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The relevance of surveys of expectations
for the Deutsche Bundesbank

The expectations of economic agents strongly influence their decisions and actions. Depending
on their assessment of future developments, firms may either increase or decrease their invest-
ment and households may increase or decrease their saving and consumption. For the Bundes-
bank, expectations are relevant for two particular reasons. First, expectations influence prices
both directly and indirectly via consumption and investment, and stable prices are the primary
objective of the Bundesbank and the Eurosystem. Second, expectations play a key role in deci-
sions on risky, often credit-financed purchases — such as real estate purchases — and thus affect
financial stability, which the Bundesbank also has a mandate to safeguard.

Given the relevance of expectations, the Bundesbank launched a pilot study in the second quarter
of 2019 to identify the expectations of households in Germany by means of an online monthly
survey and to gain initial insights into the potential of expectations data, which have not been
available for Germany up to now. A total of more than 4,000 individuals were surveyed on their
expectations, particularly regarding inflation, interest rates, consumption, rents and real estate
prices. Three findings warrant particular attention.

First, the inflation expectations of individuals in Germany are relatively well-anchored. A signifi-
cant majority of the respondents expect inflation rates to range between 0% and 3% over the
next 12 months, with the median in all three survey waves standing at exactly 2%. Second, the
individuals” uncertainty about inflation expectations contains information about future changes
in the individuals’ inflation expectations, and is thus useful for monetary policy and inflation fore-
casting. Third, the price rises for real estate expected by individuals over the next 12 months are
of roughly the same size, on average, as the price increases seen last year; renters tend to expect
a stronger hike than homeowners. The disaggregated data reveal significantly different trends,
however, which are worthy of more thorough analysis.

After evaluating the pilot study, the Bundesbank decided to reqularly survey individuals in Ger-
many on their perceptions and expectations at monthly intervals. The results will be made avail-
able to the public promptly. The Bundesbank is thus helping to enhance the volume of informa-
tion on economic expectations in Germany and is expanding the pool of data it needs to fulfil its
mandates.
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B Introduction

Expectations about future economic develop-
ments play a key role in all economic decisions
— from purchases of seasonal goods, with their
strong price fluctuations, to acquisitions of dur-
able consumer goods, right down to billion-
euro investment decisions of multinational
firms. Yet the expectations of households and
firms influence not just their own decisions, but
also macroeconomic developments. If all
agents are expecting prices to increase strongly,
many of them will bring forward planned pur-
chases as long as those prices have not yet
risen too sharply. This increased demand will
usually lead to rising prices — the expectations
are self-fulfilling in this scenario.

Expectations also carry weight for the Bundes-
bank in each of its five core business areas —
monetary policy, financial stability, banking
supervision, payments and cash management.

Expectations of movements in interest rates
and real estate prices affect the willingness to
buy a property or take out a real estate loan.
These expectations thus have an impact on the
stability of the financial system generally, and
potentially also on the stability of individual
banks. And expectations have an effect on
price developments and influence the effective-
ness of monetary policy measures. It is no sur-
prise, then, that central banks have recently
shown greater interest in gaining a more pre-
cise understanding of how households form
expectations.” Another reason for this is that
central banks, like those of the Eurosystem, are
ascribing increasing importance to their
forward-looking communication, known as
forward guidance.?

Given that measures of expectations are such
an important input for monetary policy, data
on household expectations in Germany are sur-
prisingly scarce.? This shortcoming prompted
the Bundesbank to recently launch a pilot study
for a comprehensive household survey on ex-
pectations, in order to explore the potential of

such data for its own ongoing work as well as
for basic research. The Bundesbank Online Pilot
Survey on Consumer Expectations in Germany
was carried out between April and June 2019
in three consecutive survey waves (the survey
concept is outlined in the box on pp. 55f). It
covered various main topics. Insights of par-
ticular interest for monetary policy are the level
of the expected inflation rate, its distribution
across individuals, the evolution of the inflation
expectation over time, and the uncertainty that
each person surveyed individually ascribes to
inflation developments. Other points of interest
are the differences between the expectations
of households and those of professional mar-
ket players, the determinants of expectation
formation, and the relationships between
households’ inflation expectations and their
patterns of consumption and saving. The ques-
tions of particular relevance to financial stability
relate to household expectations about the de-
velopment of rents, real estate prices and inter-
est rates, as well as the inputs into these ex-
pectations. These data can provide indications
of imminent abrupt price corrections and hence
of risk stemming from real estate loans.

This article outlines the methodology and se-
lected results of the pilot survey. While con-
sidering issues of data quality, it assesses the
relevance of the results achieved in view of the
academic research and taking particular ac-
count of the Bundesbank’s tasks, before con-
cluding with an outlook for the Bundesbank'’s
intended use of expectations data.

1 There have been a host of recent speeches on this topic
by high-ranking central bank figures, including Benoit
Coeuré on 11 July 2019, Luis de Guindos on 27 August
2019, and Francois Villeroy de Galhau and Jens Weidmann
on 26 September 2019.

