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Abstract

We provide evidence for biases in inflation expectations, where risk-averse house-
holds and experts report significantly higher prior inflation expectations. Using a
survey randomized control trial (RCT), we can show that information about infla-
tion forecasts closes this expectations gap. Our results are in line with a framework
where risk averse agents seek to overestimate inflation in order to maximize future
utility. We can show that biases in inflation expectations seem to be related to
physical information avoidance, rather than biases in information processing.
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1 Introduction

Inflation expectations can influence economic choices like consumption, investment and
product pricing (Dréger and Nghiem, 2021; Coibion et al., 2020). Consequently, policy-
makers monitor the formation process of inflation expectations and increasingly use central
bank communication to guide expectations in the general public. A growing literature
using survey experiments with randomized control trials (RCT) shows that information
treatments including information frequently communicated by central banks can steer
households’ and experts’ expectations at least in the short run (Coibion et al., 2020, 2023;
Weber et al., 2023; Dréger et al., 2024).

Nevertheless, inflation expectations by firms and households typically display a large
degree of heterogeneity. This can partly be explained by socio-demographic factors and
exposure to specific prices (D’Acunto et al., 2021), cognitive constraints (D’Acunto et al.,
2023), or rational inattention to information about inflation (e.g., Mackowiak et al., 2023).
However, there exists a gap in the literature regarding the role of risk preferences for the
formation of inflation expectations. In this paper, we contribute to closing this gap.

Risk preferences may have an impact on the way individuals seek and process informa-
tion about inflation. Specifically, we assume in our theoretical framework that inflation
expectations serve as a reference point for the evaluation of realized inflation and that risk
averse individuals weight the disutility of negative surprises to future purchasing power
more strongly than added utility of positive surprises. This provides an incentive for risk
averse individuals to overpredict inflation. The question is, how individuals form such
biased inflation expectations. We explore whether biased expectations arise due to phys-
ical information avoidance or due to biased information processing (Golman et al., 2017;
Bénabou and Tirole, 2016).

Based on established behavioral theories, we derive four testable predictions, which we
subsequently evaluate using two parallel surveys with an information randomized control
trial (RCT). The first household survey with 2,554 respondents is representative of the
German population. The second expert survey was run among employees working at
seven German banks and insurance companies and includes 586 experts. This allows
us to compare whether physical information avoidance and information processing differ
between households and experts (D’Acunto et al., 2023; Dréger et al., 2022). The surveys
were conducted in January 2023, when actual inflation was high due to the energy crisis
and include a randomized control trial (RCT), where respondents are randomly allocated
into three treatment groups and a control group. All information treatments include
information about inflation/price forecasts, but they vary in the degree to which they
provide room for interpretation. This allows us to vary the information provided to
participants and thus explore the relevance of physical information avoidance and biases
in information processing in explaining this correlation. The control group received no

information.



We derive four main results: First, as predicted our survey results indicate that risk
averse individuals on average expect significantly higher inflation a priori. This finding
is robust for both the general population and the expert sample, but when controlling
for a large range of further socio-demographic characteristics remains significant only in
the more homogeneous expert sample. Second, we find that both experts and households
update expectations towards information on inflation forecasts and that the correlation
between posterior inflation expectations and risk aversion becomes largely insignificant
when individuals are provided with information that they cannot physically avoid. In
line with biases arising due to physical information avoidance, we find that biases in
inflation expectations are related to uncertainty in expectations. Third, the results are
less supportive of heterogeneity in information processing due to risk preferences, as we
find no significant heterogeneity in treatment effects across risk preferences. However,
the treatments showing inflation forecasts—which provide little room for interpretation—
overall have a stronger effect on posterior inflation expectations as compared to treatments
about energy price forecasts. Fourth, we find no evidence for reverse causality running
from inflation expectations to risk preferences.

This paper contributes to a limited body of literature examining the relationship be-
tween inflation expectations and risk preferences. The evidence so far suggests that the
correlation between risk preferences and inflation expectations is somewhat ambiguous.
Armantier et al. (2015) analyze in an experimental setting how inflation expectations
as well as risk preferences of households affect investment choices. In the incentivized
experiment, participants choose between a fixed-interest and an inflation-indexed invest-
ment. The authors demonstrate that both survey measures of inflation expectations
as well as self-reported risk preferences are informative for the experimental investment
choices. Goldfayn-Frank and Wohlfahrt (2020) investigate whether risk aversion can ex-
plain the observed difference in inflation expectations between East and West German
households, but find no significant correlation. Dréger et al. (2023) analyze consumers’
preferences on expected inflation and interest rates and show that a higher degree of
risk-aversion correlates with a higher likelihood to prefer lower inflation at a given level
of inflation expectations. Finally, Vinogradov et al. (2024) examine the correlation be-
tween ambiguity-aversion as well as general risk attitudes and inflation expectations by
US households. Their findings indicate that risk-seeking individuals report higher levels
of current perceived and expected inflation. However, removing the bias in expectations
by evaluating the difference between perceived and expected inflation reveals that the
correlation with risk preferences is no longer significant. Except for Vinogradov et al.
(2024), these papers only indirectly test for a link between inflation expectations and
risk preferences. We analyze this relationship explicitly for both household and expert
samples, using experimental variation to test for theoretical predictions.

Our study also adds to a growing body of literature that studies the impact of infor-

mation treatments about forecasts or forecast uncertainty on the formation of inflation



expectations using survey RCT interventions (Armantier et al., 2016; Cavallo et al., 2017;
Coibion et al., 2020, 2023; Weber et al., 2023; Dréger et al., 2024; Nghiem et al., 2024).
The impact of inflation forecasts on the inflation expectations of households results in a
shift of these expectations in the direction of the provided signal (Armantier et al., 2016;
Coibion et al., 2023). Cavallo et al. (2017) show that changes in the price of individual
food products also result in a corresponding adjustment in households’ expectations of
overall inflation. Kostyshyna and Petersen (2023) investigate the influence of an inflation
forecast with confidence intervals. Kumar et al. (2023) as well as Coibion et al. (2024)
examine the effect of uncertainty about different GDP growth forecasts on economic deci-
sions by firms and households. Similarly, Grebe and Tillmann (2022) analyze the influence
of dissent in the ECB’s Governing Council on household uncertainty.

Finally, our analysis contributes to the literature analyzing differences in inflation
forecasts by households and experts. Dopke et al. (2008) analyze how frequently house-
holds and experts update their inflation expectations in a sticky information environment.
Andre et al. (2022) show that experts and households tend to have different subjective
models in mind when forecasting inflation and therefore utilize the same information dif-
ferently. Dréger et al. (2022) show that experts update their inflation expectations faster
than households when a large international political shock occurs. Our results suggest
that differences in inflation expectations of households and experts may also arise due to
differences in the possibility of physically avoiding information on inflation. While house-
holds may well be able to physically avoid such information and thus to maintain biases
inflation preferences, this is arguably more difficult for experts.

The remainder of the paper is organized as follows. Section 2 presents a theoreti-
cal framework and derives four testable predictions for the empirical analysis. Section
3 presents the survey experiment and summary statistics, Section 4 presents empirical
results for the four predictions, Section 5 shows some robustness checks, and Section 6

concludes.

2 Theoretical Predictions

In this section, we provide a simple framework motivating the formation of biased inflation
predictions depending on risk preferences. We assume that an individual’s future utility
us41 is a function of inflation predictions 77, ; and realized inflation 7. Individuals face
utility losses due to forecasting error, i.e. from the squared deviation between the predicted
inflation 7f,; and the realized inflation m;;,. Such disutility from forecasting error may
for example be motivated with the role of expected inflation for correctly determining real

interest rates. Specifically, we define utility in period t + 1 as:
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We assume that inflation expectations serve as a reference point for the evaluation
of realized inflation. That is, overestimation of inflation (77,; > m:41) may be perceived
differently as compared to underestimation of inflation (7f,; < mq). Such differences are
a common assumption (see, e.g., Capistran and Timmermann, 2009) and may arise for ex-
ample because of utility shocks induced by differences in actual and expected purchasing
power related to errors in inflation forecasts. For fully rational risk neutral individuals,
we assume that gains and losses have the same impact on utility, i.e., that § = a. Given
that under rational expectations the expected underestimation equals the expected over-
estimation, risk neutral individuals will seek to reduce forecasting error independent of
the direction of forecasting error.

For risk averse individuals, the disutility of overestimation is smaller as compared to
the disutility of underestimations (Tversky and Kahnemann, 1973; Kahneman and Tver-
sky, 1979; Gul, 1991), i.e. S > «. One reason for this asymmetry could be utility losses
arising due to disappointment for risk averse individuals whenever purchasing power is
lower than expected (Gul, 1991; Dréger et al., 2014; Stantcheva, 2024). Anticipating
asymmetries in the effect of forecasting error, risk averse individuals have an incentive
to overpredict inflation.! Thus, we predict a positive correlation of inflation expectations

and risk preferences.

Prediction P1: We predict that individuals with stronger risk aversion tend to expect

higher levels of inflation.

While the utility model discussed above provides a reasoning for the incentive of form-
ing biased inflation expectations depending on risk preferences, it does not provide insights
as to how these biased expectations are formed. Previous research reveals that biased ex-
pectations, also referred to as motivated beliefs, are relevant in a wide range of contexts,
such as the assessments of own ability or of own moral behavior (Bénabou and Tirole,
2016). In understanding how such biased beliefs are formed and maintained, researchers
typically differentiate between physical information avoidance and biased processing of
information (Golman et al., 2017; Bénabou and Tirole, 2016).

In our experiment, we introduce information treatments where individuals cannot
physically avoid information. If biases arise due to physical information avoidance, pro-
viding information should lead to an updating of beliefs. In line with Bayesian updating,

we predict that confronting individuals with information that they cannot avoid will re-

!More generally, Golman et al. (2017) discuss that any concavity in the utility functions arising
for example due to risk aversion, loss aversion or disappointment aversion can imply an incentive for
information avoidance.



duce differences in inflation expectations related to risk aversion if these arise due to
physical information avoidance. In our context, physical information avoidance refers to
behavior where risk averse individuals avoid being confronted with any information re-
lated to inflation expectations. Thus, information avoidance will be associated with larger
uncertainties with respect to expectations. If biased beliefs are formed due to information
avoidance, we would expect to observe that systematic biases in expectations are associ-
ated with systematic biases in uncertainty with respect to inflation expectations. Finally,
we argue that avoiding information on inflation is easier for households as compared to
experts, who are regularly confronted with information on inflation in their work environ-
ment. Thus, we predict that these effects will be stronger for households as compared to

experts.

Prediction P2: If biases arise due to physical information avoidance, we predict that a)
the provision of unavoidable information will reduce heterogeneity in inflation expecta-
tions with respect to risk preferences, b) the correlation of risk preferences and inflation
forecasts will be related to uncertainty with respect to inflation expectations, and c) these

effects will be stronger for households as compared to experts.

In our context, biased information processing refers to biases in the interpretation of
information that is provided to an individual and that is relevant to inflation expecta-
tions. Previous research reveals that individuals interpret the same piece of information
differently depending on the incentives they face (see, e.g., Babcock et al., 1995; Hippel
and Hoeppner, 2019). Thus, for given prior expectations and uncertainties with respect
to inflation, we expect the degree of updating to decrease in the degree of risk aversion of
the recipient of information. Furthermore, we expect to observe an interaction where the
relation of updating and risk-aversion becomes stronger when information is provided in a
way that allows for different interpretations. That is, when confronted with official infla-
tion forecasts, we expect to observe smaller biases in information processing as compared
to information about energy price forecasts. In the latter case, individuals’ perception of
the relevance of these forecasts for inflation rates may be systematically biased depending

on the motivation faced by an individual.

Prediction P3: If biases arise due to information processing, we predict that the degree
of updating will be negatively related to risk preferences and to the degree to which in-

formation provides room for interpretation.

Above, we argue that risk aversion has an impact on the formation of inflation expec-
tations. However, there is also some evidence indicating that the reverse may be the case.
For instance, inflation shocks may have an impact on risk preferences (Brandt and Wang,

2003; Cohen et al., 2020). Our data allows to proxy for this potential relationship in



two ways: First, the information treatments exogenously vary information about inflation
forecasts. We can show that this intervention has an impact on posterior inflation expec-
tations. If beliefs about inflation expectations shaped risk preferences, the information
treatments should also affect risk preferences relative to the control group. Second, we
can proxy for cross-sectional variation in the perception of current inflation shocks with

prior inflation perceptions.

Prediction P4: If expected inflation has a causal impact on risk preferences, we predict
that information about inflation forecasts will lead to differences in reported risk prefer-
ences relative to the control group. Moreover, if individual perceptions of current inflation
shocks drive risk preferences, we expect a positive correlation between perceptions of cur-

rent inflation and risk aversion.

3 Data

3.1 Survey Experiment

In early 2023, we conducted two parallel online surveys on a household and an expert
sample and implemented the same randomized control trial (RCT) in both. This was
during a time when inflation in Germany was peaking at over 8%. The sample of house-
holds is a representative sample of the German population with respect to gender, age,
net income and education. The expert sample consists of employees at German banks
and insurance companies. We did not restrict their specific work area in order to obtain
some variation also in the expert sample.

We surveyed both households and experts because the previous literature finds sub-
stantial differences in the formation of inflation expectations between these groups: ex-
perts typically have more accurate inflation expectations and they have a more funda-
mental understanding of economic relationships (D’Acunto et al., 2023). The summary
statistics in Table A2, which we discuss in section 3.2, show that this is the case also in our
samples. The comparison between experts and households thus allows to evaluate hetero-
geneities in the effect of information on two groups that differ in the initial information
level. Furthermore, experts and households may vary in the degree to which physically
avoiding information about inflation is feasible to them, since employees at banks and
insurance companies likely deal with this information at work. Thus, sources for biases
in inflation expectations may vary between experts and households.

The surveys were conducted between 16th January and 3rd February 2023. Household
data was collected by the survey company Bilendi & respondi and the expert data was
collected online via LimeSurvey in collaboration with a sample of German banks and
insurance companies. For each questionnaire completed by the experts, we donated 10€

to an NGO; the households were paid a fixed amount by the survey company.



