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Introduction
• Understanding firm-level inflation expectations key to economic theory 

• Expectations are key to decisions in economic theory 
• Important question for inflation targeting central banks
• Role of inflation expectations in the Neo-Keynesian Phillips Curve

• How to measure macroeconomic shocks 
• Theory relies on the idea that surprises (shocks) affect expectations and outcomes
• Significant debate about how to measure macroeconomic shocks

• Standard approach is to measure as forecast error from an estimated Vector autoregression
• Can estimate effects of many shocks (productivity, aggregate demand & supply, monetary policy, etc)

• New approach is to measure shocks from fin. market reactions around policy announcement
• But this only works around certain events (monetary policy, OPEC meetings) 

• We use a new approach to measure macroeconomic shocks
• We look at forecast errors made by consensus forecasters in the Bloomberg terminal
• But these are reduced-form shocks ➔ no economic interpretation 
• We propose a way to assign economic interpretation to these shocks based on the VAR literature



The dependent variable
• The CBI runs four largely qualitative surveys:

1. The Industrial Trends Survey (ITS) of mostly manufacturing firms- launched 1958
2. The Service Sector Survey- launched 1998
3. The Distributive Trades Survey- launched 1983
4. The Financial Services Survey-launched 1989 

• In 2007, the Bank of England asked the CBI to include a quantitative inflation 
question in these surveys
• What has been the percentage change over the past 12 months in the general level 

of prices in the UK markets that your firm competes in and what is expected to 
occur over the next 12 months? (industry level inflation expectations question)

• Similar questions were asked about the firms’ own prices and about  wage costs
• In 2014, a question on the inflation expectations at 12-24 months for industry level 

expectations was added 



The dependent variable
• What are the key differences to the Decision Makers Panel survey?

• The DMP starts in 2016, the CBI questions in 2007
• The only quantitative expectations questions in the CBI are for inflation,  many others in the DMP
• Price (wage) inflation expectations available since 2007, DMP only since 2016 (2022)
• This is not a representative sample, but aggregated series highly correlated with macro outcomes
• The long time series allows us to examine the impact of macroeconomic shocks on expectations

• Previous research on the CBI ITS focused the signals for Macro data (Mitchell, Smith and Weale, EJ 2002), 
the connection with official data (Lui, Mitchell and Weale, JRSS 2011), Effects of unconventional monetary 
policy (Boneva, Cloyne, Weale and Wieladek, IJCB 2016) and inflation expectations (Boneva, Cloyne, Weale 
and Wieladek, EJ 2020)

• In this paper, we focus on the CBI ITS survey, the subject of previous research
• Questions on price inflation expectations can be answered by the following buckets: -8.1 to -10 0%, -6.1 to -8%, -4.1 

to -6% -2.1 to -4%, -0.1 to -2%, 0%,  0.1 to 2%, 2.1 to 4% 4.1 to 6% 6.1 to 8% and 8.1 to 10%. Firms can also write in 
their answers.

• These buckets are used for the wage responses: -1.1 to -2%, -0.1 to -1%, 0%, 0.1 to 1%, 1.1 to 2%, 2.1 to 3%, 3.1 to 
4%, 4.1 to 5% 5.1 to 6% , 6.1 to 7%, 7.1 to 8%. Write-in answers are also allowed 

• We attributed to each response the mid-point of the relevant bucket- assuming that  the buckets were contiguous



Own wage and price inflation expectations

• Own price inflation outcomes and expectations have decoupled since 2023



Industry price inflation expectations
• Industry price inflation outcomes and expectations have also decoupled since 2023



The response pattern of firms



Explanatory variables (monetary and oil shocks)
• We use macroeconomic shocks (surprises) as explanatory variables

• Difference from previous work – shocks should affect expectations
• 1) Shocks derived from high-frequency asset price changes

• Asset price reaction within half an hour of announcement captures the surprise 
(shock) in response to announcement  - type of announcement supports 
interpretation. Monetary policy announcement ➔ monetary policy shock

• Monetary shocks taken from BoE database by Braun, Miranda-Agrippino and Saha 
(JME, 2025), who use the approach of Gürkaynak, Sack and Swanson (2005) to infer 
target (interest rate), path (forward guidance) and QE shocks from yield curve data
• This approach looks at asset price reaction around monetary policy announcement. Applies a 

factor model to decompose shock into target (interest rate), path (forward guidance) and QE.

• This is the standard way of measuring monetary policy shocks in the macroconomic literature
• Oil news and supply shocks from Känzig (AER, 2021)  

• Uses OPEC meeting announcements
• Classifies 



Explanatory variables (information shocks)
• What is a central bank information shock?

• Jarocinski and Karadi (2020) argue that in addition to monetary policy, central 
banks also reveal private information about the future state of the economy

• Can think of this shock as the CB’s expectation of future growth/inflation
• Shock is identified from financial market reaction during MP announcement

• Big debate on whether this is an ‘information’ or ‘Fed response to news’ effect

• Our approach to measuring information shocks
• The BoE collects consensus forecasts 

• We measure them directly as the deviation between BoE forecasts for 
GDP/Inflation and the consensus forecast ahead of the BoE forecast. 



