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Abstract: Producing and revealing inflation forecast is beke to be the best way
of implementing a forward-looking monetary polidjhe article focuses on infla-
tion forecast targeting (IFT) at the Czech Natiorgdnk (CNB) in terms of its
efficiency in shaping consumers’ inflation expeotad. The goal of the study is to
verify the accuracy of the inflation forecasts, ahdir influence on inflation ex-
pectations. The research is divided into four stadé the first stage, central bank
credibility is examined. At the second stage — ey of the inflation forecasts.
The next step of the research covers a qualitathvaysis of IFT implementation.
Finally, the existence of the interdependencesftdtion forecast, optimal policy

© Copyright Institute of Economic Research & Polistonomic Society Branch in Taru
Date of submission: March 16, 2015; date of aceggtalune 5, 2015

Y Contact: magdalena.szyszko@wsb.poznan.plzs#sy Szkota Bankowa w Poznaniu,
al. Niepodlegtéci 2, 61-874 Pozma Poland; karolina.Tura@zie.pg.gda.pl, Politechnika
Gdaiska, ul. Narutowicza 11/12 80-233 Gk, Poland

™ The article presents the results of the reseanamded by the National Science Cen-
ter: Interdependences of Inflation Forecasts arfidtion Expectations of Market Partici-
pants. Implications for the Central Banks, contidat 2011/03/B/HS4/03705 and Forecast-
ing Inflation on the Basis of DSGE Models in theplementation of Inflation Targeting in
Selected Central Banks, contract No. 2013/09/N/BS466.



AN\ MOST

10 Magdalena Szyszko, Karolina Tura

paths and inflation expectations is analyzed. Qritity of the central bank, accu-
racy of the forecast and decision-making proceddoesised on the forecast are
the premises for the existence of relationship betwforecasts and expectations.
The research covers the period from July 2002|tht#l end of 2013. Its methodol-
ogy includes qualitative analysis of decision-mgkiof the CNB, quantitative
methods (Kia and Patron formula, MAE forecasts esr@uantification of expec-
tations, non-parametric statistics). The result:faon the existence of interde-
pendences between inflation forecasts and expentgbf moderate strength. The
preconditions of such interdependences are paytitallfilled. The research opens
the field for cross-country comparisons and for mifecation of IFT implementa-
tion.

Introduction

Modern monetary policy focuses on expectationstr@ebanks search for
the tools that are helpful in shaping inflation egfations and that enhance
their forward-looking attitude. Producing and rdirginflation forecast is
such a tool. An ability to guide market expectagi@an be analyzed in the
context of the central bank credibility. The cehtvank is credible when
the private sector believes that the central baitkrealize what it said
(Mackiewicz-Lyziak, 2010, p. 12). The most obviaentral bank’s decla-
ration is inflation target. When the market exptotes are on the inflation
target level, the central bank is perceived asiloledT he article focuses on
the central bank inflation forecasts and consunx@eetations. They are
analyzed jointly, and the context of inflation foast accuracy and IFT
implementation is added.

The main research question of this paper is whétbaseholds believe
inflation forecasts. The hypothesis assumes thistion forecasts pub-
lished by CNB in the years 2002—-2013 are accudjtar{d correlated with
inflation expectations of households (2). The mealmective of this re-
search is to verify this hypothesis. The reseam$ dn broader context as
well. Its starting point is the qualitative analysif the inflation forecast
targeting implementation and examination of thetregiibank’s credibility.
They constitute important preconditions of usingeéasts for shaping ex-
pectations.

The research presented in the article is the dwatplex analysis of the
inflation forecasts and their usefulness for thastoners and the central
bank.
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Theoretical Background

Modern monetary policy is, and should be, forwardking. The forward-
looking nature of inflation and monetary policy @scon inflation expecta-
tions are emphasized in modern monetary theonfrdtaework is broadly
described in the related literature (Mankiw, 1980, 358-360, Goodfriend
& King, 1997, pp. 24-40, Gali, 2003, pp. 157-16Dhe starting point for
developing a New Neoclassical Synthesis Model \hasstaggered price
setting model (Calvo, 1983, pp. 384-393), whertaiitin depends on cur-
rent inflation expectations and output gap. An expe price level change
should be taken into account while readjusting gwjcas the economic
agents know that it may not be possible to chahgeptices in the follow-
ing period. The ability of a central bank to infhee expenditure, and hence
pricing decisions, is strongly dependent upon liititg to influence market
expectations regarding the future path of overnigtdgrest rate, and not
merely their current level (Woodford, 2003, p. 16).