Both groups completed the same questionnaire, except for three questions focusing
on households’ financial literacy, which were considered too simple for the experts. The
questionnaire starts with a series of questions to assess respondents’ optimism about the
future development of the German economy and their personal life situation over the next
12 months, their knowledge of financial markets and monetary policy, their general level
of trust and trust in the Bundesbank, and their general level of optimism. The Life-
Orientation-Test developed by Scheier et al. (1994) is used to measure the general level
of optimism. Next, a brief explanation of inflation in general is presented, followed by

questions concerning the perceived rate of inflation over the past 12 months, = along

prior?

with respondents’ point predictions for the inflation rate over the next 12 months, Wz;,liifl,

and 5 years, wo4

What do you think the inflation or deflation rate in Germany was over the last

12 months?

What do you expect the inflation or deflation rate in Germany will be over the

next 12 months / 5 years?
Since we cannot measure prior forecast uncertainty from point estimates for inflation, we
proxy for prior forecast uncertainty using the rounding approach (Binder, 2017), which
uses the fact that uncertain forecasts tend to cluster at prominent numbers and derives
definitions for indicator variables for high forecast uncertainty. Specifically, we follow
Binder (2017) and assume that households or experts forecasting inflation rates as multi-
ples of five have high prior forecast uncertainty, resulting in 28% of households and 24%
of experts that are defined as having high prior short-run inflation forecast uncertainty.
After answering these questions, respondents are randomly assigned to one of three treat-
ment groups or to the control group. In each of the treatment groups, respondents receive
information related to inflation. Importantly, respondents cannot avoid this information.
Figure 1 provides an overview of the information provided in each of the treatments.

The Forecast treatment shows inflation forecasts from the Bundesbank. The Forecast

Risk treatment extends the Forecast treatment by adding a risk scenario for future infla-
tion, which assumes a stronger energy price hike. Compared to the Forecast treatment,
the Forecast Risk treatment involves a situation where participants face stronger room
for interpretation, possibly enforcing biases in information processing (see Prediction P3).
Also, the stronger salience of risk involved in the forecasting of inflation may have an im-
pact on the degree to which inflation expectations have an impact on risk preferences (see
Prediction P4). In contrast to the previous two treatments, the Energy Risk treatment
shows energy price forecasts, which are less directly informative for inflation forecasts
and experienced above-average price increases at the time of the survey experiment. We
predict that the room for subjective information processing is greatest in the Energy Risk
treatment. Respondents in the control group do not receive any information, and proceed
directly to the next set of questions. To prevent avoidance of information, all respondents

would see this information for at least 10 seconds.



Figure 1: Treatments
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In 2021, the inflation rate in Germany averaged 3.2% and in 2022 8.6%. The
Deutsche Bundesbank expects average inflation rates in Germany of 7.2%, 4.1%
and 2.8% for 2023, 2024 and 2025 respectively.

In 2021, the inflation rate in Germany averaged 3.2% and in 2022 8.6%. The
Deutsche Bundesbank expects average inflation rates in Germany of 7.2%, 4.1%
and 2.8% for 2023, 2024 and 2025 respectively.

The Bundesbank emphasizes the high level of uncertainty in forecasting inflation
rates due to the war in Ukraine. In a risk scenario in which a sharper conflict
with Russia and stronger geopolitical tensions are assumed, the expected average
inflation for Germany for 2023, 2024 and 2025 rises to 8.5%, 5.4% and 3.1%.

(a) Treatment 1: Forecast (b) Treatment 2: Forecast Risk
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In 2021, energy prices in Germany increased by an average of 10.1% and by
33.9% in 2022. The Bundesbank expects energy prices in Germany to rise by an
average of 17%, 10.4% and 3.7% in 2023, 2024 and 2025 respectively.

The Bundesbank emphasizes the high level of uncertainty in forecasting energy
prices due to the war in Ukraine. In a risk scenario in which a sharper conflict
with Russia and stronger geopolitical tensions are assumed, the expected average
energy prices for Germany for 2023, 2024 and 2025 rise to 24%, 14.5% and 5.1%,

respectively.

(c) Treatment 3: Energy Risk

All treatments state the Bundesbank as the source of the forecasts and all forecasts
cover the three-year time period from 2023-2025. In addition, all treatments show past
actual inflation or energy price growth rates for 2021 and 2022. When the forecast contains
a risk scenario, the colors of the scenarios in the graph are randomly assigned with a 50%
probability to prevent color bias.

After the RCT, we ask respondents about their short- and long-run expected inflation
rates again to measure posterior expectations (Haaland et al., 2023). To prevent du-
plicate questioning and survey fatigue, we elicit posterior inflation expectations using a
probability question instead of the point forecasts used to measure prior expectations. In

particular, we ask about respondents’ minimum and maximum expected inflation rates,



as well as their confidence level regarding these expectations.? The two questions are as

follows:

We are interested in your opinion on the development of the inflation rate
in the next 12 months / 5 years. In your opinion, what will be the minimum

and maximum inflation or deflation rate in the next 12 months / 5 years?

How confident are you that the average inflation rate over the next 12
months / 5 years will exceed the mean value of the minimum and maximum

expectations?

Respondents were asked to rate their level of confidence on a scale from 0 to 10, where 0
represents complete lack of confidence and 10 represents complete confidence. We compute
posterior inflation expectations as well as posterior uncertainty about these expectations
by taking into account their minimum and maximum expectations, their reported level
of confidence, and assuming a simple triangular distribution.

Finally, we elicit respondents’ general and financial risk preferences following the val-
idated procedure of Dohmen et al. (2011):?

Where do you see yourself: Are you generally a person who is willing to take

risks fully or do you try to avoid risks?

In the following question, we ask you to assess your willingness to take financial
risk. A value of 0 means that you are willing to take a low financial risk, typically
associated with a lower return, and a value of 10 means that you are willing to
take a high financial risk, typically associated with a high return. Where would

you place yourself on the following scale?

Respondents can express their level of general and financial risk-aversion on a 11-point
Likert scale, which we invert so that high values correspond to a high degree of risk
aversion. Importantly, we assess risk preferences after the treatment intervention. As
treatments were randomly assigned, this design feature allows us to derive insights on
whether the treatment has an impact on risk preferences (see Prediction P4). The ques-
tionnaire ends with some demographic questions. The complete questionnaire is provided
in online appendix B.

In the regressions below, we control for an extensive list of socio-demographic control
variables: age, gender, net household income, education, household size, years of work
experience, region, responsibility for shopping, durable purchases and saving decisions
within the household, monetary policy as well as financial literacy, self-assessed financial
knowledge, trust in the Bundesbank and trust in people, the level of general optimism,

optimism about the outlook in Germany as well as optimism regarding respondents’ life

2Similar questions are used, e.g., in Christelis et al. (2020) and Coibion et al. (2024) to elicit the first
and second moments of inflation expectations.

3 A similar measure for financial risk preferences is used in Armantier et al. (2015), while Driger et al.
(2023) use a similar measure for general risk preferences.



situation. Table Al in the online appendix details how the control variables are con-

structed.

3.2 Summary Statistics

Our data set includes 2,554 households and 586 experts. The average time taken to
complete the survey was 13 minutes for households and 17 minutes for experts. Similarly,
there are differences in the average time spent on the treatment page between the samples.
Respondents in the Forecast treatment from both samples spent the same average time
on the page. However, experts spent around 20 seconds longer on the page compared
to households if they were in the Forecast Risk or Energy Risk treatments. On average,
households had a dropout rate of 25% and experts had a dropout rate of 23%. In order to
avoid bias because of speeding, we exclude respondents from both samples who completed
the questionnaire within 5 minutes.

Table A2 in the online appendix provides summary statistics of the main variables
in the two samples and indicates differences and similarities between the household and
expert samples. While the gender distribution is comparable between the household and
the expert sample, not surprisingly, experts report significantly higher income and edu-
cation than respondents in the representative sample. Additionally, experts demonstrate
superior knowledge of monetary policy, a lower perceived inflation rate, a higher level of
trust, both general and in the Bundesbank, and a more optimistic outlook.

In line with the literature (Armantier et al., 2013; D’Acunto et al., 2024), households
expect significantly higher inflation than experts both for the next 12 months, and the
next 5 years, and also have significantly higher prior forecast uncertainty on average
compared to experts. At the same time, the standard deviation of inflation forecasts is
much lower in the expert sample, suggesting less disagreement on future inflation among
experts. Moreover, experts express a significantly lower risk aversion than households,
both with respect to financial as well as general risk.

Tables A3-A4 show balance tests for the means of main variables across treatment
groups for the household and the expert sample, respectively. Within survey samples,
the randomization across treatment groups works well with respect to socio-demographic
characteristics. For both samples, we achieved a relatively balanced sample with similar
sample sizes in all treatments. Moreover, the treatment groups in the household sample do
not differ significantly with the control group according to most of the socio-demographic
characteristics. The only exceptions to this are the level of financial literacy between the
Forecast and the control group, and prior long-run inflation expectations between the
Forecast Risk and the control group. In the expert sample we only find some variation
according to the responsibility for grocery shopping within a household between the Fore-
cast Risk and the control group, inflation perceptions between the Energy Risk treatment

and the control group, the level of trust in the Bundesbank between the Forecast and the
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control group and prior long-run inflation expectations between the Energy Risk and the

control group, respectively.

4 Results

This section present regression results for the analysis of our four predictions P1-P4 de-
rived in Section 2. To control for outliers in expected inflation, we truncate both short-
and long-run expectations in the range —5 < 7¢ < 25. Moreover, we endogenously control
for outliers in both prior and posterior expectations by estimating Huber (1964) weights.
In order to analyze a consistent sample throughout, we apply the same Huber weights
in all regressions and additionally condition on observations where all socio-demographic
information is available. All regressions are estimated with OLS and robust standard

errors.

4.1 Correlation of Prior Inflation Expectations and Risk Prefer-

ences

How do prior inflation expectations correlate with risk preferences across households and
experts? Figure Al in the online appendix depicts the degree of risk aversion across quan-
tile means of prior short-run inflation expectations as well as mean inflation expectations
across ordinal measures of risk aversion. The correlation is positive for both households
and experts, implying that individuals systematically expect higher inflation a prior: if
they classify themselves as relatively risk-averse, in line with our prediction P1. We fur-
ther note from Figure Al that the correlation seems more pronounced for experts. In
the household sample, the correlation would be stronger when excluding the lowest and
highest of the seven quantiles in the distribution of short-run inflation expectations or
when including the two lowest risk categories.

In order to test our first prediction P1 statistically, we estimate the following regression:

ﬂjﬁrior = a+ frisk; + (X; + €, (2)
where W;”;:MOT denotes prior inflation expectations at horizon h € [12m, 5y] of individual

J, risk; is a continuous measure of self-assessed financial risk aversion and X is a large
vector of socio-demographic control variables.

The results for both households’ and experts’ prior expectations of inflation 12 months
ahead are shown in Tables 1-2. Both households’ and experts’ prior inflation expectations
correlate positively with the degree of risk aversion, in line with our prediction P1. The
correlation stays robust in the expert sample also when controlling for a large set of

socio-demographic controls.
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In the household sample, however, it becomes insignificant once we control for literacy,
trust or optimism together with a set of demographic control variables. This may partly
be due to differences in the possibility of physical information avoidance. Additionally, it
reiterates the benefits of analysing a more homogeneous expert sample next to the repre-
sentative household sample, where confounding variation in literacy, trust or optimism is
less pronounced and the correlations can thus be measured with more statistical power.
The results are qualitatively similar for long-run expectations (see Tables A12-A13 in
the online appendix). Overall, we find evidence in favor of P1 for both households and
experts, though the results are more robust in the expert sample. This is our first main

result.?

4.2 Updates of Inflation Expectations towards Information Treat-

ments: The Role of Physical Information Avoidance

To understand whether biases in inflation expectations arise due to physical information
avoidance, we analyze updates of individuals’ posterior inflation expectations towards the
information treatments, relative to their prior expectations. Following, e.g., Coibion et al.
(2018, 2022, 2023) and Dréger et al. (2024), this type of estimation can be linked to a

Bayesian learning model of expectation formation:®

eh
ﬂ—j»pOSt

3 3
B eh e,h
= &+ YT o + E nitreatment;; + g vitreatment;; X ;.o

i=1 i=1 (3)
+ C:Xj + Ej,

where 7" denotes individual posterior inflation expectations at horizon h € [12m, 5y]

J,post
and W;”;mr are the prior inflation expectations at the same horizon. Each treatment
is included as a dummy variable treatment;; with the control group as reference cate-
gory, and X is the whole set of socio-demographic controls from Tables 1-2. The coeffi-

cients 7; in (3) measure the strength of adjustment towards the information conditional

4In a US household survey and using a different measure for risk preferences, Vinogradov et al. (2024)
show that the correlation between risk preferences and inflation expectations becomes insignificant once
an individual bias is controlled for by taking the difference between expected and perceived inflation.
Under the assumption that both perceptions and expectations are derived from similar distributions,
the difference should eliminate any individual bias in expectations. Tables A5-A6 repeat the analysis in
Tables 1-2 with the difference w;;liiT — T ior @S dependent variable. The correlation with risk preferences
remains robust, suggesting that the bias driving it is specific to inflation expectations in our samples.

®Coibion et al. (2018) discuss how the regression in (3) can be translated into expectation formation
under Bayesian learning. If expectations are formed according to Bayesian learning, they are a weighted
average of prior expectations and the signal: belie fP*t = G x in formation+ (1 —G) x belie fPT*°" where
the weight on the information signal G is equal to the gain of the Kalman filter. In our estimation in (3),
the coefficients on the interaction between treatment and prior correspond to the negative Kalman gain.
Under Bayesian learning, coefficients -; should thus be negative. More negative -; coefficients mean that
the signal is more informative since respondents put less weight on their prior. A positive ~; coefficient
would not be in line with Bayesian learning.

14



on prior expectations. Under Bayesian learning, we expect 7; to be negative, where
more negative coefficients correspond to stronger updating of expectations due informa-
tion, since respondents in the information treatments assign less weight to prior beliefs
(70 + 71,7 + Y2, Y0 + 73) compared to the control group (7). In the context of our theo-
retical framework, significantly negative ; coefficients suggest that treatments are indeed
perceived as informative, and can thus possibly reduce biases in inflation expectations
arising due to physical information avoidance.