2 See the speech given by Jens Weidmann on 2 May 2018.
3 There is one prominent survey on expectations, con-
ducted on behalf of the European Commission. This survey
includes both qualitative and quantitative information on
inflation expectations. See the European Commission web-
site: https://ec.europa.eu/info/business-economy-euro/
indicators-statistics/economic-databases/business-and-
consumer-surveys_en. The microdata from the quantitative
information are not available to the public, however. Fur-
thermore, recent research has found that more compre-
hensive household surveys may deliver further valuable in-
formation which can aid work in central banks; see Coibion
et al. (2018) and the sources cited therein.


https://ec.europa.eu/info/business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-surveys_en
https://ec.europa.eu/info/business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-surveys_en
https://ec.europa.eu/info/business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-surveys_en

Deutsche Bundesbank

Survey concept of the Bundesbank Online Pilot Survey
on Consumer Expectations in Germany

In the Bundesbank Online Pilot Survey on
Consumer Expectations, approximately
2,000 individuals were surveyed via the
internet in each of three successive waves,
resulting in more than 6,000 responses. A
portion of the respondents were surveyed
multiple times, meaning that 4,000 re-
spondents were included in the survey.
Conducting the survey online ensures short
field periods, quick data processing and
thus a high survey frequency. However,
population coverage and sampling present
certain challenges, particularly in contrast
to personal (face-to-face) interviews. The
target population of the survey was individ-
uals aged 16 and older living in Germany
with internet access. The survey was con-
ducted by forsa using its online panel,
which is recruited entirely offline (forsa.
omninet). Respondents are recruited by
telephone during a forsa.omniTel survey,
which is based on a representative sample
of the German-speaking population aged
14 and older. The advantage of offline re-
cruitment via telephone is that the online
survey then also includes individuals who
do not spend a significant amount of time
on the internet and, in contrast to panels
recruited online excludes individuals who
only participate in (online) surveys for finan-
cial incentives. This allows distortionary ef-
fects in the form of a selection bias to be
reduced to a good degree and a represen-
tative sample of the German online popula-
tion to be obtained. The table on p. 56 pro-
vides an overview of the methodological
framework of the Bundesbank pilot survey.

The questionnaires of the Bundesbank pilot
survey consist of a set of core questions and
varying question modules that were pro-
posed by the Bundesbank as well as internal
and external researchers. These question-
naires focus on surveying expectations and
corresponding control variables in order to
gain insights into the expectation formation
process.’

The questions regarding consumer expect-
ations are detailed and take into account a
number of measurements as well as the ex-
periences and recommendations from other
studies. Questions on inflation expectations
are asked in qualitative form (direction of
inflation changes), quantitative form (point
estimate of inflation expectations) and
probabilistic form (evaluation of likelihoods
of inflation being within specific ranges).
The same applies to the questions on the
expected development of real estate prices.
Expectations regarding rents and interest
rate developments, including rates on mort-
gages and savings accounts, are analysed in
qualitative and quantitative form. A purely
qualitative approach is taken to surveying
expectations regarding general economic
developments, particularly unemployment.

Distortion of survey results due to refusals
and break-offs — known as non-response
bias — can to some extent be corrected by
means of weighting. The Bundesbank sur-
vey contains only limited information on
the individuals who refuse to participate in
the survey. However, by comparing the
demographic characteristics of the respond-
ents with those of the target population,
weights can be constructed for each sur-
veyed individual. For this survey, the weights
were chosen in such a way that the mar-
ginal distributions of age, gender, educa-
tion and region correspond to the data of
the forsa.omniTel omnibus survey represen-
tative of the German (online) population
aged 14 and older.?

1 The questionnaires are available on the web page of
the Bundesbank Online Pilot Survey on Consumer
Expectations; see https://www.bundesbank.de/en/
bundesbank/research/pilot-survey-on-consumer-
expectations.

2 A more in-depth account and assessment of the
methodology and data quality will be published as part
of a technical paper in the first quarter of 2020.
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Overview of methodological framework

Geographical scope
Target population
Survey company
Sampling frame

Sample

Panel design

Reference period

Questionnaire

Fieldwork

Fieldwork period

Pretest

Contact strategy

Survey method

Participation incentives
Survey language

Aids used during survey

Response rate

Weighting

Linguistic editing and consistency
checks

Germany

Individuals aged 16 and older with internet access

forsa

forsa.omninet panel, offline recruitment via forsa.omniTel

6,652 observations in three waves
Wave 1: 2,009; wave 2: 2,052; wave 3: 2,591

1,617 observations from 539 respondents in three waves
2,994 observations from 1,497 respondents in two waves
2,041 observations from 2,041 respondents in one wave

April to June 2019

Developed by the Bundesbank and external researchers using some questions from
international surveys on consumer expectations; 28 questions in total, 13 core
questions and a varying number of specific questions, as well as:

— sociodemographic and feedback questions;

— paradata captured automatically by forsa;

— experiments and sample splits integrated into the questionnaires.