The modern monetary policy strategy — inflatiorg&ing — is believed
to be the best way to implement a forward-lookifagused on expecta-
tions, monetary policy. Inflation forecast produdsadthe central bank on
the basis of monetary transmission mechanism isainemt part of inflation
targeting which can even become inflation foretasjeting (IFT), where
inflation forecast plays the role of an intermediabjective of monetary
policy. One argues that ascribing the function firdermediate target to
the inflation forecast simplifies implementing angbnitoring monetary
policy (Svensson, 1997, p. 1120).

The main reason why the forecasts are revealediérd to shape infla-
tion expectations of the public. Publishing thdatibn forecast may help to
guide longer-term expectations. It can serve asmgorary anchor, espe-
cially in situations where the target is misseddose of shocks that are out
of control of the central bank. An anticipated smuof inflation, showed by
a credible central bank may limit the expectatigrsiwth (Skdepa & Ko-
tlan, 2003, pp. 154-155).

In the last decade majority of the central bankstst to produce and
reveal their own inflation (and GDP) forecast. lbyes the importance of
the forecast in monetary policy.

Inflation forecasts are made on different instrutmate assumptions.
The most important assumptions are: constant ment rate during the
entire forecast horizon (CIR), market expectatiohthe future interest rate
(ME) and endogenous rate. These assumptions itnelgifferent decision-
making procedure (CIR — the rule of the thumb, getous rate — follow-
ing optimal monetary policy path). Implementing tbptimal monetary
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policy requires the optimal (specific) targetinderuelated with a flexible
strategy (target variables for both inflation ahd butput gap), and operat-
ing in a way that expresses the identity betweemithrginal rates of trans-
formation (MRT) and substitution (MRS). MRS is basm the preferences
of Monetary Policy Committee and MRT is based om structure of the
economy (Svensson, 2002, pp. 773-777). That is twbypolicy path in-
cludes the forecasts of the target variables sadhfiation and output gap
and instrument-rate path consistent with them.ahlt be described as the
current and future interest rate path that is @pest with achieving infla-
tion target (Svensson, 2003, pp. 451-460). In #search only the inflation
forecasts are analysed and we assume that inaedaratasts imply inac-
curate policy path.

Methodology of the Research
This research focuses on the case of the CzechbReplihe CNB has

produced its own macroeconomic forecasts with eadogs interest rate
since July 2002. It imposes the starting poinhefrtesearch.

Table 1. Forecasting inflation in CNB

Feature Description
DIT introduction 1998
Forecast disclosure from April 2001

forecast of inflation and GDP, fan chart (inflatioBDP,
policy path from 2008 and exchange rate path fro692
from July 2002 given in descriptive way

form 2008 policy path disclosure on the fan chart
quarterly: January, April, July, October;

from 2008: February, May, August, November

Forecast horizon first, 6 quarters, then up to &tgus

Transmission horizon 4-6 quarters

- QPM: Quarterly Projection Model up to May 2008,

- g3 from August 2008

Output

Policy path

Forecast frequency

Main model

MPC in forecasting

procedure discrete involvement

Source: own work.
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Forecasting inflation at the CNB occurs within thmulti-model ap-
proach and its whole system is called FPAS. It sts®f a vast number of
models including auxiliary models, satellite modafsd one core model.
The models support forecasting for different fostdworizons: short, medi-
um and long term. The result of the forecastingcedure is a long-term
projection of CPI inflation and, since 2008 alsaoecaflation projection
(MPRI). The components of the whole system arerginelable 2.

Table 2. The components of the FPAS

Horizon Type of model
Monitoring and Near-Term Forecasting Models
Short term - -
Signal extractions models
Medium DSGE model g3
term Dynamic Optimizing Multisector Model with Stock-WI&elationships

Long term Satelite models

Source: own work.

The research on the inflation forecasts of the G&lBivided into four
specific steps which are shown by Figure 1.