The results from the estimation of equation (3) for short-run inflation expectations are
presented in Table 3. Across both households and experts, the reliance on prior expecta-
tions 7y is high at around 0.8-0.9, but still estimated to be below one. This is a typical
finding in the literature (Coibion et al., 2018, 2022, 2023), which may result from the fact
that different questions are used to measure prior and posterior expectations. We further
find that both households and experts update towards the information about forecasts for
overall inflation shown in the Forecast and Forecast Risk treatments. Relative to prior ex-
pectations, households update significantly more strongly to the information, suggesting
that physical information avoidance is more pronounced in this sample, but can be over-
come to some extent by this type of information. The energy price forecasts in the Energy
Risk treatment, however, lead neither households, nor experts to reduce their weights on
prior expectations. In fact, estimates for v3 for experts suggest a higher weight on priors
relative to the control group, which would not be consistent with Bayesian updating. As
expected, adding socio-demographic controls to models with randomly allocated treat-
ments does not change the results when controlling for variation in prior expectations and
the results remain qualitatively similar when evaluating long-run inflation expectations
(see Table A14 in the online appendix).

In order to test whether the adjustment to the information treatments reduces the
correlation between expected inflation and risk preferences, Table 4 compares the correla-
tion between the degree of risk aversion and prior as well as posterior short-run inflation
expectations across all treatment groups, excluding the control group.® In all models,
the correlation between expected inflation and risk preferences becomes insignificant af-
ter the information treatments, suggesting that the treatments reduce biases in inflation

expectations arising due to physical information avoidance in line with prediction P2.

6Regressions adding all socio-demographic controls as in Tables 1-2 for posterior expectations are
shown in Tables A7-A8 in the online appendix.
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Table 3: Treatment Effects on Posterior Inflation Expectations: Bayesian Updating Model

Households Experts
e,12m e,12m e,12m e,12m
post post post post
o 0.780%** 0.773%%* 0.915%** 0.881%**
[0.736,0.825]  [0.728,0.817] [0.840,0.991]  [0.806,0.956]
Forecast 3.346%** 3.288%** 1.385%** 1.4471%**
[2.817,3.876]  [2.769,3.808] [0.458,2.312]  [0.511,2.371]
Forecast Risk 3.112%** 3.038%** 2.028%** 2.026%**
[2.579,3.644]  [2.505,3.570] [1.164,2.892]  [1.186,2.867]
Energy Risk 0.488* 0.427 -0.444 -0.395
[-0.033,1.009]  [-0.095,0.949] [-1.355,0.467]  [-1.315,0.526]
Forecast X 75" -0.543 %k -0.538%# -0.23 7% -0.239%
[-0.609,-0.476] [-0.603-0.473]  [-0.373,-0.102] [-0.375,-0.104]
Forecast Risk x moi2"  -0.494%% -0.485%** -0.296%** -0.291%**
[-0.561,-0.426] [-0.553,-0.418]  [-0.416,-0.177] [-0.406,-0.176]
Energy Risk x 75" 0.001 0.006 0.136** 0.135%*
[-0.064,0.066]  [-0.059,0.070] [0.003,0.268]  [0.001,0.269]
Constant 1.743%%* 2.503% 0.980%** 1.429
[1.388,2.098]  [1.727,3.279] [0.437,1.524]  [-1.598,4.456]
Demographic Controls v v
Observations 2554 2554 586 586
Adj. R? 0.537 0.542 0.697 0.698

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. Demographic
controls include age, gender, net income, level of education, household size, years of work experience, German
federal state, responsibility for various household tasks, level of financial and monetary policy literacy, self-
assessment measure of financial knowledge, general level of trust and level of trust in the Bundesbank, and
various measures of optimism. We estimate OLS regressions with Huber (1964) weights and with robust

standard errors. 95% confidence intervals are shown in parentheses. * p<.10, ** p<.05, *** p<.01
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Table 4: Risk Aversion and Short-Run Prior and Posterior Inflation Expectations

Households
e,12m e,12m e,12m e,12m
prior prior post post
Risk Aversion 0.113%** 0.005 0.020 -0.023
[0.043,0.183] [-0.055,0.066] [-0.028,0.068] [-0.076,0.031]
Constant 7.280*** 4. 57THH* 7.389%** 9.647***
[6.802,7.757] [3.019,6.135] [7.064,7.715] [8.416,10.877]
Demographic Controls v v
Observations 1933 1933 1933 1933
Adj. R? 0.005 0.400 -0.000 0.046
Experts
e,12m e,12m e,12m e,12m
prior prior post post
Risk Aversion 0.180%** 0.121** 0.078 0.001
[0.083,0.276] [0.012,0.230] [-0.016,0.173] [-0.106,0.109]
Constant 5.909%*** 4.643%** 6.869*+* 11.963***
[5.431,6.388] [1.460,7.825] [6.383,7.355] [9.521,14.406]
Demographic Controls v v
Observations 433 433 433 433
Adj. R? 0.032 0.282 0.004 0.128

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. Demo-
graphic controls include age, gender, net income, level of education, household size, years of work
experience, German federal state, responsibility for various household tasks, level of financial and
monetary policy literacy, self-assessment measure of financial knowledge, general level of trust and
level of trust in the Bundesbank, and various measures of optimism. We estimate OLS regressions
with Huber (1964) weights from Table 3 and with robust standard errors. 95% confidence intervals

are shown in parentheses. Estimations exclude the control group. * p<.10, ** p<.05, *** p<.01

Moreover, if physical information avoidance is the source for the bias in inflation ex-
pectations related to risk preferences, we would expect differences in inflation expectations
to be related to forecast uncertainty. We thus test for an interaction between prior risk
aversion and prior forecast uncertainty on both prior and posterior inflation expectations

by estimating the following regression:

e,h o . ] €, 12m . ) 7€, 12m
j,prior/post a+ VOTZSkJ + lylo-prior/post + 72TZS]€J X Uprior/post (4)
+ C X j + €5,
€12 . . . . . . .
where o™ is an indicator variable for those who are defined as having high prior

. . . e12m . . .
forecast uncertainty as in Binder (2017) and o,,;;"™ is a continuous measure of posterior
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forecast uncertainty from the probability forecast. As in Table 4, we estimate average
correlations across all treatment groups, excluding the control group. Results are provided
in Table 5. Focusing on prior inflation expectations, we find that both for households and
for experts the interaction between prior forecast uncertainty and risk aversion is highly
relevant and significant. Indeed, when controlling for this interaction, we do not find
a significant direct effect of risk aversion on prior inflation expectations by households,
suggesting that physical information avoidance is the most relevant source for households’
bias in expectations due to risk aversion. For experts, we also observe a strong relevance of
the interaction of risk preferences and prior uncertainty. In addition, we find a significant
positive main effect of risk aversion in the model that does not include demographic
controls, this main effect is however no longer significant when including demographic
controls.

When analyzing the interaction effect on posterior inflation expectations, neither the
correlation with risk aversion, nor the interaction between risk aversion and uncertainty
are significant. In line with the findings provided above, this suggests that our treat-
ment interventions indeed mitigate systematic differences in inflation expectations due to
physical information avoidance.”

The results remain qualitatively similar when evaluating long-run inflation expecta-
tions 5 years ahead. For households, the correlation between posterior long-run expecta-
tions and risk aversion becomes insignificant, however it turns negative and marginally
significant when we control for the full list of socio-demographic variables (Tables A15
and A17 in the online appendix). This could imply some overshooting of posterior ex-
pectations, but since the result is not robust, we do not emphasize this. In the case
of experts, long-run inflation expectations remain significantly and positively correlated
with the degree of risk aversion in all models except the one with the full list of socio-
demographic controls (Tables A16 and A17 in the online appendix). This implies that
experts adjusted their long-run expectations less to the information treatment, which is
plausible as the forecasts shown in the treatments only covered the next three years. The
interaction between risk and forecast uncertainty seems less pronounced in the case of

long-run expectations (Table A18).

"As an additional test of how treatments affect inflation expectations, we also check whether the
information treatments affect posterior forecast uncertainty once we control for prior uncertainty. The
results in Table A9 show that, controlling for prior uncertainty, both the Forecast (households and experts)
as well as the Forecast Risk (only households) treatments reduce posterior forecast uncertainty. Again,
this finding is in line with our interpretation that forecasts provided in the Forecast and Forecast Risk
treatments systematically reduce differences arising due to physical information avoidance.
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Table 5: Risk Aversion, Uncertainty and Inflation Expectations

(1) (2) (3) (4)

Households
e,12m e, 12m e,12m e,12m
prior prior post post
Risk Aversion 0.013 -0.089** 0.066 0.040
(0.035)  (0.041)  (0.068)  (0.068)
g™ 1zm 0.207 0.074 1.173%%  1.251%*

(0.664)  (0.621)  (0.597)  (0.590)
Risk Aversion x o™ 2™  (0.271%%*%  0.254%**  -0.052 -0.065

(0.093)  (0.087)  (0.074)  (0.073)
Constant 7.360%**  10.904***  6.296%**F  8.057*F*

(0.237)  (0.889)  (0.546)  (0.859)

Demographic Controls v v
Observations 1933 1933 1933 1933
Adj. R? 0.071 0.150 0.076 0.116
Experts
i Tovier Tt Mt
Risk Aversion 0.096** 0.016 0.147 0.067
(0.046) (0.057) (0.110)  (0.116)
gm1zm -1.666**  -1.546*%*  2.063***  1.789**

(0.716)  (0.710)  (0.702)  (0.761)
Risk Aversion x o™ 12m  0.306%*  0.283%*  -0.087  -0.079

(0.134)  (0.133)  (0.123)  (0.126)
Constant 6.350%%%  9.O51*¥* 5 (20%¥* 9 (R5*F*

(0.221)  (1.434)  (0.616)  (1.382)

Demographic Controls v v
Observations 433 433 433 433
Adj. R? 0.048 0.150 0.188 0.255

Note: Prior and posterior inflation expectations are truncated in the range —5 <
7€ < 25. In columns 1 and 2, risk aversion interacts with prior uncertainty, and
in columns 3 and 4, risk aversion interacts with posterior uncertainty. Prior un-
certainty is a dummy variable, defined as 1 if the respondent is uncertain about
prior inflation expectations. We calculate prior uncertainty based on the rounding
approach by Binder (2017). Demographic controls include age, gender, net income,
level of education, household size, years of work experience, German federal state,
responsibility for various household tasks, level of financial and monetary policy
literacy, self-assessment measure of financial knowledge, general level of trust and
level of trust in the Bundesbank, and various measures of optimism. We estimate
OLS regressions with Huber (1964) weights from Table 3 and robust standard errors

shown in parentheses. Estimations exclude the control group. * p<.10, ** p<.05,
**x p<.01 19



Overall, we find evidence in favor of P2 as both experts and households update to-
wards information on inflation forecasts and the correlation between posterior inflation
expectations and risk aversion becomes largely insignificant across the treatment groups
when individuals face information that they cannot avoid. In line with biases due to phys-
ical information avoidance, we find that biases in inflation expectations are indeed related
to uncertainty in expectations. As expected, updates towards provided information are

more pronounced in the household sample. This is our second main result.

4.3 Heterogeneity in Treatment Effects with respect to Risk Aver-

sion: The Role of Biased Information Processing

This section presents results testing for the role of biased information processing for the
link between individuals’ inflation expectations and their degree of risk aversion. The
previous section shows that information about inflation forecasts overall reduces biases
in inflation expectations because of Bayesian updating arising once individuals cannot
physically avoid information. In this section, we test whether risk aversion has an impact
on the degree to which individuals update beliefs for a given prior.

We test this by estimating the following regression:

e,h
T j post

3
=a+ ’Yoﬂjgm-m + Z nitreatment;; + Borisk;

i=1

3 4
+ Birisk; x Wj”[fmr + Z yitreatment;; X L Z Bitreatment;; X risk; (5)

j,prior
i=1 =2

3
+ Z YPitreatment;; X ngrior X risk; + (X; + €,

i=1
where the coefficients 1); measure whether the change in the weight on prior expectations
in the treatment groups differs with respect to individuals’ risk aversion. The results
in Table 6 suggest that this is not the case. The only significant coefficient is found
for households in the Forecast treatment, who contrary to our predictions put a higher
weight on the information signal if they are more risk averse. However, this effect be-
comes insignificant once we control for other socio-demographic effects. We also find no
significant differences in the weight put on information depending on how information is
provided, i.e., comparing the information treatments to each other. The results in Table

A19 confirm this result also for long-run inflation expectations.
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Table 6: Treatment Heterogeneity Regarding Risk Aversion:

Short-Run Expectations

Households Experts
e,12m e,12m e,12m e,12m
post post post post
el 0.739%+* 0.747%% 0.907%+* 0.844#%
[0.617,0.861]  [0.625,0.869] [0.687,1.128]  [0.619,1.070]
Forecast 1.633** 1.783** 0.078 -0.200
[0.176,3.089]  [0.335,3.230] [-2.597,2.753]  [-2.917,2.518]
Forecast Risk 2.423%%* 2.304*** 3.025%** 3.135%%*
[0.940,3.906]  [0.836,3.771] [0.815,5.235]  [0.992,5.278]
Energy Risk -0.446 -0.541 -0.297 -0.421
[-1.919,1.027]  [-2.029,0.948] [-2.537,1.944]  [-2.764,1.922]
Forecast x " -0.392%%* -0.416%+* -0.040 0.004
[-0.572,-0.211] [-0.595,-0.236]  [-0.456,0.376]  [-0.418,0.426]
Forecast Risk x 751" 0477k -0.464%+* -0.396%* -0.398**
[-0.663,-0.291] [-0.648,-0.281]  [-0.722,-0.070] [-0.711,-0.085]
Energy Risk x 752" 0.041 0.043 0.141 0.165
[-0.144,0.226]  [-0.143,0.230] [-0.184,0.467]  [-0.179,0.509]
Risk Aversion -0.174%* -0.159** -0.007 -0.052
[-0.319,-0.029] [-0.306,-0.013]  [-0.192,0.178]  [-0.248,0.144|
Risk Aversion x 702" 0.007 0.004 0.001 0.005
[-0.010,0.024]  [-0.013,0.022] [-0.023,0.026]  [-0.020,0.030]
Forecast x Risk Aversion 0.262** 0.232%* 0.231 0.290
[0.054,0.471]  [0.026,0.438] [-0.184,0.646]  [-0.133,0.712]
Forecast Risk x Risk Aversion 0.109 0.117 -0.224 -0.255
[-0.106,0.324]  [-0.095,0.330] [-0.580,0.132]  [-0.590,0.079]
Energy Risk x Risk Aversion 0.146 0.153 -0.040 -0.014
[-0.067,0.359]  [-0.061,0.368] [-0.398,0.319]  [-0.382,0.354]
Forecast x mo o x Risk Aversion -0.023* -0.019 -0.034 -0.042
[-0.048,0.002]  [-0.044,0.006] [-0.096,0.028]  [-0.105,0.021]
Forecast Risk x 7[';71;:" x Risk Aversion -0.003 -0.004 0.022 0.025
[-0.030,0.023]  [-0.030,0.022] [-0.028,0.072]  [-0.021,0.071]
Energy Risk x 70" x Risk Aversion -0.007 -0.006 -0.000 -0.004
[-0.033,0.019]  [-0.033,0.020] [-0.050,0.050]  [-0.055,0.048]
Constant 2.844%%* 3.476%F* 1.031 1.808
[1.829,3.860]  [2.265,4.688] [-0.472,2.533]  [-1.657,5.273]
Demographic Controls v v
Observations 2554 2554 586 586
Adj. R 0.539 0.544 0.696 0.699

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. Demographic controls include age,
gender, net income, level of education, household size, years of work experience, German federal state, responsibility for various
household tasks, level of financial and monetary policy literacy, self-assessment measure of financial knowledge, general level of
trust and level of trust in the Bundesbank, and various measures of optimism. We estimate OLS regressions with Huber (1964)

weights from Table 3, robust standard errors and 95% confidence intervals are in parentheses. * p<.10, ** p<.05, *** p<.01
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Overall, we thus find only partial evidence in line with P3, since the strength of
updating towards the treatment effects does not differ with individuals’ risk aversion.®
However, results in Table 3 show that inflation forecasts—which provide little room for
interpretation— have a stronger effect on inflation expectations as compared to energy

price forecasts, in line with our prediction P3. This is our third main result.