Standalone survey, not part of a forsa omnibus survey; wave duration: 9 to 15 days;
average survey duration: 18 minutes

Wave 1: 30 April to 8 May 2019
Wave 2: 29 May to 10 June 2019
Wave 3: 19 June to 3 July 2019

Among Bundesbank employees: approx. 450 respondents

Conducted by forsa before wave 1: approx. 50 respondents
Conducted by forsa before wave 2: approx. 40 respondents
Conducted by forsa before wave 3: approx. 50 respondents

Recruitment for the forsa.omninet panel via telephone; invitation to participate in the
Bundesbank Online Pilot Survey via email, no differentiation in invitation text between
panel and non-panel respondents

Computer-assisted web interviewing (CAWI); no option of returning to previous
question and correcting responses; soft prompt: “Don’t know” response displayed
after respondent clicks on “Proceed” without having answered the question; not
possible to proceed to next question without giving a response

100 bonus points in the forsa reward system
German

Respondents can use aids to assist in answering the questions; information on which
aids were used is collected via the feedback channel

Response rate 1 per American Association for Public Opinion Research (AAPOR)
definition:1

Wave 1: 59.7%

Wave 2: 58.9%

Wave 3: 62.5%

Post-stratification weightings for age, gender, region and education based on the
forsa.omniTel target population; no weight trimming

Post-survey consistency checks, minor edits relating to coding of missing values by
forsa

1 The AAPOR response rate 1 is defined as the number of complete interviews divided by the total number of possible inter-
views (sum of complete interviews, partial interviews and non-interviews).
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Distribution of inflation expectations
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Source: Survey waves 1 to 3 of the Bundesbank Online Pilot Survey, results weighted. 1 For simplicity of presentation, data with decim-
al places outside the range from 0 to 3 are rounded to whole numbers. This affects 2.9% of the data included. Calculations are based

on inflation expectations within the interval -12% to +12%.
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Insights for monetary
policy and central bank
communication

More than 60% of surveyed individuals in Ger-
many expect inflation to increase over the next
12 months in all three of the survey months
from April to June 2019. Asked about the level
of inflation over the next 12 months, the ma-
jority of individuals said they anticipated an in-
flation rate between 0% and 3% (see the
above chart). Only a few individuals expect very
high inflation or sharply negative inflation rates,
in other words high deflation. The median, i.e.
the value that splits respondents into two
equally sized groups with high and low infla-
tion expectations respectively, is exactly 2% in
all three waves.

A comparison with the predictions of profes-
sional forecasters, whose forecasts ranged be-
tween 1.2% and 2.5% in the period of the sur-
vey,* makes it clear that the majority of those
surveyed in the Bundesbank Online Pilot Survey
have largely comparable expectations. And the
Bundesbank Online Pilot Survey also delivers
comparable and very plausible results com-
pared to other household surveys (see the box
on pp. 58f.).

Previous research has established that past ex-
periences influence inflation expectations,> and
the analysis based on the Bundesbank Online
Pilot Survey supports and adds to these find-
ings. A case in point are the expectations of
individuals who lived in East Germany prior to
reunification. They expect a higher inflation
rate than people who lived in West Germany
before reunification. They are also more likely
to expect inflation to increase. This difference
can be related to the experience of a sudden
rise of inflation in East Germany right after re-
unification.®

Other patterns in the Bundesbank Online Pilot
Survey data also confirm insights from previous
research. An analysis of various sociodemo-
graphic groups shows that men are less likely
to expect inflation to rise, and generally expect
inflation to be lower than women do. Individ-
uals with a higher level of education, home-
owners and people in full-time employment
also tend to have relatively lower inflation ex-
pectations.

4 The highest and lowest figures in the CPI forecast in the
Consensus Economics forecast for Germany for March
2020, which was conducted in March 2019.

5 Malmendier and Nagel (2016) document cohort effects
in inflation expectations and link them to inflation experi-
enced over the individuals’ respective lifetimes.

6 See Goldfayn-Frank and Wohlfart (2019).

Disagreement
by population
group
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A comparison of the results of the Bundesbank Online Pilot

Survey with existing surveys

Some of the statistics that are used to de-
scribe the expectations of households and
individuals are based on mean or average
values. These are highly sensitive to distor-
tions from unusual responses — a phenom-
enon known as outliers. This proves prob-
lematic, especially in those questions where
respondents are asked to provide a point
estimate of how they expect inflation or
prices in the residential real estate market
to develop. Such questions are known to
elicit extreme values from a low number of
respondents. In the literature, it is thus
common practice to remove extreme out-
liers before analysing expectations. For in-
flation expectations, only those observa-
tions occurring in the interval of -12% and
+12% are usually analysed.! This box com-
pares the results of the Bundesbank Online
Pilot Survey, particularly the percentage of

outliers, with the results from other surveys
on household expectations — notably the
New York Fed Survey of Consumer Expect-
ations, on the one hand, and the consumer
survey on behalf of the European Commis-
sion, on the other hand, which is conducted
in Germany by the market research institu-
tion GfK.2

If inflation expectations of below -12% and
above +12% are deemed outliers, the per-
centage occurring in the Bundesbank On-
line Pilot Survey (4.8%) is lower than in

1 See analyses based on the New York Fed Survey of
Consumer Expectations. See also Van der Klaauw et al.
(2008).

2 See https://www.newyorkfed.org/microeconomics/
sce and https://ec.europa.eu/info/business-economy-
euro/indicators-statistics/economic-databases/
business-and-consumer-surveys_en.