Figure 1. Steps of the research

Step of the
research

Research

Description tool

Kia, Patron formula
1 Credibility of central bank Analysis of past inflation deviation
from the inflation target

I Absolute forecasts errors,
Accuracy of the forecasts Analysis of past inflation forecasts
deviation from the inflation target

Analysis of the IFT

m implementation

Qualitative analysis

Interdependences of

v inflation forecasts and Non-parametric statistics for

inflation expectations of forecasts and expectations
consumers

Source: own work.
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At the first stage, the credibility of the CNB isadyzed. The credibility
is understood as the fulfillment the central barfkisnal declaration — in-
flation target. This fulfilment was checked on thasis of calculating the
mean absolute deviations of past inflation from ithigation target. The
study includes two measures. The first one is algirabsolute deviation of

inflation from the inflation target, as foIIong'/— 77f where Yy is inflation

rate ands is the inflation target. The authors adopted tbein interpreta-
tion of the deviations of the inflation from theflation target. This inter-
pretation assumes that the central bank is crediblen the simple mean
absolute past inflation deviation from the inflatitarget is in the range
<0,1>. It is consistent with establishing a +/-.f.dluctuation band around
the inflation target. The next credibility measig&ia and Patron formula
(Kia & Patron, 2004, p. 11) of inflation deviatiofiem the inflation target:

100
g0y
deviation of inflation from the inflation targeterctredibility of central bank
decreases exponentially (faster). The interpretatb credibility here is
consistent with the previous measure. The devidtiom the inflation tar-
get at 1 p.p implies the value of the formula clas&0,65 points. That is
why the authors assume that the central bank dibteewhen the value of
Kia and Patron formula is between 100 and 60 poffitgire 2 presents the
possible values of Kia and Patron formula for teeigtion between 0 and
10. Point A on the graph shows the bank's estaddishedibility limit. The
interpretation of the both measures is given inl@8b

. The use of the exponential function shows thdh wicreasing

Figure 2. Kia and Patron formula

Kia &Patron

Source: own calculations.
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Table 3. Interpretations of simple mean absolute deviatiohgast inflation from
the inflation target and the Kia and Patron formula

M ean absolute deviation inflation from Kiaand Patron I nter or etation
theinflation target during the year formula P
<0,1> <60;100> Credibility
>1 60< il;;Ck of credibil-

Source: own work.

Accuracy of the forecasts is also based on two ureaswvhose values
and ideology are consistent with the previouslysemocoefficients of cred-
ibility of central bank. The first measure is thesalute deviation of past

inflation forecast from the inflation targe}ﬁz - 77f , wherey is the inflation

forecast. As the next step, the Forecast Absoluter s calculated as fol-
lows |§/— y| The accurate inflation forecasts should be cheraed by
values smaller than 1 for both measures, whiclessbed in Table 4.

Table 4. Interpretations of MAE and mean absolute deviatidrpast inflation
forecast from the inflation target

MAE }\/Iean ab_solute_ deviation of the past inflation forecast Inter pretation
rom theinflation tar get

<0,1> | <0,1> Accuracy

>1 >1

>1 <0,1> Lack of accuracy

<0,1> | >1

Source: own work.

Besides the quantitative part of the research,itqtigeé analysis on the
actual decision-making procedure of the CNB Boarthade. Consistency
of the Bank Board in IFT implementation can berargy explanatory fac-
tor of the interdependences between the forecaktreminflation expecta-
tions. Analysis of the IFT implementation coverfadtors (Szyszko, 2011,
pp. 22-23):

- formal declaration on the importance of inflatiamefcasts,

— consistency of the decision of the Monetary Poltmymmittee (MPC)
with the inflation forecast result,

— decision timing,

— decision justification.
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These factors show whether the forecasts of inftadr policy path con-
stitute an important premise in decision-makinghaf CNB. If they do, the
possibility of shaping expectations via inflatiamrdcasts and policy path is
enhanced.

Consistency of the decision of the Monetary Pollgmmittee with the
inflation forecast result means that its decisemiline with forecasts mes-
sage. This can be analyzed in two ways consistéhtthe way of coding
inflation forecast message. The first way referthtocentral path for infla-
tion. The rule of thumb says here that whey théraépath in the monetary
policy horizon is above the target, the interegtgahould be raised. When
the projected inflation in the monetary policy lzom is below the target
— the rates should be lowered. When the centrhl gfgprojection is within
the fluctuation band of the target, the MPC reacfchange of the interest
rates or leaving them unchanged) is consistent thighlFT implementa-
tion. The central path of inflation at the targetedel means that the rates
should be unchanged.