4.4 Do Inflation Expectations Affect Risk Preferences?

In the previous sections, we show that information treatments about predicted inflation
affect posterior inflation expectations. If causality ran from inflation to risk preferences,
we would expect to see significant treatment effects on risk preferences. We thus test for

potential reverse causality with the following regression:

3
risk; = o + Z Bitreatment;; + (X + €, (6)
i=1

where treatment;; denotes indicator variables for our three information treatments with
the control group as reference category, and X is the whole set of socio-demographic con-
trols from Tables 1-2. Table 7 shows the results of estimating equation (6) for households
and experts. In all models with and without demographic controls, we find no significant
treatment effects from information about inflation and energy price forecasts on financial
risk preferences. To proxy for individual perceptions of inflation shocks, we further evalu-
ate the correlation between current perceived inflation, measured before the information
treatments, and risk preferences. The results in Table A1l in the online appendix show
that risk preferences are not significantly correlated with perceptions of current inflation.

Overall, these results suggest that, in contrast to prediction P4, causality in this study

does not run from inflation expectations to risk preferences. This is our fourth main result.

8Note that we cannot fully rule out the relevance of countervailing effects. On the one hand, due to
initial information avoidance and corresponding lower confidence in prior beliefs, the information provided
in the treatments is likely to lead to greater updating of risk averse individuals. On the other hand, biased
information processing may mitigate this effect. However, we can show that results are robust also when
controlling for uncertainty in predictions, see Table A10 in the online appendix.
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Table 7: Treatment Effects from Inflation Forecasts on Financial Risk Aversion

Households Experts
Risk Aversion Risk Aversion Risk Aversion Risk Aversion

Forecast -0.134 -0.120 0.377 0.178

(0.141) (0.123) (0.260) (0.233)
Forecast Risk -0.089 -0.071 0.098 0.026

(0.138) (0.125) (0.281) (0.253)
Energy Risk -0.093 0.001 -0.290 -0.343

(0.140) (0.123) (0.257) (0.231)
Constant 6.630%** 5.489%** 4.804*** 3.865%**

(0.099) (0.422) (0.188) (1.072)
Demographic Controls v v
Observations 2554 2554 586 586
Adj. R? -0.001 0.216 0.006 0.255

Note: Demographic controls include age, gender, net income, level of education, household size, years of
work experience, German federal state, responsibility for various household tasks, level of financial and
monetary policy literacy, self-assessment measure of financial knowledge, general level of trust and level
of trust in the Bundesbank, and various measures of optimism. We estimate OLS regressions with Huber
(1964) weights from Table 3 and robust standard errors shown in parentheses. * p<.10, ** p<.05, *** p<.01

5 Robustness Checks

5.1 General risk aversion

To test whether our results are specific to respondents’ willingness to take financial risk,
which is associated with a higher return, we test for robustness with a similar question
on general willingness to take risk. Tables A20-A25 replicate our main tables with this
alternative measure of risk aversion. We find that the correlation between prior short-run
inflation expectations with general risk aversion is less robust, particularly in the house-
hold sample (Tables A20-A21). Comparing the correlation between general risk aversion
and prior as well posterior expectations across all treatment groups, our previous result
remains robust that the correlation becomes insignificant for posterior expectations, with
the exception of the model for households’ expectations controlling for demographic ef-
fects, where the sign of the correlation is reversed (Table A22). The correlation between
prior expectations and general risk preferences by experts seems to be driven by prior
forecast uncertainty (Table A23). As before, we find no heterogeneous updating of ex-
pectations across risk preferences (Table A24). We further do not find any significant
treatment effects from information about inflation forecasts on general risk preferences,
with the notable exception, however, of a negative effect on general risk aversion of house-
holds in the Forecast treatment (Table A25). Taken together, this suggests that financial
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risk aversion captures the aspect we refer to in our theoretical framework more directly,

even though the two measures are highly correlated.’

5.2 Truncation and Huber weights

Our last robustness check concerns the use of Huber (1964) weights and the truncation of
posterior inflation forecasts. Tables A26-A27 in the online appendix repeat the estimations
in Tables 1-2 without Huber (1964) weights, while Tables A28-A31 repeat the analysis in
Tables 3-6 without Huber (1964) weights and truncation of posterior expectations.

Most results remain qualitatively the same. One difference emerges in Table A29,
where a marginally significant positive correlation emerges between experts’ posterior
inflation expectations and the degree of risk aversion. However, this becomes insignificant
when controlling for other socio-demographic factors. Another difference in Table A31 is
that the treatment effects as well as double and triple interaction effects in the household
sample become insignificant. This implies that heterogeneity in posterior expectations
is larger for households, making it harder to statistically identify the treatment effects
without truncation or Huber (1964) weights. Nevertheless, we conclude that our main
results are largely independent from both the truncation of posteriors and the use of
Huber (1964) weights.

6 Conclusion

This study evaluates the role of risk preferences for inflation expectations. We predict that
risk averse individuals have an incentive to systematically overestimate inflation. Further,
we predict that they can form such biased beliefs either through physically avoiding in-
formation or through biases in the processing of information. In line with our theoretical
prediction, we find that prior inflation expectations by both households and experts cor-
relate positively with the degree of risk aversion. This relationship is more robust in the
more homogeneous expert sample. We further find that higher inflation expectations of
risk averse individuals seem related to uncertainty with respect to forecasts. This re-
sult is in line with an interpretation where risk averse individuals systematically avoid
information and therefore form biased expectations.

To provide a better understanding as to how biased expectations are formed, we
confront participants with related information that they cannot avoid. We conduct a
survey RCT in which we randomly assign respondents to different information related
to inflation. We find that information that does not leave room for interpretation is
more suitable to closing the gap in inflation expectations of risk averse and risk seeking

individuals as compared to information that does leave some room for interpretation.

9Spearman’s correlation coeffiecient between general and financial risk aversion is p = 0.760, p < 0.001
for households and p = 0.754, p < 0.001 for experts.
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Beyond this difference, we do not find evidence for systematic biases in the processing of
information related to risk preferences.

Overall, our results suggest that biased beliefs in relation to risk preferences are mainly
formed due to physical avoidance of information, rather than biased information process-
ing. This implies that the best way of reducing biases in inflation expectations related to
risk aversion is to confront individuals with information that they cannot avoid. Informa-
tion with less room for interpretation, such as forecasts of overall inflation, work best in
this context. Our results thus provide further motivation for central bank communication

about their inflation forecasts.
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A Online Appendix

A.1 Summary Statistics

Table Al: Description of Socio-Demographic Control Variables

Variable Description

Age Age is subdivided in four dummies for young (Age<30),
middle young (29<Age<40), middle old (39<Age<60) and
old (Age>59) ages. The reference category is young age.

Female Dummy for women. The reference category are
men/diverse respondents.

Net Income Net income is subdivided in three dummies for low (In-
come<1000€), medium (999€ <Income< 4000€) and high
(Income>>3999€) net income of a household. The reference
category is low net income.

Education Education is subdivided in four dummies: in school, com-

Household Size

Years of Work Experience
German Federal State

Responsibility for various Household Tasks

p
7Tpm'or

Monetary Policy Literacy
Financial Literacy

Self-assessed Financial Knowledge
Trust Variables

Optimism

Optimism Outlook Variables

pleted an apprenticeship, university degree or no high
school education. The reference category is in school and
no high school education.

The number of people, including the respondent, living in
a household.

The years of professional experience.

Indicator variable for all 16 German federal states
Dummy variables indicating who in the household is pri-
marily responsible for specific tasks, including everyday
shopping, larger purchases, and saving decisions.
Perceived inflation rate over the past 12 months.

Amount of monetary policy questions answered correctly.
Amount of financial questions answered correctly.
Self-assessed level of knowledge about finance on a scale of
1 to 4.

Two variables measuring the general level of trust in people
and trust in the Bundesbank on a scale of 0 to 10.
Life-Orientation-Test by Scheier et al. (1994) designed to
assess the level of optimism on a scale of 0 to 24.

Two variables measuring optimism about the current sit-
uation in Germany and respondents’ current life situation

over the next 12 months on a scale of 0 to 5.
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Table A2: Summary Statistics of Main Variables

Households Experts T-Test
Mean SD Mean SD P-Value
N = 2554 N = 586
Women 0.457  0.498 0.442  0.497 0.511
Age 48.877 15.035 47.75 11.596  0.089*
Income<1000€ 0.072  0.259 0.003  0.053  0.000%**
999€ <Income< 4000€ 0.631  0.483 0.322  0.468 0.000%**
Income>3999€ 0.297  0.457 0.675  0.469  0.000%**
No Education 0.03  0.172 0.006  0.074  0.001%**
Student 0.063  0.223 0.023  0.151  0.002%**
Apprenticeship 0.586  0.493 0.481 0.5 0.000%**
University Degree 0.331  0.471 0.49 0.5 0.000%**
Household Size 2.095 1.101 2.464  1.161  0.000%**
Years of Work Experience 24.919 14.981 25.96 12.125 0.117

Responsible for Grocery Shopping  0.594  0.491 0.474 0.5  0.000%**
Responsible for Durable Purchases 0.464  0.499 0.344  0.476  0.000%**
Responsible for Saving Decisions 0.595  0.491 0.614  0.487 0.398

7 o 8941 2.994 8646 1.815  .022%*
Monetary Policy Literacy 0.953  1.085 2.188  1.009  0.000%**
Financial Literacy 1.898  1.158 - - -
Self-assessed Financial Knowledge  2.641  0.754 1.941  0.732  0.000%**
Trust in the Bundesbank 5.207  2.606 7.146  2.094  0.000%**
General Trust 4.917  2.446 6.019  1.908 0.000%**
General Optimism 14.181 4.284 16.554  3.742  0.000***
Optimism Outlook Germany 2.207  0.734 2.246  0.651 0.237
Optimism Personal Outlook 2.58  0.714 2.777  0.562  0.000%**
Risk Aversion 6.55  2.433 4.859  2.262  0.000%**
General Risk Aversion 6.15 2.46 4.98 2.11  0.000%***
oL2m 800  3.64 6.81  2.30  0.000%*
o 634  4.19 431 231 0.000%%
oo 0.28 045 0.24 055  0.050*
oo 0.33 047 0.21  0.41  0.000%**

prior

Note: Summary statistics for control variables in the full sample. We use Huber (1964) weights
from the regressions in Table 3. T-tests compare the means of each variable between the household
and the expert sample. * p<.10, ** p<.05, *** p<.01
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A.2 Further Results

Figure A1l: Relationship between Risk Aversion and Prior Inflation Expectations

Risk Aversion
>
Risk Aversion

T T T T T T T T T T 7 T T T T T T T T T T T
4 5 3 7 8 9 10 1 12 13 14 15 16 4 5 6 7 8 9 10 u 12
Households' Prior Inflation Expectations Experts' Prior Inflation Expectations

(a) Households’ Short-Run Expectations (b) Experts’ Short-Run Expectations

Households' Prior Inflation Expectations
Experts' Prior Inflation Expectations

Risk Aversion Risk Aversion

(c) Households’ Risk Aversion (d) Experts’ Risk Aversion

Note: Prior inflation expectations are truncated in the range —5 < 7¢ < 25. The graphs in the top panel
plot the mean level of risk aversion across group means of the 7 quantiles of prior inflation expectations.
The graphs in the bottom panel show mean prior short-run inflation expectations for each ordinal level
of risk aversion. We use Huber (1964) weights from the regressions in Table 3.
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Table A9: Treatment Effects on Posterior Uncertainty: Bayesian Updating Model

Households Experts
7€,12m 7€, 12m 7€,12m 7€, 12m
post post post post
o 0.272%%* 0.259%** 0.100 0.057
[0.130,0.413]  [0.120,0.399] [-0.132,0.332]  [-0.167,0.282]
Forecast -0.181%** -0.1747%%* -0.189%** -0.159%**
[-0.279,-0.084] [-0.272,-0.076] [-0.304,-0.074] [-0.278,-0.040]
Forecast Risk -0.220%%* -0.223%** -0.083 -0.083
[-0.298,-0.143] [-0.300,-0.146] [-0.206,0.041]  [-0.203,0.038]
Energy Risk 0.069 0.060 0.030 0.048
[-0.034,0.172]  [-0.037,0.157] [-0.105,0.165]  [-0.084,0.179]
Forecast x aJy 72" -0.033 -0.055 -0.058 -0.038
[-0.263,0.197]  [-0.281,0.171] [-0.340,0.224]  [-0.314,0.238]
Forecast Risk x o7.702" -0.050 -0.056 -0.075 -0.072
[-0.315,0.216]  [-0.309,0.197] [-0.363,0.213]  [-0.343,0.199]
Energy Risk x o, ;2" 0.138 0.125 0.221 0.271
[-0.101,0.377]  [-0.108,0.357] [-0.257,0.700]  [-0.185,0.726]
Constant 0.999%** 1.459%** 0.985%** 2.23] %k
[0.935,1.063]  [1.140,1.778] [0.898,1.073]  [1.699,2.764]
Demographic Controls v v
Observations 2534 2534 585 585
Adj. R? 0.040 0.085 0.038 0.103