Comparison of inflation expectations in the Bundesbank Online Pilot Survey with those
in the New York Fed Survey of Consumer Expectations’
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Sources: Survey wave 1 of the Bundesbank Online Pilot Survey as well as the New York Fed Survey of Consumer Expectations (April
2018 wave). * The chart shows the distribution of individual responses to the quantitative question on inflation expectations as well as
the actual inflation rate (consumer price index: CPI) in the survey month. 1 Calculations are based on inflation expectations within the

intervals -12% to +20%.
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both the US survey and that conducted by
GfK (see the adjacent table).

The chart on p. 58 illustrates the distribu-
tion of responses in the first wave of the
Bundesbank Online Pilot Survey (fieldwork
in April 2019) compared to the responses in
the New York Fed Survey of Consumer Ex-
pectations (fieldwork in April 2018). Given
that both surveys followed a period of low
and stable inflation rates and that inflation
rates within those periods were very similar
in Germany and in the US, it is noticeable
that the Bundesbank data for German
households are much more tightly distrib-
uted with flatter upper and lower tails.3

However, due to the low level of outliers, it
is currently not possible to find reliable ex-
planations for outlier values based on socio-
demographic characteristics.

It is also interesting that individuals with higher
income tend to expect lower inflation rates (see
the chart on p. 60). This effect could be related
to differences in experienced inflation: different
consumption bundles could mean that low-
income households experience higher inflation
than high-income households.”

Not only the level of inflation expectations but
also disagreement about expected inflation
matter for monetary policy. The degree of dis-
agreement and how it develops over time may
have an important impact on monetary policy
transmission, as a current study shows.® As an
example, the upper chart on p. 61 shows the
average expected inflation rate by income
group (above or below the median) in the
upper panel, and disagreement about expected
inflation rates® in the lower panel. Not only do
individuals with an income above the median
exhibit lower inflation expectations than people
with lower income, their predictions of future
inflation are also more similar to each other.

Deutsche Bundesbank

Inflation expectation outliers —
a comparison

Bundesbank
Online Pilot
Survey GfK Survey
Period April-June 2016 April-June 2019
Method CATI CAWI
Formulation Price Inflation rate
Mean 4.5 3.4
Standard deviation 7.2 7.6
Qutlier in %
(<=12% and >12%) 55 4.8
Prices expected
to decline,
% of respondents 0.9 3.8
Number
of observations 2,794 6,448

Sources: GfK EURO BUS (GfK), Bundesbank Online Pilot
Survey, all figures weighted.

Deutsche Bundesbank

3 Observations with responses expecting inflation
rates of below -12% and above +20% are not in-
cluded.

Inflation expectations and
individual uncertainty

Another important aspect of inflation expect-
ations is individual uncertainty about the level
of expected inflation. In this context, the ques-
tion arises as to whether higher uncertainty
about future inflation is associated with a will-
ingness to revise subjective inflation expect-
ations. In order to assess the question of how
certain individuals are about their inflation ex-
pectations and to what degree individuals who
are especially uncertain revise their expectations

7 See Kaplan and Schulhofer-Wohl (2017) and D’Acunto et
al. (2019a). Besides different patterns in terms of experi-
ence and consumption, the literature also cites differences
in information reception and processing as potential ex-
planations. See, inter alia, D'Acunto et al. (2019b).

8 See Falck et al. (2019). However, longer time series are
needed for an in-depth study of the relationship between
disagreement about inflation among households and the
transmission of monetary policy.

9 Here and in the following, disagreement in terms of the
responses of different individuals with a lower (higher) in-
come is measured by the standard deviation.
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Central bank
communication
can help reduce
uncertainty

Expected inflation rate by income group’

Mean values (%)
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over time, the Bundesbank Online Pilot Survey
includes a question on the subjective probability
distribution of the expected inflation rate.'®

People who expect higher inflation rates as
well as those who expect negative inflation
rates tend to be more uncertain about their in-
flation forecasts (see the bottom chart on
p. 61).M

In the pilot survey, the differences in subjective
uncertainty levels and in the levels of expected
inflation have significant effects on people’s
adjustments of their expectations. Using the
panel dimension of the dataset, we find that
individuals with higher uncertainty about fu-
ture inflation rates are significantly more likely
to revise their inflation forecast from one
month to the next. People who expect moder-
ate inflation (in a range between 0% and 3%)
tend, on average, to adjust their expectations
slightly downwards, and those who expect
negative inflation also tend to revise their ex-
pectations downwards; individuals who expect
higher inflation rates, meanwhile, tend to
change their expectations strongly upwards.