The second way refers to the interest rate pathe e MPC decision
is consistent with the forecast when the rateshamged according to the
policy path suggestion. This is a more restrictiygroach, as it does not
open the room for maneuvers for the central bankhé case of the Czech
National Bank, it is more suitable to follow thisyof analyzing the Bank
Board decisions, as the Bank is producing uncanditi forecast with en-
dogenous policy path.

Decision timing shows whether the central bank @ees the forecast
as the best information on the future state ofdbenomy. If it does, it
makes decisions consistent with the forecast megsat) after the forecast
is made.

Decision justification shows the main rationale ihdhthe decision on
interest rates. The central bank sends the messadgbke importance of
forecasts to the public if it refers to the foréaasssage in the justification.

The last part of the research focuses on interdkgreres of inflation
forecasts and inflation expectations of consunmiEns. theory assumes that
inflation should be an important factor in the fatron of expectations.
The research is limited to the correlation of be#iiables and it does not
refer to the cause and effect relation. The rebeemuers 46 forecasts (July
2002-2013). The way of coding the data on inflatiorecasts and policy
path is described in Table 5.
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Table5. Inflation forecast and policy path

Forecast of: Options: Timing

- the central path is below the lower boundary of
fluctuation band,

- the central path t is below the inflation target bu
within the fluctuation band;

- itis at the inflation target level;

Beginning  of

Central path the  monetary|

of inflation - itis above the inflation target but within thedtu- traqsm|55|on
. . horizon
ation band;
- the central path is above the upper boundary of
fluctuation band
- the rates are to be lowered; First step — just
Interest . .
- the rates are to stay unchanged; after producing
rates path :
- the rates are to be raised. forecast

Source: own work.

The inflation forecast here means not only theredmpirojected path of
inflation but the whole policy path as well. Ths consistent with the
Czech forecasting system. The forecast itself aditional — policy path
is endogenous. This means that the central pathflafion should be on
the inflation targeted level within the monetanjipphorizon if the interest
rates are changed according to the path. In redlisycondition is not ful-
filled, as the model does not capture future shaoks the rates are not
changed in the way suggested by the path in negsgthey are actualized
with the next forecast). This is why both outcoréshe model — central
path of inflation and interest rates path — arefromed with inflation ex-
pectations of consumers.

The data on inflation forecast are encoded becaiisgo reasons. First
of all, consumer’s inflation expectations are cdestd. Consumers are not
specialists. They do not read the forecasts om tiven. They do not under-
stand sophisticated information on inflation forgsa It is enough to say
that qualitative surveys on expectations were atvaed by the central
banks, as the households awareness of economatigituvas poor, and
the results of surveys were not reliable. The sgeeason for encoding the
data is connected with the way the forecast isalede No detailed infor-
mation on levels was given at the beginning ofrtsearch period. Forecast
an?ﬂ the policy path were presented in the Inflai@port in a descriptive
way .

As the forecast is produced quarterly and the @afiens are examined
monthly, the research assumes that one forecasag®snay influence the

! For central path of inflation the standard cotielameasure is also calculated.
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expectations formation 3 times. The lags are alsuraed: the forecast
may influence expectations in the month of its Idisure as well as during
the following months.

Consumers’ expectations of households are notttlirebserved. They
are examined on the basis of regular qualitativeests. Consumers answer
the question on their inflation perception and exgons. Inflation per-
ception refers to the past inflation and is notgbkject of this research.

The question for inflation expectations By comparison with the past
12 months, how do you expect that consumer pridedevelop in the next
12 months?And the answers to choose froifhey will...increase more
rapidly, increase at the same rate, increase abwer rate, stay about the
same, fall, don't knoWThe Joint Harmonized, 2007, p. 51). Then the
answers can be used in two ways. First of all,ldakance of answers is
calculated. The balance of answers does not direastiasure the inflation
expectations, thus it cannot be interpreted inraigditforward way. For
example, when it is positive it means that the nemdf respondents who
expected prices to increase more rapidly over ta h2 months than in
the past exceeded the number of those who expedisss to remain the
same or increase more slowly that in the pagte(Joint Harmonized,
2007, p. 18).