Note: Prior uncertainty is a dummy variable, defined as 1 if the respondent is uncertain about prior inflation
expectations. We calculate prior uncertainty based on the rounding approach by Binder (2017). Demographic
controls include age, gender, net income, level of education, household size, years of work experience, German
federal state, responsibility for various household tasks, level of financial and monetary policy literacy, self-
assessment measure of financial literacy, general level of trust and level of trust in the Bundesbank, and
various measures of optimism. We estimate OLS regressions with Huber (1964) weights from Table 3 and
robust standard errors and show 95% confidence intervals in parentheses. * p<.10, ** p<.05, *** p<.01
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Table A10: Treatment Heterogeneity Regarding Risk Aversion: Short-Run Expectations

Controlling for Prior Uncertainty

Households Experts
e,12m e,12m e,12m e, 12m
post post post post
o 0.740%%* 0.747%% 0.919%+* 0.855%+*
[0.618,0.861]  [0.625,0.869] [0.698,1.140]  [0.627,1.082]
Forecast 1.627%* 1.781%* 0.001 -0.245
[0.172,3.082]  [0.334,3.229] [-2.684,2.686]  [-2.981,2.490]
Forecast Risk 2.414%%* 2.302%** 3.020%** 3.146%**
[0.933,3.896]  [0.835,3.769] [0.799,5.240]  [0.993,5.299]
Energy Risk -0.442 -0.540 -0.218 -0.359
[-1.914,1.030]  [-2.029,0.949] [-2.438,2.001]  [-2.678,1.961]
Forecast x " -0.3927%* -0.416%** -0.027 0.012
[-0.572,-0.212]  [-0.595,-0.236] [-0.445,0.391]  [-0.413,0.438]
Forecast Risk x 752" -0.47THF* -0.464%+* -0.397%* -0.401%*
[-0.662,-0.291] [-0.648,-0.281]  [-0.725,-0.069] [-0.716,-0.086]
Energy Risk x 752" 0.040 0.043 0.131 0.156
[-0.145,0.225]  [-0.143,0.230] [-0.191,0.453]  [-0.184,0.497]
Risk Aversion -0.175%* -0.159%* 0.005 -0.042
[-0.321,-0.030] [-0.306,-0.013] [-0.181,0.191]  [-0.240,0.156]
Risk Aversion x 762" 0.007 0.004 -0.001 0.004
[-0.010,0.024]  [-0.013,0.022] [-0.025,0.024]  [-0.022,0.029]
Forecast x Risk Aversion 0.263** 0.232%* 0.238 0.293
[0.055,0.472]  [0.026,0.438] [-0.176,0.651]  [-0.130,0.716]
Forecast Risk x Risk Aversion 0.110 0.118 -0.220 -0.255
[-0.104,0.325]  [-0.095,0.330] [-0.578,0.138]  [-0.591,0.081]
Energy Risk x Risk Aversion 0.146 0.153 -0.049 -0.021
[-0.068,0.359]  [-0.061,0.368] [-0.404,0.306]  [-0.385,0.343]
Forecast x w2 x Risk Aversion -0.023* -0.019 -0.036 -0.043
[-0.048,0.002]  [-0.044,0.006] [-0.097,0.026]  [-0.106,0.020]
Forecast Risk x 7;io x Risk Aversion -0.003 -0.004 0.022 0.025
[-0.030,0.023]  [-0.030,0.022] [-0.028,0.073]  [-0.021,0.071]
Energy Risk x 75,27 x Risk Aversion -0.007 -0.006 0.001 -0.003
[-0.033,0.020]  [-0.033,0.020] [-0.048,0.050]  [-0.054,0.048]
o -0.050 -0.011 0.128 0.096
[-0.211,0.110]  [-0.174,0.153] [-0.117,0.374]  [-0.149,0.341]
Constant 2.856%** 3.479%F* 0.924 1.695
[1.840,3.873]  [2.266,4.691] [-0.588,2.437]  [-1.823,5.212]
Demographic Controls v v
Observations 2554 2554 586 586
Adj. R? 0.539 0.544 0.696 0.698

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. Prior uncertainty is a dummy
variable, defined as 1 if the respondent is uncertain about prior inflation expectations. We calculate prior uncertainty based on
the rounding approach by Binder (2017). Demographic controls include age, gender, net income, level of education, household
size, years of work experience, German federal state, responsibility for various household tasks, level of financial and monetary
policy literacy, self-assessment measure of financial knowledge, general level of trust and level of trust in the Bundesbank, and
various measures of optimism. We estimate OLS regressions with Huber (1964) weights from Table 3 and robust standard errors
and show 95% confidence intervals in parentheses. * p<.10, ** p<.05, *** p<.01
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A.3 Long-Run Inflation Expectations

41



10> jqe ‘G0 >d 4y ‘0T >d 4

*sosot[juaTed UT UMOT[S SIOLID PIRPUR)S JSNCOT PUR ¢ J[(R], WO SHYSIOM (FYGT) IOINT] [IIM SUOISSOIFIT §T() 9IRS A G > L > G— SRl o1} Ul pajeound) ore suorydedtad woryeyur pue suorye)dddxo WOTIRYUI I01L] DION

0220 7600 690°0 950°0 ¥50°0 890°0 670°0 £90°0 780°0 9710 970°0 FR0°0 800°0 A ey
8L 8LV 8L¥G 8LV LY 8L 8L 8L¥G 8LV LT LY 8L 8LV SUOIIRAIDS( ()
(2g8'0)  (269°0)  (1990)  (2F90)  (c190)  (609°0)  (2890)  (€09°0)  (g650)  (665°0)  (¥99°0)  (¥85°0)  (1¥T0)

s VLG skBST L wrkbF8L  5kC00L  4hsSSTD sk VLT L sk GOVT  5sx08G°9  5sxG89°0  sssGFL T 5x98G'G  4usOLG'S  sun 1LT°G JUR)STO))
(esT0)  (0er0)
3600 #xxG6G69 07 oo euosiod wsturydo
(9€1°0) (611°0)

%2990 wxx676°0" Auewror) oom() wstund(y
(¥20°0) (120°0)
9€0°0- #xx8TT°0" wstund() [erouan)
(9€0°0) (ge0°0)
L60°0- #xxV81°0- IS, [eIouor)
(L£0°0) (¥£0°0)

#5xx80T°0~ %x89C°0~ S[UeqSOPUNE] oY) UT JSNIT,
(L11°0) (611°0)
ﬁﬂoo **%@@ﬂo OM@CTSOQVM ﬁwﬁcﬁwﬁﬁh Tcmm Lmﬁmvﬁom
(£L0°0) (80°0)

5766 0” #5x08G°0- £DRIDNIT [RIOURUL]
(2L0°0) (££0°0)

w0k L19°07 xxGE8°0- £oe1091T £D1[0 ATRIOUOIN
(¢€0°0) (£0°0)

- 68770 oy
(061°0) (902°0)

%0LE°0- xx098°0" SuoIsIo9(] Suraeg 10J a[qIsuodsay]
(661°0) (v2z0)

10770 +x1€6°0 sosepInJ a[qrn( 10§ o[qisuodsoy]
(881°0) (¥020)
[¢any] 0L0°0 Surddoyg A10001x) 10§ o[qIsuodsoy]
(L1o0)  (8t000)  (8t0°0)  (8T0°0)  (8T0°0)  (8TOO)  (8T00)  (8T00)  (8TO)  (210°0)  (810°0)  (810°0)
10070~ 2000~ £00°0- 900°0- 200°0- £00°0- $00°0- 5000~ L00°0- L00°0 200°0- 200°0- 0)r)G [RIOPO] URULION)
(ero0)  (ero0)  (eroo)  (er00)  (ero0)  (er00)  (g1000)  (€100)  (gT00)  (2T00)  (€10°0)  (€10°0)
810°0 #620°0 810°0 £G20°0 120°0 020°0 «V20°0 #1200 #1200 9100 #£20°0 #120°0 ooudLIOdXG] Y104\
(080°0) (280°0) (280°0) (€80°0) (€80°0)  (e80°0)  (£80°0) (280°0) (180°0) (180°0) (680°0)  (£80°0)

+x068T°0 %6010 +xE8T0 +x00C°0 %7610 %6610 *xV1C°0 %810 +x79T°0 +x90C°0 +xG1C°0 +x861°0 9ZIS proyesnoy
(22g0)  (rero)  (ogro)  (ogr0)  (vev0)  (0gv0)  (eev0)  (egr0)  (ogr0)  (v6e0)  (9gr0)  (92F°0)

#%966°07  #xx80C T~ 5xxLLT T 555160 T~ 54091 T~ sk TTC T~ 5sx9FT T~ 542001~ 54886°0"  5xx99C€' T~ 5xx09C T~  5xx19C T~ 99139(] AYISIOATU()
(ese0)  (zro)  (egv0)  (egv0)  (evo)  (gero)  (sero)  (Levo) (o) (66€0)  (8gv0)  (82¥0)

#xCFS0- 1990 #L9L0- 8860 G99°0-  468L°0-  F19°0- P19°0- #ITL0- 4T0L°0- 189°0- 689°0- dryseonjuarddy
(82£°0) (£8€°0) (7L£0) (88€°0) (92£°0) (08¢°0) (18¢°0) (68€°0) (28€°0) (79¢€°0) (€6£°0) (62£°0)
LOV0 aveo- 16€°0- 11€°0 2060~ ere0- 667°0- VIF°0- 0€3°0- £G99°0-  €09°0-  x€L9°0- 36668<
(18€°0) (0g€0) (ev€0) (£5€0) (L¥€0) (18€°0) (0s€°0) (gee0) (eg€0) (ree0) (vee0) (18¢°0)

#8790 162°0 0520 G920 89T°0 76570 €61°0 LET0 30 990°0 €010 £80°0 3000F>0WOdU] >3666
(067°0)  (seg0)  (9eg0)  (ovg0)  (opg0)  (8eg0)  (gpe0)  (9gg0)  (1eg0)  (o1g0)  (evg0)  (2¥S0)

£698°0-  «6V0T-  L6L0- #PG6°0-  988°0- 008°0- #GL6'0-  «6V6°0- €980 446001~ 40860 %606°0- 65<
(e2¢0)  (omr0)  (twr0)  (or0)  (1rw0)  (orv0)  (erv0)  (1rv0)  (pOPO)  (es€0)  (gTro)  (€1F0)
6570 167°0 LPE0- 9.€°0- 20€°0- 28T 0" LTE°0- vee0- 870" GqT°0- ere0- 3T 0" 0908y >6¢
(Lgeo)  (e9e0)  (g9e0)  (zogo)  (zogo)  (6¢e0)  (g9¢0)  (39g0)  (9ge0)  (eve0)  (e9g0)  (99€°0)
78€°0 9150 6550 806°0 896°0 6870 £L09°0 G650 #1090 9670 69S°0 2650 0708y >65
(021°0) (LLT°0) (9L1°0) (LL1°0) (LL10)  (921°0)  (081°0) (9L1°0) (LL1°0) (891°0) (e81°0)  (8L1°0)

2k 16970 soklST T sk T90T  5ikC0T T sornIST T ssk060'T sk €E0°T 55980 T  sess0GL°0  sossSTTT s LTTT  senenGPT'T UDTIOA
(ce0'0)  (9€0'0)  (9g00)  (9g00)  (9g000)  (9g0'0)  (2800)  (9200)  (9g0'0)  (PE0'0)  (920°0)  (9g0°0)  (S€0°0)
2€0°0- £0L0°0 £G90°0 ££90°0 £990°0 820°0 o0 1500 300 ##880°0 448800 446800  444€91°0 UOISIOAY ST
smmﬁk sw. s&h ﬁmﬁk sMWw@h smwﬁk A0 &k pt s&h swmwwk xmw.mk xmw“wk A ;&k\

sployesnoy

suorye10adxr] UNY-3uo SPOYeSNO] :UOISIOAY STY pue suolye1dadxr] UOyepu] 1ol TV 9[qe],

42



10 >d 4yx ‘GO >d 4y ‘0T >d , sosouared ur umoys

SIOI1I® PIRPUR)S SOOI PUR ¢ IR, WOl sIYSM (FYGT) 0N [IAM SUOTSSIIZOT T 9IBWIISD A\ G > L& > G— 98URI oY) Wl poyeouns) ore suondodotod WOTIRPUI PR SUONR)IAXD WORHUI 101 DION