Central banks usually prefer inflation expect-
ations to remain as stable as possible at around
the monetary policy target rate of inflation be-
cause as long as this is the case, changes to the

policy rate set by the central bank are passed
through directly to the real interest rate that ap-
plies to investment and consumption. Abrupt
changes in individual inflation expectations
could signal a de-anchoring of inflation from
the monetary policy target rate, which would
hinder monetary policy transmission and which
the central bank would try to counteract by
means of communication.'? Data from the Bun-
desbank Online Pilot Survey were used to make
two major findings in this regard. First, Coibion,
D’Acunto, Gorodnichenko and Weber show
that additional information can reduce individ-
ual uncertainty about inflation expectations.
Second, Conrad and Glas show that people
who do not predominantly use classic media
channels such as newspapers and television or
radio news to access information about monet-
ary policy tend to be particularly uncertain (see
the chart on p. 64)." This second finding sup-
ports the Bundesbank'’s decision to communi-

10 Respondents were asked to assess the probability of
future inflation scenarios by allocating 100 points across
the inflation scenarios presented.

11 This phenomenon is not unique to Germany nor indeed
to households: Afrouzi and Veldkamp (2019) register simi-
lar results for firms’ expectations.

12 The impact which central bank communication can
have on households’ inflation expectations is demon-
strated, inter alia, by Lamla and Vinogradov (2019); De
Haan and Sturm (2019); Binder (2017).

13 See presentations by Weber and Conrad at the
Bundesbank-Banque de France Joint Conference on House-
hold Expectations and Coibion et al. (2019).



People expect-
ing higher
inflation say
they will save
less

cate more via social media, in addition to other
channels. Further research findings were pre-
sented at a conference on household expect-
ations organised jointly by the Bundesbank and
the Banque de France (see the box on p. 62 1).

Given the importance of firmly anchored infla-
tion expectations for monetary policy, central
banks could use prompt, high-quality time ser-
ies on inflation expectations and the uncer-
tainty surrounding them as a valuable source of
information.

Inflation expectations and
intended consumption and
saving

Another key aspect for central banks is the re-
lationship between inflation expectations and
intended saving and consumption. In theory,
households with higher inflation expectations
ought to display a lower propensity to save be-
cause — all other things being equal — these
households are expecting real interest rates to
generate lower returns on savings. An analysis
of the survey results does indeed show that in-
dividuals who are expecting inflation to rise are
significantly more likely to save less than other
people. Furthermore, people who expect a
higher rate of inflation are more likely to plan
to increase their spending on durable con-
sumer goods over the next 12 months in com-
parison to the previous year. And for individuals
who expect interest rates to go down, the
planned saving rate drops — which is also in
keeping with the theory.

These results corroborate earlier studies based,
amongst others, on the Bundesbank’s Panel on
household finances (PHF) study.'™ What they
mainly suggest, though, is that the general
public do understand basic economic concepts
and incorporate their expectations into their
consumption and saving behaviour.

In conclusion, the Bundesbank Online Pilot Sur-
vey demonstrates that household inflation ex-
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Expected inflation and disagreement by
income group”
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pectations in Germany are mostly moderate,
with more than two-thirds of respondents ex-
pecting inflation to fall within a range of 0% to
3%. Significant discrepancies do exist, how-

14 See Crump and Nghiem (2015); Drager and Nghiem
(2018); Marek (2017).
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Insights from the Bundesbank and Banque de France Joint
Conference on Household Expectations

At the conference held from 26 to 28 Sep-
tember this year on the topic of household
expectations, researchers shared findings
which could be of significance for monetary
policy, financial stability policy and the com-
munications strategy of the Bundesbank.
Amongst other sources, scientific findings
from the Bundesbank’s Online Pilot Survey
on Consumer Expectations in Germany
were presented. A selection of the insights
from the conference is outlined below."

Insights on monetary policy

The reason for monetary policy’s keen focus
on inflation expectations is that, in an envir-
onment of virtually fixed short-term nom-
inal interest rates, they are the only remain-
ing way to influence real interest rates.2 In-
flation expectations have an effect on
household consumption, firms" investment
and pricing behaviour and workers’ wage
demands. When seeking to ascertain causal
relationships between inflation expectations
and behaviour, researchers are increasingly
employing randomised controlled trials,
whereby only some of the study partici-
pants receive certain pieces of information.
This makes it possible to investigate how
that information affects expectation forma-
tion and actions.?

Bottone and Rosolia (2019) find that in Italy
firms adjust their inflation expectations on
the basis of monetary policy decisions. With
regard to the behaviour of firms when infla-
tion expectations are higher, Coibion,
Gorodnichenko and Kumar (2018) find, on
the basis of data for New Zealand, increases
in employment and investment and no
change in prices and wages. Coibion,
Gorodnichenko and Ropele (2018), how-

ever, identify declines in employment and
investment plus increases in prices based on
data for Italy.#

Households in Germany do not behave in
line with Neo-Fisherian theory, that is to
say, they do not expect that an interest rate
rise would lead to a higher inflation rate.
This is the finding of Bachmann, Born, Sims
and Weber, based on questions posed as
part of the Bundesbank Online Pilot Survey.
Nor, for the most part, are any Neo-
Fisherites to be found in sub-groups of the
survey respondents; rather, the established
theory according to which interest rate rises
bring about decreases in inflation is borne
out in the survey data.>

Insights on financial stability

Renters expect significantly stronger in-
creases in house prices than homeowners,
since they form their expectations based on
different sources of information. This is the
finding of Kindermann, Le Blanc, Piazzesi
and Schneider from analyses of Bundes-
bank data (PHF study and Online Pilot Sur-
vey) as well as from a model with learning
agents. Their research found that individual
house price expectations can largely be ex-

1 The conference programme and all the presentations
are available online at https://www.bundesbank.de/
de/bundesbank/forschung/konferenzen/joint-
conference-on-household-expectations-794662

2 For economic decisions, the relevant interest rate is
the perceived real interest rate: r, = 4, — E, (7,,,). If
the nominal interest rate 4, is fixed, inflation expect-
ations E, (w,,;) determine — according to the Fisher
equation — the real interest rate.