Explanatory variables (real economy shocks)
• 1) Real economy shocks derived from observed forecast errors 

• Usually shocks are estimated from VAR models forecast errors
• The key assumption is that the VAR includes all of the necessary variables (information) 

that economic agents need to forecast economic variables
• If this assumption is violated shocks will be mismeasured 

• We measure forecast errors of outturns relative to Bloomberg forecasts
• Don’t have to estimate shocks: Can measure them directly
• No need for assumptions about full information, we can measure the forecast directly
• But we only get professional economists forecast: Doesn’t have to be the same thing as 

agents at the macroeconomic level
• These forecasts are reduced form by construction 



Mapping from reduced-form to structural shocks
• We select relevant price and quantity variables and use a two-step approach

• In step 1, we compute the reduced form shock 𝒆𝒕 

• 𝑅𝑒𝑑𝑢𝑐𝑒𝑑_𝑓𝑜𝑟𝑚_𝑒𝑟𝑟𝑜𝑟 = 𝒆𝒕
∗ = ฎ𝒀𝒕

𝑨𝒄𝒕𝒖𝒂𝒍 𝒅𝒂𝒕𝒂

− 𝑪𝒐𝒏𝒔𝒆𝒏𝒔𝒖𝒔 𝑭𝒐𝒓𝒆𝒄𝒂𝒔𝒕 𝒐𝒇 𝒀𝒕 

𝑷𝒓𝒆𝒅𝒊𝒄𝒕𝒆𝒅 𝒀𝒕

• Remove the effects the three monetary and two oil price shocks from 𝒆𝒕
∗ by means of regression to 

give unexplained reduced-form shocks, 𝒆𝒕 . 

• In step 2, we identify supply and demand components in these shocks 

• First, we compute the covariance matrix of 𝒆𝒕~𝑵 𝟎, 𝜮

• We use the decomposition, 𝛴 = 𝐵′𝐵, to search across all permissible values of B using QR approach of 

Ramirez, Waggoner and Zha (2011) keeping those which give theory-consistent signs to the shocks- e.g a 

demand shock leads to higher output and a higher price while a supply shock gives higher output and 

a lower price. We use the mean of the permissible values. 

• Standardise shocks to have unit standard deviation. 



Reduced-form and structural shocks
Reduced form shocks Mapping Recovered structural shocks

UK CPI inflation shock UK aggregate demand shock

UK GDP growth shock UK aggregate supply shock

UK wage inflation shock UK labour demand shock

UK employment growth shock UK labour supply shock

Citi global inflation surprise shock Global demand shock

Citi global surprise shock Global supply shock

BoE GDP growth forecast shock BoE information demand shock

BoE CPI inflation forecast shock BoE  information supply shock



The regression model

• Include those respondents with more than 8 observations- not 
necessarily consecutive. Gives 577 firms.

• 13 possible shock variables and 49 time series observations of 
the macro data, so some form of data selection is required.

• Estimate with OLS first initially.
• Then estimate with Bayesian Model Averaging and use only those 

variables with more than a 90% chance of relevance.

𝑦𝑖,𝑡 = 𝛼𝑖 + 𝛾𝑦𝑖,𝑡−1 + 𝛽𝑋𝑡 + 𝜀𝑖,𝑡 𝑦𝑖,𝑡    Expectation of firm i in period t
                                                                                  𝛼𝑖     Firm fixed effect
 𝑋𝑡      Vector of macroeconomic shocks
 𝜀𝑖,𝑡     Residual



BMA approach whole sample results
• With FE panel OLS, most coefficients are statistically 

significant, when all variables are included in the 
regression model

• But only some are robust to BMA

• Monetary policy shocks have a negative and statistically 
significant impact on all three year ahead expectations 
measures

• Bank of England and labour supply shocks have a negative 
coefficient for all three one-year ahead measures

• Note: We define the supply shock such that a 
positive innovation raises output and lowers 
inflation

• A negative coefficient therefore means that a 
supply shock that raises inflation has a positive 
effect on expectations, as would be expected



Results split over time 
(before 2020Q1 & after)

• BoE supply shock always significant

• Monetary policy shocks only significant 
in normal times (2012q3-2020q1)

• Labour supply shocks only significant in 
high inflation (2020q2-2024q3) times

• Global supply shock estimate doubles



Results split over time 
by firm type

• We split firms by whether they are exporters or not.

• In normal times (2012q3-2020q1), only exporters 
pay attention to BoE information and global supply 
shocks

• In high inflation times (2020q2-2024q3), all firms 
pay attention to BoE information and global supply 
shocks

• In the paper we show a  number of other splits- 
e.g. by firm size. 



What could explain time variation in results?
• Disagreement among firms 

• Mankiw, Reis & Wolfers (2003); Andrade, Crump, Eusepi & Moench (2016); 
Coibon, Gorodnichenko & Repele (2020) show disagreement relevant in theory

• Dong, Liu, Wang, Wei (2024) & Bussiere, Grishchenko, Gilbert (2025) show that 
disagreement among households lowers effect of monetary policy on 
expectations

• Changes in perception of Bank of England credibility
• Interact all coefficients with long-term (5-year) household inflation expectations 

• Greater awareness of inflation among firms 
• Concerns about inflation may make firms less rational and more adaptive

• Labour market tightness 
• When labour markets are tight, firms are more likely to pay attention to labour 

market shocks



Explaining the time variation in results
• Interact all shocks with 

google searches on inflation, 
monetary policy shocks with 
5-year inf. expectation, labor 
market shocks with V/U ratio

• When google searches for 
inflation are high, money 
shocks are less effective

• Labour supply shocks are 
more significant when V/U 
ratio is high 

• 5-year inflation expectations 
do not produce many 
significant results 



Conclusions
• We show that macroeconomic shocks affect wage and price 

inflation expectations with theoretically consistent signs

• But the effects vary over time: Monetary policy shocks affect 
expectations in normal times, while labour supply shocks affect 
expectations in high inflation times

• Google searches about inflation and labour market tightness can 
partially explain this time variation in effect
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