GET0 L¥T0 6V1°0 LET°0 0€T°0 GeT0 GZ1°0 2910 0910 ZITo 9110 G700 ey
6.5 6.8 619 6LG 6.6 6LG 6.5 615 6.G 6.5 615 6.G SUOTYRAIDS( ()
(vshv) (0£0°7) (00z%) (€0z°7) (990°%) (evey)  (osew)  (19e%)  (89z%)  (e91%)  (sL1%)  (961°0)
sk LOTTT  44xCIGTT  £406L°0T 444 IT6°0T  44LGT°0T  %4CEG 0T #xL19'8 #xG08°0T ¢10°L xx9V€°6 #x09C°6  xxxG€C'C juaejsuo)
(22r0)  (651°0)
*VTE0™ 4 GLL°0 sjoopmQ euosiog wstundo
(ee1°0) (971°0)
*86C°0- $x%x9L9°0- Aueurron) yoopn() wstudo
(620°0) (620°0)
1€0°0- ##x660°0~ wsturd() [eIeULr)
(£20°0) (750°0)
Ge00- $xxVST°0- ISTLLT, [RIOURN)
(670°0) (70°0)
890°0- #xx0L1°0~ ueqsopung oY) UI ISNIT,
(921°0) (9€1°0)
2910 £%5828°0 98PO[MOTY] [RIDURTI,] POSSOSSL-][OG
(ve10) (ve1°0)
#9970~ #0670~ Aoe1oq1 AD1[0] ATRjouOlN
(650°0) (190°0)
*xx09C°0 wxx00€°0 S.EM.R
(012°0) (¥12°0)
L00°0- 860°0- SuoIsI09(] urarg 10 a[qIsuodsay
(952°0) (892°0)
Iv1o eI10 SeseIPINJ d[qrIn(] I10] o[qisuodsay]
(6£2°0) (52°0)
9€¢°0- S11°0- Surddoyg £100015) 10§ o[qIsuodsoy]
(950°0) (820°0) (£80°0) (650°0) (0900)  (0900)  (6¢00)  (190°0)  (290°0)  (090°0)  (650°0)
£860°0- £80°0- GLO0- 890°0- 080°0- £L0°0- 280°0- 6L0°0- LL0°0-  FLO0- TL00- 9Je)g [RIOPO,] URULIDY)
(¢1000)  (¥1000)  (g100)  (¢r000)  (¢1000)  (¢10°0)  (gr0°0)  (€10°0)  (g10°0)  (¥10°0)  (¥10°0)
020°0 610°0 910°0 L10°0 910°0 G100 810°0 810°0 L10°0 G100 9100 oouRLIodX] YI0M
(L11°0) (€01°0) (vor0) (v01°0) (vor0) (oro)  (9010)  (g010)  (g01°0) (611°0)  (901°0)
0910 AV8T0 48180 V130 448020 441180 441130 40020  «6LT°0  4CIT0  #4S1C°0 071G P[OYPSIOF]
(ev6'0)  (126'0)  (6060)  (¢v6'0)  (8e6'0)  (L88°0)  (2280)  (6160)  (¥e80)  (8060)  (068°0)
£86°0- L08°1- 0LV T~ 180T~ 935 1- o 1" VLT GET T~ «6LET- 98T €9g'l- 00180(] Ays1oaTu
(Fe6'0)  (0z6'0)  (6060)  (266'0)  (ge60)  (288°0)  (8280)  (1160)  (Pe80)  (5160)  (068°0)
1€0°T- 0L0°T- 6031 688°0- 820°1- £60°1- 166°0~ 88T T~ 69T'T-  €r'l-  6IT'T- diysoonjuorddy
(02%7) (e70°7) (c18%) (915°%) (680%)  (e9c%)  (p62¥)  (¥8¢F)  (0Le®)  (6831F)  (#0T9)
1066 0£e°G 9£T°C- 029°G- 98¢°G- 864G 867G ST¢°G- 1146 LeVS  GGhe- 3666£<
(9evv)  (ecov)  (92e¥)  (9eew)  (1or%)  (2Lew)  (90ew)  (g6e¥%)  (182%)  (661%)  (S12¥)
9967~ G9L- 0£9°7- vere- £e8'p- 8967~ 289" €9L°7- 0T1°¢- V6LV~ €88 30007>0WON]>3666
(t1eg0)  (2e¢0)  (geg0)  (sgg0)  (1e¢0)  (1e¢0)  (Pge0)  (vec0)  (65°0)  (gee0)  (ces0)
1650~ L9%°0- 700°0- 08170 800°0 131°0 9VT°0- jReralls 0S0°0- €100 0S0°0- 65<
(917°0) (9g¥°0) (¥17°0) (617°0) (gev0)  (617°0)  (erv0)  (1170)  (erv°0)  (zev0)  (gav0)
LIT0- eI o0- 9210 110°0 90T°0 0LT°0 16070~ GOT 0" 1£0°0 880°0 970°0 0908V >6¢
(g9¢€°0) (68€°0) (82£°0) (€8¢°0) (88¢0)  (¥8e°0)  (¥8€70)  (¢9g0)  (0s€0)  (86870)  (28¢70)
6750 8250 7950 #€99°0 £689°0 £6L9°0 129°0 2850 #389°0 879°0 «079°0 0708V >65
(061°0)  (861°0)  (g61°0)  (00g0)  (861°0)  (20z0)  (g0g0)  (60z0)  (861°0)  (661°0)  (£0T°0)
#kx0GG0  wrk0GL0  xa€08°0 4S80 sxk08L°0 k€90 5xx099°0 450670 5xkC080  sxx008°0  ssxlll’0 UOTOAN
(670°0) (220°0) (150°0) (€50°0) (250°0) (ec00)  (1e00)  (6v0°0)  (190°0)  (9%0°0)  (£50°0)  (8%0°0)
#5960°0 46810 440810 448810 4xT€T°0  454GGT°0  saPIT0 448810 sssPOT0  5sx0ST0  55x€ST0 5551350 UOISIOAY YSTY
ol ol il e ol i o o o e
syrodxsy

suorye)oodxr] uny-suo sppdxXy UOISIOAY MSTY pue suoryejoadxy uolyegu] I0ud €TV 9[qel,

43



Table Al4: Treatment Effects on Posterior Long-Run Inflation Expectations: Bayesian

Updating Model

Households Experts
Tpoet ot Tpoet ot
W;;i-(y,,, 0.779%** 0.776%** 0.965%** 0.920%**
[0.738,0.820]  [0.734,0.818] [0.899,1.030]  [0.842,0.998|
Forecast 1.634*** 1.621%%* 0.885%** 0.928%**
[1.251,2.016]  [1.239,2.002] 0.353,1.416]  [0.361,1.494]
Forecast Risk 1.726%** 1.716%** 0.849%*** 0.877***
[1.355,2.096] [1.342,2.091] [0.324,1.374] [0.307,1.447]
Energy Risk 0.105 0.101 0.667* 0.747%*
[-0.261,0.470]  [-0.266,0.467] [-0.029,1.362]  [0.067,1.427]
Forecast x % -0.472%%* -0.470%** -0.256%** -0.261%**
[-0.535,-0.409]  [-0.533,-0.407| [-0.366,-0.145] [-0.381,-0.141]
Forecast Risk x W;;igr -0.485%** -0.484%** -0.269%** -0.269%**
[0.542,-0.428] [-0.541,-0.426]  [-0.380,-0.157] [-0.392,-0.146]
Energy Risk x Wz;i-(y”, 0.030 0.028 -0.105 -0.123
[-0.026,0.086]  [-0.029,0.084] [-0.277,0.067]  [-0.290,0.043]
Constant 1.701%** 2.707%** 0.698*** 2.440%**
[1.437,1.966]  [1.979,3.436] [0.374,1.022]  [0.865,4.016]
Demographic Controls v v
Observations 2478 2478 579 579
Adj. R? 0.641 0.645 0.719 0.729

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. Demographic
controls include age, gender, net income, level of education, household size, years of work experience, German
federal state, responsibility for various household tasks, level of financial and monetary policy literacy, self-
assessment measure of financial knowledge, general level of trust and level of trust in the Bundesbank, and
various measures of optimism. We estimate OLS regressions with Huber (1964) weights from Table 3 and
robust standard errors and show 95% confidence intervals in parentheses. * p<.10, ** p<.05, *** p<.01
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Table A17: Risk Aversion and Long-Run Prior and Posterior Inflation Expectations

Households
Tprior Tt Thont Thont
Risk Aversion 0.181%** -0.016 0.036 -0.058*
[0.105,0.257]  [-0.090,0.059] [-0.020,0.092] [-0.118,0.002]
Constant 5.193%** 4.618%** 5.611%** 8.463%**
[4.672,5.713] [2.818,6.419]  [5.235,5.987]  [7.099,9.826]
Demographic Controls v v
Observations 1878 1878 1878 1878
Adj. R? 0.010 0.256 0.000 0.073
Experts
prior prior T Thos
Risk Aversion 0.218*** 0.102** 0.192%** 0.063
[0.129,0.307]  [0.015,0.190]  [0.114,0.271]  [-0.023,0.149]
Constant 3.187H** 7.651%** 3.746%** 8.704***
[2.801,3.573] [4.498,10.804] [3.375,4.117] [6.108,11.300]
Demographic Controls v v
Observations 426 426 426 426
Adj. R? 0.057 0.195 0.050 0.224

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. De-
mographic controls include age, gender, net income, level of education, household size, years of work
experience, German federal state, responsibility for various household tasks, level of financial and mon-
etary policy literacy, self-assessment measure of financial knowledge, general level of trust and level
of trust in the Bundesbank, and various measures of optimism. We estimate OLS regressions with
Huber (1964) weights from Table 3 and robust standard errors and show 95% confidence intervals in
parentheses. Estimations exclude the control group. * p<.10, ** p<.05, *** p<.01
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Table A18: Risk Aversion, Uncertainty and Long-Run Inflation Expectations

(1) (2) (3)

(4)

Households

Mo Moy e ot
Risk Aversion 0.181*** 0.000 0.163** 0.081

(0.037) (0.041) (0.067) (0.068)
oY 2.964%*F*  2.406***  2.626F**  2.683*F**

(0.625) (0.585) (0.585) (0.574)
Risk Aversion x o™ ¥ -0.051 -0.015  -0.179** -0.188**

(0.090) (0.085) (0.080) (0.079)
Constant 4.310%*%*  8.287*** 3. 500%** 6.198***

(0.246) (0.916) (0.471) (0.766)
Demographic Controls v v
Observations 1878 1878 1878 1878
Adj. R? 0.097 0.205 0.122 0.190

Experts

Mo Moo o oo
Risk Aversion 0.167*** 0.070 0.145** -0.019

(0.045) (0.048) (0.066) (0.074)
o7 Y 1.531** 0.986 0.651* 0.494

(0.603) (0.605) (0.362) (0.340)
Risk Aversion x o™ ¥ -0.014 0.023 0.040 0.065

(0.126) (0.120) (0.072) (0.073)
Constant 3.127FF* Q720 F*  3.223*%F* 7 GRGHFH*

(0.188) (1.461) (0.324) (1.256)
Demographic Controls v v
Observations 426 426 426 426
Adj. R? 0.136 0.230 0.116 0.285

Note: Prior and posterior long-run inflation expectations are truncated in the
range —5 < 7¢ < 25. In columns 1 and 2, risk aversion interacts with prior uncer-
tainty, and in columns 3 and 4, risk aversion interacts with posterior uncertainty.
Prior uncertainty is a dummy variable, defined as 1 if the respondent is uncertain
about prior inflation expectations. We calculate prior uncertainty based on the
rounding approach by Binder (2017). Demographic controls include age, gender,
net income, level of education, household size, years of work experience, German
federal state, responsibility for various household tasks, level of financial and mon-
etary policy literacy, self-assessment measure of financial knowledge, general level
of trust, and level of trust in the Bundesbank. We estimate OLS regressions with
Huber (1964) weights from Table 3 and robust standard errors shown in paren-
theses. Estimations exclude the control group. * p<.10, ** p<.05, *** p<.01
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Table A19: Treatment Heterogeneity Regarding Risk Aversion: Long-Run Expectations

Households Experts
Tt Thost oo Thos
oy 0.824% 0.818%** 0.986%** 0.885%**
[0.709,0.938]  [0.705,0.932] [0.693,1.279]  [0.569,1.202]
Forecast 1.581%#* 1.562%#* -0.430 -0.377
0.536,2.626]  [0.525,2.509]  [-2.143,1.283] [-2.074,1.320]
Forecast Risk 1.962%+* 1.983%** 0.627 0.636
[0.923,3.002]  [0.942,3.023] [-0.874,2.127] [-0.898,2.170]
Energy Risk -0.766 -0.820* 0.627 0.451
[-1.727,0.196] [-1.797,0.156] [-1.336,2.590] [-1.523,2.425]
Forecast x 5%, -0.471% -0.476%* -0.088 -0.092
[-0.650,-0.291]  [-0.653,-0.298| [-0.535,0.360] [-0.536,0.353]
Forecast Risk x 7% 0,577 -0.580%** -0.277 -0.261
[-0.738,-0.416] [-0.741,-0.419] [-0.660,0.106] [-0.657,0.135]
Energy Risk x 75,72, 0.088 0.082 -0.113 -0.092
[-0.068,0.244]  [-0.075,0.238] [-0.657,0.432] [-0.640,0.455]
Risk Aversion -0.064 -0.071 -0.014 -0.088
[0.171,0.042]  [-0.179,0.036]  [-0.165,0.136] [-0.251,0.075]
Risk Aversion x W;;i‘gr -0.006 -0.006 -0.003 0.006
[-0.023,0.010]  [-0.023,0.010] [-0.042,0.037] [-0.036,0.048]
Forecast x Risk Aversion 0.002 0.006 0.259** 0.252*
[-0.151,0.156]  [-0.147,0.158| [0.012,0.507]  [-0.000,0.504]
Forecast Risk x Risk Aversion -0.037 -0.040 0.056 0.049
[0.191,0.118]  [-0.194,0.114]  [-0.186,0.298] [-0.197,0.295]
Energy Risk x Risk Aversion 0.130%* 0.141%* 0.012 0.054
[-0.012,0.273]  [-0.004,0.286]  [-0.316,0.340] [-0.267,0.374]
Forecast x w;;ig,, x Risk Aversion 0.001 0.001 -0.032 -0.030
[-0.025,0.026]  [-0.024,0.026]  [-0.094,0.030] [-0.094,0.033]
Forecast Risk x 7,7 x Risk Aversion 0.014 0.014 -0.001 -0.001
[-0.010,0.037]  [-0.009,0.038] [-0.058,0.057| |-0.061,0.058]
Energy Risk x ﬂ;fizr x Risk Aversion -0.008 -0.008 0.001 -0.005
[-0.030,0.014]  [-0.030,0.014] [-0.087,0.088] [-0.091,0.081]
Constant 2.113%*x* 3.192%** 0.733 2.886%**
[1.3952.831]  [2.224,4.160]  [-0.375,1.841] [0.943,4.830]
Demographic Controls v v
Observations 2478 2478 579 579
Adj. R? 0.644 0.647 0.719 0.728

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7w¢ < 25. Demographic controls include
age, gender, net income, level of education, household size, years of work experience, German federal state, responsibility
for various household tasks, level of financial and monetary policy literacy, self-assessment measure of financial knowledge,
general level of trust and level of trust in the Bundesbank, and various measures of optimism. We estimate OLS regressions
with Huber (1964) weights from Table 3 and robust standard errors and show 95% confidence intervals in parentheses.

p<.10, ¥* p<.05, *¥** p<.01
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A.4 Robustness Check: General Risk Aversion
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Table A22: General Risk Aversion and Short-Run Prior and Posterior Inflation Expecta-
tions