3 See keynote speech by Coibion (University of Texas
at Austin).

4 See poster presentation by Rosolia (Banca d'ltalia)
and keynote speech by Coibion (University of Texas at
Austin).

5 See presentation by Born (Frankfurt School; using
data from the Bundesbank Online Pilot Survey).


https://www.bundesbank.de/de/bundesbank/forschung/konferenzen/joint-conference-on-household-expectations-794662
https://www.bundesbank.de/de/bundesbank/forschung/konferenzen/joint-conference-on-household-expectations-794662

plained by housing status (renter or owner)
and by previous house price growth in the
respondent’s region.®

Household expectations influence purchas-
ing behaviour and can help to explain house
price cycles. Drawing on data from the Bun-
desbank Online Pilot Survey, Abbassi and
Beutel investigate the role expectations and
in particular heterogeneities in expectations
play in the development of house prices
and rents. Ludwig, Mankart, Quintana,
Vellekoop and Wiederholt examine similar
questions using data from De Nederland-
sche Bank, and also add data from the Bun-
desbank Online Pilot Survey.”

Households become accustomed to house
price increases and extrapolate previous
house price increases into future expect-
ations. In doing so, they underestimate the
persistence in the longer term, meaning
they underestimate the characteristic of
house prices reverting to an average rate of
growth. This is the finding of Gosselin, Khan
and Verstraete (2019) on the basis of a rep-
resentative household survey in Canada;
they observe that excessive real estate price
expectations can lead to very strong boom-
bust cycles in house prices. Combined with
real estate loans, this can give rise to finan-
cial stability risk.®

Insights on central bank communication

Simple central bank messages impact
strongly on household expectations. The
more extensive the messages are, the
blunter their effect becomes. This is the
finding of several studies based on data
from the United States. Respondents who
were provided with simple messages — the
latest realised inflation rate, the central
bank’s inflation target or inflation forecast —
subsequently adjusted their inflation ex-
pectation significantly towards more plaus-

Deutsche Bundesbank

ible values. Other respondents were pre-
sented with the latest FOMC statement or a
press article on the most recent monetary
policy decision as “information treatment”.
The response to the press article was the
weakest compared with the other informa-
tion listed here. However, the adjustment of
inflation expectations is only short-lived.
Significant effects are no longer recognis-
able after six months. The same finding is
made in a laboratory experiment in which
multiple respondents form their expect-
ations based on certain central bank infor-
mation, resulting in actual values in the la-
boratory for interest rates, income and in-
flation — in this experiment, simple central
bank information stabilises interest rate ex-
pectations most effectively.®

Individuals in Germany primarily use classic
media to obtain information on monetary
policy. The older, the more educated and
the wealthier people are, the more this
holds true. People who use classic media
(radio, television, newspapers or their web-
sites) have significantly lower inflation ex-
pectations, lower forecast errors and lower
uncertainty regarding future inflation.'®

6 See keynote speech by Piazzesi (Stanford University;
using data from the Bundesbank Online Pilot Survey).
7 See presentation by Beutel (Deutsche Bundesbank;
using data from the Bundesbank Online Pilot Survey)
and poster presentation by Mankart (Deutsche Bun-
desbank; using data from the Bundesbank Online Pilot
Survey).

8 See poster presentation by Verstraete (Bank of Can-
ada).

9 See keynote speech by Coibion (University of Texas
at Austin) and presentation by Petersen (Simon Fraser
University).

10 See poster presentation by Conrad (Heidelberg Uni-
versity; using data from the Bundesbank Online Pilot
Survey).
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In the household
sector, real
estate is the
largest asset
item and the
main risk to
financial stability

Uncertainty surrounding the expected
inflation rate by information channel

Uncertainty measured as standard deviation in %’
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Preferred source of information
Source: Survey wave 3 of the Bundesbank Online Pilot Survey,
results weighted. 1 Measured as the standard deviation of the

individual distribution on the basis of the probabilistic question
on inflation expectations.
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ever, between the different population groups
in terms of inflation expectations, disagree-
ment over inflation expectations and individual
uncertainty about inflation expectations. Col-
lecting and analysing these measures promises
to deliver valuable insights for the Bundesbank.