The answers to the surveys’ question on expecttation are also the
basis for quantifying inflation expectations usitige adjusted Carl-
son-Parkin method. It assumes that if the numbeesgpondents is suffi-
ciently large, the expected rate of price chang®isally distributed The
guantification of qualitative responses makes dghe fact that, in reply-
ing to the survey question regarding inflation ectpgons, respondents
compare their predictions with the rate of pricaraye as perceived when
the survey is carried out (Lyziak, 2003, pp. 11-I3)e latest inflation fig-
ure stays here for inflation perception.

Survey data on expected inflation are derived ftbmBusiness and
Consumers Surveys The European Commission survey on business and
household situation. Surveys are held monthly. Tzech Republic has
been covered from 1995.

The interdependences between inflation forecastrést rate path) and
expectations are calculated here. Non-parametri@lation measures are
used. This is imposed by the range of data avétlabrhe Pearson’s cor-
relation of the central path of inflation and theectations is also tested.

2 Assumption of normal distribution of inflation exgtations is the oldest and the most
common approach in the empirical research. Thahisthe authors decided to use it. How-
ever, there are some reasons to presume thatishigoation is asymmetric, more precisely
skewed to the right (Berg, 2001, p. 90).
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However, due to limited consumers’ perception afreenic data, coded
results are more important.

Results of the Empirical Research

At the first stage of the research the authorsyaedl the credibility of the
CNB in the years 2002—-2013. The study was condumtethonthly data.
The formation of the values for CNB of Kia and Batformula are pre-
sented by Figure 3.

According to the results, the lack of credibilitgonirred temporarily in
five periods: in mid-2002, in the year 2003 andha first two months of
2004, in mid-2010, at the end of 2002. In otherqueyr CNB can be de-
scribed as credible. The mean value of Kia andoP&rmula is 65,46
points.

The analysis of past inflation deviations from thigation target, due to
similar construction, gave the same results, wialbbwed the authors to
confirm the thesis that in the years 2002-2013 GMW& credible. The
summary of this step of the research is presentédile 6.

Figure 3. The formation of the values of Kia and Patron folarin CNB in years
2002-2013

120

Credibility
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Kia &Patron

Source: own calculations based on ARAD database.
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Table 6. Interpretations of a simple mean absolute deviabibpast inflation from
the inflation target and the Kia and Patron formol&NB in years 2002-2013

Mean absolute deviation inflation | Mean value of Kia and

from theinflation tar get Patron formula I nter pretation

0,98 65,46 Credibility

Source: own work.

As the CNB during the research period was creditble,information
produced by the bank could be the premise in e&tiens shaping of con-
sumers.

The next step of the research focuses on the fetseaacuracy. Accord-
ing to the idea of optimal policy, the inflatiorrézast is consistent with the
instrument-rate forecast and at the end of thezborit should be equal to
the inflation target. That is why it is important¢heck how to evaluate the
inflation forecasts in relation to the inflatiorrgat. At this step of the re-
search the authors analyzed the mean absoluténfladon forecasts devi-
ation from the inflation target in CNB from July @D to May 2012 (the
period of the study was chosen due to availabla)ddihe research was
conducted on quarterly data. The value of the nademolute deviations of
past inflation forecasts from the inflation targetl,31%. The next part of
the analysis of inflation forecasts was calculattbe absolute forecasts
errors. The value of the mean absolute forecasts @WIAE) of the infla-
tion forecasts is 1,07 %. The results show thdatioh forecasts published
by CNB in the chosen period were inaccurate. Tmensary of this step of
the research is presented in Table 7.

Table 7. Interpretations of MAE and mean absolute deviatidrpast inflation
forecast from the inflation target in CNB

MAE Mean absolute deviation of the past inflation forecast from Inter pretation
theinflation target
1,31 | 1,07 Ic_;lck of accura-

Source: own work.