Households
e,12m e,12m e,12m e,12m
prior 7Tp'rz'or 7Tpost 7Tpost
General Risk Aversion 0.080** -0.033 -0.015 -0.068**
[0.007,0.152] [-0.097,0.030] [-0.064,0.034] [-0.122,-0.014]
Constant 7.534%* 4.298%*** 7.614%%* 9.880***
[7.058,8.010] [2.778,5.818] [7.298,7.931] [8.689,11.071]
Demographic Controls v v
Observations 1933 1933 1933 1933
Adj. R? 0.002 0.394 -0.000 0.049
Experts
e,12m e,12m e,12m e,12m
prior prior post post
General Risk Aversion 0.147%** 0.073 0.068 -0.018
[0.049,0.245] [-0.030,0.176] [-0.028,0.164] [-0.121,0.085]
Constant 6.054*** 4.453%** 6.911%%* 12.037*%*
[5.549,6.560| [1.347,7.560] [6.399,7.423] [9.577,14.498|
Demographic Controls v v
Observations 433 433 433 433
Adj. R? 0.018 0.275 0.002 0.128

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. De-
mographic controls include age, gender, net income, level of education, household size, years of work
experience, German federal state, responsibility for various household tasks, level of financial and mon-
etary policy literacy, self-assessment measure of financial knowledge, general level of trust and level
of trust in the Bundesbank, and various measures of optimism. We estimate OLS regressions with
Huber (1964) weights from Table 3 and robust standard errors and show 95% confidence intervals in
parentheses. Estimations exclude the control group. * p<.10, ** p<.05, *** p<.01
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Table A23: General Risk Aversion and Short-Run Prior and Posterior Inflation Expecta-

(1)

(2)

(3)

(4)

Households
e, 12m e,12m e,12m e,12m
prior prior post post
General Risk Aversion 0.034 -0.060 0.090* 0.052
(0.036) (0.040) (0.053) (0.053)
o 12m 1.475%* 1.213%%  1.637*** 1.750%**
(0.651) (0.616) (0.484) (0.477)
General Risk Aversion x o™ '™ 0.089 0.089 -0.119%*  -0.137%*
(0.095) (0.090) (0.057) (0.055)
Constant 7.238%*F 10.771%F*  6.099%F* 7 84T7HF*
(0.233) (0.856) (0.439) (0.780)
Demographic Controls v v
Observations 1933 1933 1933 1933
Adj. R? 0.064 0.145 0.083 0.128
Experts
e,12m e,12m e,12m e,12m
prior prior post post
General Risk Aversion 0.075 -0.027 0.132 0.038
(0.047) (0.058) (0.116) (0.126)
o 12m -1.546%*%  -1.502*%*  2.059%**  1.734**
(0.773) (0.712) (0.765) (0.849)
General Risk Aversion x o™ 2™  (.272% 0.269** -0.083 -0.064
(0.140) (0.129) (0.131) (0.138)
Constant 6.448***  10.212%**  5.071%**  9.175%**
(0.236) (1.470) (0.670) (1.468)
Demographic Controls v v
Observations 433 433 433 433
Adj. R? 0.029 0.142 0.186 0.255

Note: Prior and posterior inflation expectations are truncated in the range —5 < n¢ < 25. In
columns 1 and 2, risk aversion interacts with prior uncertainty, and in columns 3 and 4, risk
aversion interacts with posterior uncertainty. Prior uncertainty is a dummy variable, defined

as 1 if the respondent is uncertain about prior inflation expectations.

We calculate prior

uncertainty based on the rounding approach by Binder (2017). Demographic controls include
age, gender, net income, level of education, household size, years of work experience, German
federal state, responsibility for various household tasks, level of financial and monetary policy
literacy, self-assessment measure of financial knowledge, general level of trust, and level of trust
in the Bundesbank, as well as various measures of optimism. We estimate OLS regressions
with Huber (1964) weights from Table 3 with robust standard errors shown in parentheses.
Estimations exclude the control group. * p<.10, ** p<.05, *** p<.01
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Table A24: Treatment Heterogeneity Regarding General Risk Aversion: Short-Run Ex-

pectations
Households Experts
e,12m e12m e,12m e,12m
post post post post
o 0.873%#* 0.81 7% 0.748%+* 0.679%+*
[0.507,1.239]  [0.453,1.182] [0.312,1.185]  [0.244,1.114]
Forecast -0.155 -0.596 -0.814 -0.628
[-5.092,4.783] [-5.457,4.266] [-5.138,3.509] [-4.829,3.572]
Forecast Risk 0.975 1.076 0.559 0.449
[-4.855,6.806] [-4.819,6.970] [-4.901,6.019] [-4.840,5.738]
Energy Risk 0.575 0.501 -3.302 -3.616
[-5.416,6.566] [-5.363,6.366] [-9.155,2.551]  [-9.419,2.187]
Forecast x & -0.385 -0.338 0.095 0.032
[-0.943,0.174]  [-0.890,0.214] [-0.580,0.771] [-0.616,0.680]
Forecast Risk x 752" -0.468 -0.482 0.032 0.048
[-1.053,0.117]  [-1.065,0.101] [-0.797,0.860] [-0.746,0.843]
Energy Risk x 762" -0.052 -0.039 0.598 0.607
[-0.665,0.561] [-0.643,0.564] [-0.553,1.749]  [-0.526,1.741]
General Risk Aversion -0.228 -0.321 -0.192 -0.205
[-0.821,0.366] [-0.906,0.263] [-0.685,0.300] [-0.714,0.304]
General Risk Aversion x 7r;71,i;" -0.014 -0.008 0.029 0.023
[-0.075,0.047]  [-0.069,0.053] [-0.045,0.103]  [-0.053,0.099]
Forecast x General Risk Aversion 0.257 0.343 0.451 0.446
[-0.563,1.076] [-0.466,1.151] [-0.255,1.158]  [-0.268,1.160]
Forecast Risk x General Risk Aversion 0.193 0.208 0.331 0.284
[-0.891,1.276] [-0.885,1.301] [-0.677,1.340] [-0.708,1.276]
Energy Risk x General Risk Aversion 0.106 0.121 0.347 0.427
[-0.798,1.010] [-0.762,1.004] [-0.626,1.320] [-0.555,1.409]
Forecast x W;;EZ:" x General Risk Aversion 0.003 -0.006 -0.069 -0.058
[-0.092,0.097]  [-0.100,0.089] [-0.176,0.038] [-0.166,0.051]
Forecast Risk x W;TI,?,T x General Risk Aversion 0.008 0.008 -0.068 -0.057
[-0.107,0.122] [-0.107,0.122] [-0.218,0.082]  [-0.202,0.087]
Energy Risk x 702" x General Risk Aversion 0.004 0.003 -0.043 -0.046
[-0.091,0.099] [-0.091,0.097] [-0.244,0.158]  [-0.247,0.156]
Constant 4.107** 8.433*** 2.114 5.677F*
[0.198,8.016] [3.794,13.073] [-0.729,4.956] [0.429,10.925]
Demographic Controls v v
Observations 2683 2683 596 596
Adj. R? 0.090 0.090 0.418 0.434

Note: Prior and posterior inflation expectations are truncated in the range —5 < 7¢ < 25. Demographic controls include age, gender,
net income, level of education, household size, years of work experience, German federal state, responsibility for various household tasks,
level of financial and monetary policy literacy, self-assessment measure of financial knowledge, general level of trust and level of trust in
the Bundesbank, and various measures of optimism. We estimate OLS regressions with Huber (1964) weights from Table 3 and robust
standard errors and show 95% confidence intervals in parentheses. * p<.10, ** p<.05, ¥** p<.01
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Table A25: Treatment Effects from Inflation Forecasts on General Risk Aversion

Households Experts
General Risk General Risk General Risk General Risk
Forecast -0.231 -0.233* 0.148 -0.062
(0.143) (0.126) (0.242) (0.223)
Forecast Risk -0.163 -0.141 -0.074 -0.196
(0.142) (0.128) (0.256) (0.229)
Energy Risk -0.128 -0.045 -0.143 -0.245
(0.141) (0.126) (0.236) (0.208)
Constant 6.281*** 5.528%** 4.992%** 4.701%**
(0.102) (0.433) (0.166) (1.659)
Demographic Controls v v
Observations 2554 2554 586 586
Adj. R? -0.000 0.204 -0.002 0.228

Note: Demographic controls include age, gender, net income, level of education, household size, years of
work experience, German federal state, responsibility for various household tasks, level of financial and
monetary policy literacy, self-assessment measure of financial knowledge, general level of trust and level
of trust in the Bundesbank, and various measures of optimism. We estimate OLS regressions with Huber
(1964) weights from Table 3 and robust standard errors shown in parentheses. * p<.10, ** p<.05, ***
p<.01

o6



A.5 Robustness Check: Treatment of Outliers in Inflation Ex-

pectations
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Table A28: Treatment Effects on Posterior Inflation Expectations: Bayesian Updating
Model with Truncation Adjustment and without Huber Weights

Households Experts
e,12m e,12m e,12m e,12m
post post post post
prior 0,790 0.777%4* 0.911%%* 0.8007+*
[0.640,0.940]  [0.629,0.925] [0.797,1.026]  [0.667,0.950]
Forecast 1.534 1.608 1.594%* 1.671%F*
[-0.387,3.455]  [-0.318,3.534] [0.284,2.905]  [0.392,2.949|
Forecast Risk 2.244* 2.417* 2.389%* 2.030%*
[-0.239,4.727]  [-0.101,4.934] [0.362,4.415]  [0.079,3.980]
Energy Risk 1.285 1.301 -1.462 -1.420
[-0.797,3.367]  [-0.747,3.349] [-3.636,0.712]  [-3.570,0.730]
Forecast X 7o' -0.378% -0.381%#* -0.280%** -0.272%
[-0.616,-0.141] [-0.617,-0.145] [-0.478,-0.082] [-0.461,-0.083]
Forecast Risk x w2 -0.427+%* -0.438%#* -0.344%* -0.269*
[-0.712,-0.142] [-0.725,-0.151] [-0.648,-0.040]  [-0.566,0.029]
Energy Risk x 75" -0.027 -0.025 0.362* 0.366*
[-0.269,0.215]  [-0.264,0.214] [-0.032,0.757]  [-0.032,0.765]
Constant 2.645%** 6.483*** 1.049%+* 4.333%*
[1.248,4.042]  [2.938,10.027] [0.271,1.826]  [0.306,8.359]
Demographic Controls v v
Observations 2683 2683 996 596
Adj. R? 0.089 0.089 0.420 0.436

Note: Only prior inflation expectations are truncated in the range —5 < 7¢ < 25, while posterior inflation
expectations remain unaffected. Demographic controls include age, gender, net income, level of education,
household size, years of work experience, German federal state, responsibility for various household tasks,
level of financial and monetary policy literacy, self-assessment measure of financial knowledge, general level
of trust and level of trust in the Bundesbank, and various measures of optimism. In comparison to the main
results, we estimate OLS regressions without Huber weights, with robust standard errors and show 95%
confidence intervals in parentheses. * p<.10, ** p<.05, *** p<.01
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Table A29: Risk Aversion and Short-Run Prior and Posterior Inflation Expectations:
Truncation Adjustment and without Huber Weights

Households
e,12m e,12m e,12m e,12m
prior prior post post
Risk Aversion 0.136*** 0.013 0.004 -0.093
[0.057,0.216] [-0.053,0.080] [-0.163,0.171]  [-0.272,0.086]
Constant 7.544%** 4.450%** Q.T45%** 14.848***
[7.002,8.085] [2.858,6.041] [7.653,9.836] [10.690,19.007]
Demographic Controls v v
Observations 2030 2030 2070 2070
Adj. R? 0.006 0.432 -0.000 0.020
Experts
e,12m e,12m e,12m e,12m
prior prior post post
Risk Aversion 0.219%** 0.139%** 0.177* 0.084
[0.113,0.326]  [0.025,0.254] [-0.033,0.388]  [-0.127,0.294|
Constant 5.794%** 4.679*** 6.688*** 15.528%**
[5.264,6.323] [1.150,8.207] [5.696,7.680] [10.845,20.211]
Demographic Controls v v
Observations 441 441 442 442
Adj. R? 0.041 0.281 0.010 0.162

Note: Only prior inflation expectations are truncated in the range —5 < 7¢ < 25, while posterior
inflation expectations remain unaffected. Demographic controls include age, gender, net income, level
of education, household size, years of work experience, German federal state, responsibility for various
household tasks, level of financial and monetary policy literacy, self-assessment measure of financial
knowledge, general level of trust and level of trust in the Bundesbank, and various measures of optimism.
In comparison to the main results, we estimate OLS regressions without Huber weights, with robust
standard errors and show 95% confidence intervals in parentheses. Estimations exclude the control
group. * p<.10, ** p<.05, *** p<.01
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Table A30: Risk Aversion and Short-Run Prior and Posterior Inflation Expectations:
Truncation Adjustment and without Huber Weights

(1) (2) (3) (4)

Households
e,12m e,12m e,12m e,12m
71.prior 7Tprim“ 7T]oost‘ post
Risk Aversion 0.017 -0.083* 0.066 0.026
(0.038)  (0.044)  (0.070)  (0.069)
o™ 12m 1.035 0.793 1.518%#* ] 527HH*

(0.699)  (0.661)  (0.493)  (0.485)
Risk Aversion x o™ 12m  0.274%%%  0.261%%*  -0.079  -0.086
(0.098)  (0.093)  (0.068)  (0.067)
Constant TASTHRE 10.5220F%  6.25THRE 8 3] kK
(0.262)  (0.919)  (0.502)  (0.930)

Demographic Controls v v
Observations 2030 2030 2006 2006
Adj. R? 0.109 0.181 0.103 0.135
Experts
e, 12m e, 12m e,12m e,12m
prior ﬂ-prior 7Tpost post
Risk Aversion 0.100** 0.005 0.146 0.087
(0.049) (0.059) (0.110) (0.124)
g™ 12m -1.870**%  -1.755*%*  1.986***  1.715**

(0.775)  (0.738)  (0.691)  (0.767)
Risk Aversion x o™ 2™ (0.409%**  (.384***  _0.060 -0.060

(0.144)  (0.137)  (0.116)  (0.122)
Constant 6.324***  10.336***  4.966*** 9.164***

(0.245)  (1.673)  (0.634)  (1.690)

Demographic Controls v v
Observations 441 441 439 439
Adj. R? 0.070 0.174 0.187 0.255