B Insights for financial stability

Real estate is usually the most valuable asset a
household owns and, for most households,
real estate ownership requires taking on sub-
stantial debt. Consequently, purchasing a
house or flat is a major decision for many
households. Expectations of how rents and pri-
vate residential real estate prices will develop
play a key role in households’ decisions to buy,
and thus have an impact on actual property
prices.' Property prices have risen sharply
across much of Germany in recent years. The
Bundesbank is keeping a close eye on this, not
least in light of the lessons learned from real
estate price developments in the United States
at the time of the financial crisis in 2007. Many
studies find evidence to suggest that excessive
expectations surrounding future rent and price
developments were one of the root causes of
the US residential real estate market boom and
the subsequent real estate crisis in the 2000s."®

Data on households’ expectations of price de-
velopments in the residential real estate market
allow differences between expectations and
actual price developments to be identified. The
Bundesbank Online Pilot Survey therefore con-
tains several questions about the real estate
market and, thanks to its good regional cover-
age, allows such gaps to be identified for indi-
vidual Federal states or even districts.'” Overall,
the Bundesbank Online Pilot Survey covered re-
spondents from 398 of the 401 districts in Ger-
many. The geographical coverage is particularly
important because the significant increase in
prices in the market for private residential real
estate is no longer confined to urban areas, but
is spilling over to districts far away from metro-
politan areas.'®

Expectations about the future
growth of real estate prices

As in the case of inflation expectations, the
Bundesbank Online Pilot Survey works with dif-
ferent types of questions to also examine ex-
pectations about real estate prices. All types of
questions concern the expected development
of real estate prices over the next 12 months in
the region of the respective respondent. In the
first question, survey participants are asked to
state their expectations about real estate prices
on a five-point scale ranging from “decrease
significantly” to “increase significantly” (see the
table on p. 65). Based on this question, around
80% of all respondents in each of the three
survey waves expect prices to increase. Around
35% expect even expect real estate prices to
increase significantly, whereas fewer than 1%

15 See, for example, Abildgren et al. (2018); Armona et al.
(2019); Burnside et al. (2016); Case et al. (2015).

16 See Adam et al. (2011); Case et al. (2015); Clark and
Coggin (2011); Piazzesi and Schneider (2009); Towbin and
Weber (2015). For a number of years, expectations sur-
rounding rent and real estate price developments in the
United States far outstripped actual rent and price develop-
ments.

17 Here and in the following, the term “district” is used
as an abbreviation to cover districts and district-free major
cities.

18 See Deutsche Bundesbank (2019a), pp. 53-55.

Just over
one-third of all
respondents
expect signifi-
cant increase in
real estate
prices



expect prices to decrease. Strong regional dif-
ferences were found in expectations about
how prices in the market for real estate will de-
velop going forward. The chart on p. 66 shows
the percentage of respondents at the Federal
state level who expect prices to increase signifi-
cantly.’ This percentage is lowest in Saarland,
Saxony-Anhalt and Thuringia, at around only
20%.2° The values for Bavaria (43%), Branden-
burg (45%) and Hamburg (47%) are signifi-
cantly higher. In Berlin, as many as 58% of re-
spondents expect real estate prices to increase
significantly. A similar picture emerges when
the expectations about the future development
of real estate prices are aggregated on the
basis of the characteristics of the individual dis-
tricts. The table on p. 66 shows that more indi-
viduals in urban districts expect real estate
prices to increase significantly than in rural dis-
tricts.?' This is consistent with the different
price trends observed in recent years. Real es-
tate prices in urban districts have risen more
strongly in the last few years than in rural dis-
tricts, with the strongest price increases re-
corded for major cities.22 However, driving this
pattern, the settlement structure plays a less
important role than demographic and eco-
nomic developments in the respective districts.
Irrespective of whether they live in urban or
rural districts, the percentage of respondents
expecting a significant price increase is consid-
erably higher in growing than in non-growing
districts.?

In addition, more renters than homeowners ex-
pect a significant price increase.?* Making a dis-
tinction between renters and homeowners is
key to understanding the regional differences
in real estate price expectations. As a rule, the
share of renters in urban districts is greater
than in rural districts.?> Thus, part of the higher
house price expectations in cities is attributable
to the greater share of renter households there,
who, on average, have higher home price ex-
pectations than homeowners.

Deutsche Bundesbank

Individual assessment of the
development of real estate prices

Qualitative assessment

Stay

Decrease roughly Increase

signifi- Decrease the Increase  signifi-
Wave  cantly slightly same slightly — cantly
Wave 1 0.4 2.0 18.2 435 35.9
Wave 2 0.3 2.4 16.6 46.4 34.3
Wave 3 0.4 1.8 16.8 45.9 35.1
All
waves 0.4 2.0 17.2 453 35.1

Source: Survey waves 1 to 3 of the Bundesbank Online Pilot Sur-
vey, results weighted.
Deutsche Bundesbank

Distribution of real estate price
expectations

It is reasonable to assume, that when forming
real estate price expectations, individuals take
their bearings at least partly from past price de-
velopments in their environment. However, the
results presented above so far say little about

19 The small sample size does not ensure data are repre-
sentative at the Federal state level.

20 Generally speaking, the percentage shares are low for
Federal states with a low population density. For data on
population densities in Federal states, see Federal Statistical
Office (2018).

21 The classification of districts is based on the “district
type” indicator devised by the Federal Institute for Research
on Building, Urban Affairs and Spatial Development. Dis-
tricts categorised as “urban district” and “district-free major
city” were classified as urban districts and all other districts
as rural districts; see Federal Institute for Research on Build-
ing, Urban Affairs and Spatial Development (2019a).