The results of the first and the second part ofréisearch create a back-
ground for the analysis of interdependences of eatiens and forecasts
results. The CNB in the period covered by the eration was credible,
which is the first step to properly anchor theatiin expectations. Unfor-
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tunately, the results also show that the CNB iitftaforecasts in the same
period were not accurate and were not a good fetéesahe sense of pre-
dicting future inflation. On the other hand, théueaof the mean deviation
from the inflation target (which is 1,07 %) impliteat the forecasts did not
deviate strongly from the inflation target. Thatiky the forecasts can still
be seen as a useful tool, according to IFT ideology

Table 8. The CNB decisions’ deviations

Time Deviation explanation

IR April 2003 Wrong assumption on the timing ofetit taxes change.

IR October 2004 The signs of inflation pressureensot unambiguous; the
Board assessed monetary conditions as restriativegh.

IR January 2006 Appreciation of CZK tightened mangtconditions far|
enough.

IR October 2006 Asymmetric risk of lower inflation.

IR November 2011 Persisting effect of VAT rise.

IR February 2013 Main rate of the CNB at the 1e¥%€15% (technical zero).

IR May 2013 The Board announces implementation of alternative| i

IR August 2013 strument: FX market interventions.

IR November 2013

Source: own work based on data and information fhoffation Reportsand Statementsf
CNB Board published by CNB in years 2002—-2013.

The third step of the research focuses on IFT implgation in the
CNB. The CNB shows strong commitment to IFT impletagon. It starts
on the declarations level — the forecast is clainwede of greatest rele-
vance in decision-making (which is declared atvilebsite of the Bank and
in its strategic documents). This declaration méstspractice of the Bank
Board as it changes rates accordingly to the messifprecast and does it
when the forecast has just been produced. In tlenieved period (114
meetings of the Bank Board, 46 forecasts discussdg)9 times the Board
ignored the message of forecasts (in terms ofdatgrath). These cases are
called decision’s deviations. The details of thplamations are given be-
low. They are divided into two groups (presentedale 8). The first one
covers deviations from 2003 to 2011. Their ratienalshock or "wait and
see" attitude of the CNB. The second group cov@ds32The reason for
not following the message was technical — the Baatkbeen already oper-
ating at the nominal zero rate. The Board annouticegossibility of in-
tervention on the FX market to weaken the Czeclrkar The message of
the forecast was ignored because it was not pessilibllow it. The meth-
odology of analysis is clear and classifies thezsees as decisions’ devia-
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tions. Except those special situations, the CNBo¥edd the interest path
consistent with its macroeconomic forecast. Everthim most turbulent
period of the end of 2008 and 2009, the Board'ssttats were in line with
the forecast path of interest rates. The precandibf using inflation fore-
casts as the tool that supports expectations shapthus fulfilled.

Figure 4 that presents the measures of the forecasiracy also con-
tains the information on the compatibility of tharik Board decisions with
IFT. It shows that inflation forecasts played aerof intermediate target in
CNB, even though most of them were inaccurate.

Figure 4. Accuracy of the inflation forecasts and their cotipkty with IFT pro-
cedure in CNB

3

2,5

* Lack of compatibility between the decision about instrument rate and the formal IFT procedure

—— Absolute forecast error

—— Absolute deviation of the published forecast from the inflation target

Source: own calculations based on ARAD database, alad information frominflation
Reportsand Statement®f CNB Board published by CNB in years 2002-2018 data
obtained from bank employees.

The results of the research on interdependencegeértexpectations
and forecasts results are presented in Table 9 plowe the existence of
statistically important (for p=0,05) interdependes®f inflation forecast
and expectations. Their strength is moderate arideis with the lengthen-
ing of the lag. For the inflation forecast the tesof non-parametric statis-
tics are also confronted with the standard corigameasure (for quanti-
fied inflation forecast) that confirms the resutis the coded data.
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Table 9. Interdependences of forecasts and expectations-2003

Variables Lag Spearman | Gamma | Kendall | Pearson
T 0.376494 0.295921] 0.252755 0.348916
(t+1) 0.393286 0.332547 0.284073 0.416075

CPIEXP ™ :2) | 0404410 0.36318¢ 0.310355 0462181
(t+3) | 0.417596 0.39146d 0.33452d 0.491205

T 0.44598¢ 0.449153 0.361885

opiExp | (D) | 0480176 0.479140 0386044

(t+2) 0.508132 0.503340 0.405611
(t+3) 0.533420 0.525081 0.423338§

Source: own calculations based on data and infeom&iom Inflation Reportgublished by
CNB in years 2002—-2013.