Note: Prior inflation expectations are truncated in the range —5 < 7¢ < 25. In
columns 1 and 2, risk aversion interacts with prior uncertainty, and in columns
3 and 4, risk aversion interacts with posterior uncertainty. Prior uncertainty is
a dummy variable, defined as 1 if the respondent is uncertain about prior infla-
tion expectations. We calculate prior uncertainty based on the rounding approach
by Binder (2017). Demographic controls include age, gender, net income, level of
education, household size, years of work experience, German federal state, respon-
sibility for various household tasks, level of financial and monetary policy literacy,
self-assessment measure of financial knowledge, general level of trust and level of
trust in the Bundesbank, and various measures of optimism. In comparison to the
main results, we estimate OLS regressions without Huber weights and without trun-
cation of posteriors, with robust standard errors shown in parentheses. Estimations
exclude the control group. * p<.10, ** p<.05, *** p<.01
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Table A31: Treatment Heterogeneity Regarding Risk Aversion: Short-Run Expectations
with Truncation Adjustment and without Huber Weights

Households Experts
e,12m e,12m, e,12m e,12m
post ﬂ—post post Wpost
o 0.762%+* 0.712%%% 0.8447%%% 0.712%%%
[0.390,1.134]  [0.328,1.096] [0.559,1.129]  [0.391,1.032]
Forecast -1.702 -1.714 0.621 0.554
[-6.833,3.430] |[-6.877,3.449] [-3.548,4.790]  [-3.400,4.508]
Forecast Risk -0.195 -0.056 4.327%% 3.986%*
[-6.703,6.314] [-6.666,6.554] [0.667,7.987]  [0.370,7.601]
Energy Risk -0.373 -0.623 -1.220 -1.917
[-6.709,5.963]  [-6.890,5.643] [-5.899,3.460] [-6.560,2.726]
Forecast x " -0.207 -0.207 -0.139 -0.127
[-0.741,0.327]  [-0.746,0.332] [-0.805,0.528]  [-0.744,0.490]
Forecast Risk x 752" -0.317 -0.339 -0.562%* -0.488*
[1.017,0.383] |[-1.041,0.363]  [-1.086,-0.037] [-1.001,0.025]
Energy Risk x 762" 0.109 0.130 0.277 0.356
[-0.560,0.777]  [-0.538,0.798] [-0.631,1.185]  [-0.533,1.246]
Risk Aversion -0.354 -0.426 -0.052 -0.105
[-0.981,0.272]  [-1.062,0.209] [-0.318,0.214]  [-0.407,0.196]
Risk Aversion x 702" 0.006 0.011 0.010 0.014
[-0.054,0.066] [-0.051,0.072] [-0.024,0.043]  [-0.026,0.054]
Forecast x Risk Aversion 0.495 0.513 0.166 0.198
[-0.309,1.298] [-0.292,1.319] [-0.458,0.790]  [-0.400,0.796]
Forecast Risk x Risk Aversion 0.372 0.384 -0.413 -0.425
[-0.757,1.501]  [-0.758,1.525] [-1.174,0.347]  [-1.193,0.343]
Energy Risk x Risk Aversion 0.243 0.287 -0.060 0.090
[-0.632,1.118] [-0.576,1.149] [-0.849,0.729]  [-0.665,0.844]
Forecast x i x Risk Aversion -0.026 -0.028 -0.024 -0.025
[-0.114,0.061] [-0.116,0.061] [-0.119,0.072]  [-0.113,0.064]
Forecast Risk x W;,lzi:” x Risk Aversion -0.017 -0.016 0.044 0.046
[-0.142,0.108]  [-0.142,0.109] [-0.062,0.151]  [-0.059,0.150]
Energy Risk x 702" x Risk Aversion -0.020 -0.023 0.020 0.005
[-0.114,0.075]  [-0.117,0.071] [-0.143,0.182]  [-0.149,0.159)]
Constant 4.913%* 9.066*** 1.433 5.067**
[0.637,9.190] [4.012,14.120]  [-0.494,3.360]  [0.538,9.595]
Demographic Controls v v
Observations 2683 2683 596 596
Adj. R? 0.089 0.089 0.418 0.434

Note: Only prior inflation expectations are truncated in the range —5 < 7¢ < 25, while posterior inflation expectations remain
unaffected. Demographic controls include age, gender, net income, level of education, household size, years of work experience,
German federal state, responsibility for various household tasks, level of financial and monetary policy literacy, self-assessment
measure of financial knowledge, general level of trust and level of trust in the Bundesbank, and various measures of optimism.
In comparison to the main results, we estimate OLS regressions without Huber weights and without truncation of posteriors,
with robust standard errors and show 95% confidence intervals in parentheses. * p<.10, ** p<.05, *** p<.01
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B Survey Questions

This survey deals with your views and expectations regarding inflation and your economic
preferences. It is part of a scientific study at Leibniz University Hannover. Answering
this survey takes approximately 15 minutes. All answers are anonymous, which means
that we cannot trace any conclusions back to individual respondents.

For most questions there is no right or wrong answer — we are mainly interested in your
views and personal opinions.

The quality of our data is crucial. To capture your knowledge and opinions as accurately

as possible, it is essential that you answer each question to the best of your ability.

1. Do you commit to answering every question in this survey carefully?

e Yes
e No
2. When you think about your current life situation, are you optimistic or pessimistic
about the next 12 months?
e Very optimistic
e Somewhat optimistic
e Somewhat pessimistic
e Very pessimistic
e No answer
3. When you think about the current situation in Germany, are you optimistic or
pessimistic about the next 12 months?
e Very optimistic
e Somewhat optimistic
e Somewhat pessimistic
e Very pessimistic
e No answer

Now we would like to ask you some general financial questions. Please answer the

questions based on your current level of knowledge.
4. How good do you think is your knowledge about finance?

e [ have very good knowledge

e [ have good knowledge

64



e [ have a fair amount of knowledge
e [ don’t know anything at all
5. Do you agree with the following statement: “The investment in the stock of a single
company is less risky than investing in a fund with stocks in similar companies”
[Note: This question was only asked in the household survey.|
e [ don’t agree
o [ agree

e Don’t know

6. The primary goal of the European Central Bank (ECB) is to...

stabilize prices for goods and services

stabilize corporate bond prices

keep interest rates low and stable

reduce government debt

Don’t know / No answer
7. Which of the following actions is most likely to reduce inflation?

e Increase short-term interest rates

Decrease short-term interest rates

e Lower income taxes

Increase government spending

e Don’t know / No answer

8. Imagine you have 100€ in a bank account. Your money earns 10% interest rate per
year . How much money would you have in your account after two years? [Note:

This question was only asked in the household survey.]

o A little more than 120 €

Exactly 120€

Exactly 200€
Exactly 110€

e Don’t know

9. Imagine that in 2023 your net income (income after taxes and duties) has doubled,
but the prices of all goods have also doubled. How much would you be able to buy
with your income in 20237 [Note: This question was only asked in the household

survey.|
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10.

11.

12.

13.

Just as much as today

More than today

Less than today

Cannot be determined on the basis of the information given

e Don’t know

What is the European Central Bank’s (ECB) medium-term inflation target? [Only

integer numbers in the range of 0 to 100 are allowed|

%

In general, would you say that most people are trustworthy or untrustworthy and

need to be regarded very carefully?

e Scale: 0 (Most people cannot be trusted) to 10 (Most people can be trusted)
Next, we would like to know how much you trust the Deutsche Bundesbank?

e Scale: 0 (No trust) to 10 (Full trust)

Please indicate the extent to which you agree with the following statements. |Matrix
Question)|

Scale: 0 (strongly disagree) to 4 (totally agree)

I usually expect the best in uncertain times.

I find it easy to relax.

If something can go wrong for me, it will.

I always look on the bright side of my future.

I feel comfortable in my circle of friends.

It is important for me to always be busy.

Things almost never work out the way I want them to.

I am not easily upset.

I rarely count on good things happening to me.

All in all, T expect more good things to happen to me than bad things.

e No answer

The following questions ask about your assessment of the general price level de-
velopment in Germany. Inflation is the percentage increase in the general price
level, usually measured by the consumer price index. A decline in the price level is

commonly referred to as “deflation”.
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14.

15.

16.

What do you think the inflation or deflation rate in Germany was over the past 12

months? [Numeric values with one decimal place in the range of -100 to +100]

_ %

What do you expect the inflation or deflation rate in Germany will be over the next

12 months? [Numeric values with one decimal place in the range of -100 to +100|

%

What do you expect the inflation or deflation rate in Germany will be over the next

5 years? |[Numeric values with one decimal place in the range of -100 to +100]

%

[Note: Random allocation into 4 groups (equally sized): 1 Control Group and 3

Treatment Groups|

Figure A2: Forecast Treatment

Inflation forecast

10.0%
9.0% 8.6%
8.0% %
7.0%
6.0%
5.0%
4.0% 5%
3.0%
2.0%
1.0%
0.0%

4.1%

2.8%

2021 2022 2023 2024 2025

Source: Deutsche Bundesbank Past B Future

In 2021, the inflation rate in Germany averaged 3.2% and in 2022 8.6%.
The Deutsche Bundesbank expects average inflation rates in Germany of
7.2%, 4.1% and 2.8% for 2023, 2024 and 2025 respectively.
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Figure A3: Forecast Risk Treatment

Inflation forecast

10.0%
9.0% 8.6% 8.5%
8.0% 72%
7.0%
6.0% 5.4%
0,
5: Q8% 4.1%
40% 359 s
3.0% 288
2.0%
1.0%
0.0%
2021 2022 2023 2024 2025
Source: Deutsche Bundesbank m Forecast base scenario m Forecast risk scenario

In 2021, the inflation rate in Germany averaged 3.2% and in 2022 8.6%.
The Deutsche Bundesbank expects average inflation rates in Germany of
7.2%, 4.1% and 2.8% for 2023, 2024 and 2025 respectively.

The Bundesbank emphasizes the high level of uncertainty in forecasting
inflation rates due to the war in Ukraine. In a risk scenario in which a
sharper conflict with Russia and stronger geopolitical tensions are assumed,
the expected average inflation for Germany for 2023, 2024 and 2025 rises
to 8.5%, 5.4% and 3.1%.

Figure A4: Energy Risk Treatment

Energy price forecast

40.0%
35.0% 33.9%
30.0%
25.0% 24.0%
20.0% 17.0%
14.5%
15.0%
10.1% 10.4%
10.0%
5.1%
5.0% I 3.7% .
0.0% M
2021 2022 2023 2024 2025
Source: Deutsche Bundesbank m Forecast base scenario @ Forecast risk scenario
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17.

18.

19.

20.

21.

22.

In 2021, energy prices in Germany increased by an average of 10.1% and
by 33.9% in 2022. The Bundesbank expects energy prices in Germany
to rise by an average of 17%, 10.4% and 3.7% in 2023, 2024 and 2025
respectively.

The Bundesbank emphasizes the high level of uncertainty in forecasting
energy prices due to the war in Ukraine. In a risk scenario in which a
sharper conflict with Russia and stronger geopolitical tensions are assumed,
the expected average energy prices for Germany for 2023, 2024 and 2025
rise to 24%, 14.5% and 5.1%, respectively.

We are interested in your opinion on the development of the inflation rate in the
next 12 months. In your opinion, what will be the minimum and maximum inflation

or deflation rate in the next 12 months?
minimum %
maximum %

How confident are you that the average inflation rate over the next 12 months will

exceed the mean value of the minimum and maximum expectations?
e Scale: 0 (Completely uncertain) to 10 (Completely certain)

We are interested in your opinion on the development of the inflation rate in the
next 5 years. In your opinion, what will be the minimum and maximum inflation

or deflation rate in the next 5 years?
minimum %
maximum %

How confident are you that the average inflation rate over the next 5 years will

exceed the mean value of the minimum and maximum expectations?
e Scale: 0 (Completely uncertain) to 10 (Completely certain)

Where do you see yourself: Are you generally a person who is willing to take risks

fully or do you try to avoid risks?
e Scale: 0 (Not at all willing to take risk) to 10 (Very willing to take risk)

In the following question, we ask you to assess your willingness to take financial
risk. A value of 0 means that you are willing to take a low financial risk, typically

associated with a lower return, and a value of 10 means that you are willing to take
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a high financial risk, typically associated with a high return. Where would you place

yourself on the following scale?
e Scale: 0 (Low financial risk) to 10 (High financial risk)
23. Please indicate your gender:

e Female
e Male

e Diverse

24. Please enter your year of birth:

25. In which German federal state do you live?

e Baden-Wiirttemberg

e Bavaria

e Berlin

e Brandenburg

e Bremen

e Hamburg

e Hesse

e Mecklenburg-Western Pomerania
e Lower Saxony

e North Rhine-Westphalia
e Rhineland-Palatinate

e Saarland

e Saxony

e Saxony-Anhalt

e Schleswig-Holstein

e Thuringia
26. What is your highest educational or vocational qualification?

e Currently a student

e Currently in training or studies (no Bachelor’s degree yet)
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27.

28.

Completed vocational training (apprenticeship)
Completed vocational school (professional school, higher business school)

Completed training at a technical school, technical college, or professional

academy

Completed a master’s school with a long preparation time of more than 880

hours

Completed a Bachelor’s degree, university of applied sciences degree, engineer-

ing school

Completed a diploma or Master’s degree, teacher training completed
Completed a doctorate

Other vocational qualification

No educational qualification (and currently not in training or studying)

Other

How many years of work experience do you have? |[Only integer numbers in the

range of 0 to 50 are allowed|

What is your household’s total monthly net income?

under 500 Euros
500 to 999 Euros
1000 to 1,499 Euros
1,500 to 1,999 Euros
2,000 to 2,499 Euros
2,500 to 2,999 Euros
3,000 to 3,499 Euros
3,500 to 3,999 Euros
4,000 to 4,999 Euros
5,000 to 5,999 Euros
6,000 to 7,999 Euros
8,000 to 9,999 Euros
10,000 Euros or more

No answer
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29. How many people, including yourself, live in your household from the net income

stated above? |Only integer numbers in the range of 0 to 10 are allowed|

30. Who is mainly responsible for the following in your household?

Everyday shopping

e Mostly me
e Me together with partner/ other household member

e Mostly my partner / other household member
Larger purchases

e Mostly me
e Me together with partner/ other household member

e Mostly my partner / other household member
Decision about savings and financial investments

e Mostly me
e Me together with partner/ other household member

e Mostly my partner / other household member
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