlanta, Business Inflation
Expectations; Haver Analytics; FRB staff calculations.



Figure 4

Measures of Economic Policy Uncertainty
Index

— 400
= Economic Policy Uncertainty
— Trade Policy Uncertainty
— —300
— —200
— — 100
I I T A I I 0

1985 1990 1995 2000 2005 2010 2015 2020 2025

Note: For economic policy uncertainity, 1985 = 100; for trade policy uncertainity, 1% share of
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Source; Baker, Bloom, and Davis (2016); Caldara and others (2020); Haver Analytics.
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