The results concerning the central path (herenedeio as CP — central
path of inflation) are not surprising. If the foasts showed that inflation
would exceed the goal, the expectations rose.

However, the results on interest path (PP — pqlaty) are counterintui-
tive. They show that when the rise of the rateissistent with the macro-
economic forecast, the expectations of consumeesas well. Transmis-
sion mechanism based on the modern theory dravegyatine correlation
of interests rates and expectations. The resuttsred for the CNB show
that the forecast itself guides expectations rathen policy path.

The results of examination of the interdependenoeisthe CNB’s deci-
sion making procedure may not be interpreted ungualisly. First of all,
a positive correlation of policy path and expeciadi of consumers is sur-
prising. Secondly, the strength of interdependeixesoderate. The fore-
cast is not the only one factor influencing expéate. A possible explana-
tion of moderate strength (instead of strong refeship) is inaccuracy of
the forecasts. Thirdly, the existence of positektionships between infla-
tion forecast and expectations proves that consunh@not really perceive
that the central bank is effective in its actioimsthe case of perfect credi-
bility, inflation expectations are on the targetde

In the years 2002—-2013 the CNB could be charaeidras a credible
central bank, however its credibility was not petfeThe CNB forecasts
were inaccurate. It is sure that this non perfeetibility and inaccuracy of
the forecast has an impact on interdependencesudt also be remem-
bered that CNB is implementing a flexible type 611 That is why accom-
plishment of other target variables (like outpup)eould be carried out at
the expense of the accuracy of inflation forecasts.
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It should be mentioned that the research was loelddnsumers — a less
educated group in the economy (as compared witbiass and compa-
nies). This is why the unambiguous results appears.

Conclusions

In perfect situation, the perfectly credible cehtvank publishes accurate
forecasts which anchor the economic agents’ idftagxpectations on the
target level of inflation. The CNB is not perfectiyedible and it publishes
inaccurate forecasts — according to methodologh®fresearch. However,
those forecasts play the role of intermediate tagfjemonetary policy.
They are also correlated with inflation expectatiaf consumers. The re-
sults of the research are far away from perfeaasitn but they are satis-
factory. Anchoring inflation expectations is theiméunction of inflation
forecasts in the central banks implementing irdlattargeting strategy.
From this point of view, inflation forecasts of tikNB fulfill, at least to
some extent, the main goal of revealing them — @&y correlated with
inflation expectations. The research confirms tlaénnbody of the hypoth-
esis that inflation forecasts published by CNBhia years 2002—2013 were
correlated with inflation expectations of houseloleegardless of the fact
that the hypothesis of the forecast accuracy ectefl.The problem is con-
nected with the forecasting system (that produce€durate forecasts),
while the other results are consistent: crediblgre¢ bank that implements
IFT may affect expectations via forecasts.

There are several directions of further researble. Most obvious is ex-
panding the scope of the research on the otheratdsginks. Such a com-
parative analysis can be enriched with the countfethe longest experi-
ence in inflation forecast targeting. Having thenglaof countries that im-
plement IFT and their forecast-expectations inteetelences, further ques-
tions on the results can be answered:

— Does the strength of correlation depend on comgigtén IFT imple-
mentation?

— Does the strength of correlation depend on thecbsts accuracy?

- Do the interdependences depend on the credibifithh® central bank
and its effectiveness?

— Does the transparency of the central bank influgheerelationship of
the expectations and the forecast results?

The field for methodological improvement also exist this kind of re-
search: the data on forecast results may be endéodedifferent way.
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In this research the authors analyzed the crewjilwfi central bank, in-
flation forecast accuracy and interdependenceseofarecasts and inflation
expectations. Steps of the study were designedesepse the consistency
with theoretical premises. The obtained resultsstdrsequent steps of the
research correspond with each other. The resudisg avith a qualitative
assessment of the use of forecasts, describesl¢heof IFT implementa-
tion at the CNB. The results are a contributionth® creation of complex
index specifying the degree of implementation ef HRT strategy in central
banks.

Regardless of the future expansion of the resedinehresults obtained
here deliver valuable information on the functidrihe forecasts.
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