22 See Deutsche Bundesbank (2019a), pp. 53-55.

23 The classification of districts is based on the indicator
“Growing and shrinking of districts/district regions” devised
by the Federal Institute for Research on Building, Urban Af-
fairs and Spatial Development and on different demo-
graphic and economic indicators; see Federal Institute for
Research on Building, Urban Affairs and Spatial Develop-
ment (2018). Districts classified as “growing” or “growing
at an above-average rate” were classified as growing dis-
tricts, and all other districts as non-growing districts.

24 This applies to all aggregation levels in the table on
p. 66. The differences shown in this table are also statistic-
ally significant when controlling for income, education,
gender, and Federal state.

25 See Statistische Amter des Bundes und der Lander (stat-
istical offices of the Federation and the Lander) (2015),
p. 18.
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Real estate price expectations
by Federal state

20% 30% 40% 50%

Percentage of individuals expecting real estate
prices to increase significantly

Source: Survey waves 1 to 3 of the Bundesbank Online Pilot
Survey, results weighted.

Deutsche Bundesbank

Percentage of respondents expecting
house prices to increase significantly

All re- Home-

District spondents  Renters owners
All districts 35.1 427 29.0
Rural districts 29.0 34.8 26.1
non-growing 21.6 26.9 18.5
growing 34.6 423 31.4
Urban districts 37.7 44.9 30.6
non-growing 23.9 31.6 18.9
growing 40.4 46.9 33.5

Source: Survey waves 1 to 3 of the Bundesbank Online Pilot Sur-
vey, results weighted.
Deutsche Bundesbank

whether real estate price expectations corres-
pond with or overshoot past developments.
For this reason, individuals participating in the
Bundesbank Online Pilot Survey were also
asked by what percentage they expect prices
for real estate to rise or fall.

According to the responses to this question, in-
dividuals on a nationwide average expect prices
to increase by 5.9% over the next 12 months.
The median is of a similar magnitude, standing
at 5%.2¢ These values are largely in line with
past price developments in the real estate mar-
ket.2” According to the house price index of the
Federal Statistical Office, residential real estate
prices likewise increased by 5.9% between Oc-
tober 2018 and September 2019. Individuals
therefore expect, on average, prices to rise at
the same rate as previous price increases.?®

The chart on p. 67 shows the distribution of
expectations regarding real estate price growth
measured in percent. Although just under 25%
of respondents expect prices to rise by 5%, the
chart reveals a strong dispersion in the re-
sponses.?® Given the large differences in past
price developments in the German market for
private residential real estate, this dispersion is
not surprising. The chart also shows that 89%
of all responses fall within the range of price
increases seen in Germany over the last five
years; around 10% of all responses are above
this range.

While individuals, on average, expect price
growth to be in line with previous price in-
creases, this does not apply at the disaggregate

26 Both values are calculated using a weighted design. To
prevent outliers from distorting the median, values on or
below the 1st percentile and on or above the 99th percent-
ile are left out of the calculation. This means that 68 re-
sponses (-5% or lower) and a further 82 responses (30% or
higher) do not feed into the calculation. In total, 3.2% of
the responses are excluded from the calculation. If the out-
liers are included in the calculation, the weighted average
of the variable rises from 5.9% to 6.5%. The weighted
median remains at 5%.

27 See Deutsche Bundesbank (2019a), pp. 53-55.

28 See Federal Statistical Office (2019). Similar results are
obtained when the respondents are asked to state the
price development they expect, not as a percentage but as
a change in euro amounts, as shown in Deutsche Bundes-
bank (2019b), pp. 47-48.

29 The high share of respondents expecting an increase in
real estate prices of 0% is due to the design of the online
questionnaire. Respondents who, in response to the first
question about real estate prices, stated they expect prices
to stay roughly the same were not asked to express in per-
centage points their expectations about the future growth
of real estate prices. Instead, the value of 0% was entered
subsequently for these respondents.



Divergence in
real estate price
expectations at
the regional
level worth
further
consideration

Distribution of real estate price expectations”

%

30 Breadth of real estate price growth
in the last five years at district level
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Source: Survey waves 2 and 3 of the Bundesbank Online Pilot Survey, results weighted. Information on past real estate price growth
based on data provided by bulwiengesa AG. * The chart takes into consideration all survey figures with the exception of the highest and
lowest percentile. 1 For simplicity of presentation, data with decimal places are rounded to whole numbers. This affects 2.7% of the

data included.
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level of individual districts. The chart on p. 68
shows a comparison of expected and past real
estate price developments. For the purposes of
this comparison, all respondents were first of
all ordered by how prices evolved over the last
five years in the district of their primary resi-
dence. The blue line shows these past price de-
velopments, while the black line plots the real
estate price growth expected by respondents.
It is clear from this chart that individuals draw
on past price developments when forming
their expectations of future real estate prices.
However, the chart also illustrates a significant
divergence in expectations at the regional level:
those respondents living in districts where price
increases were high in the past tend to expect
price increases to fall behind their previous
levels. At the same time, those respondents
who live in districts where price increases were
low in the past tend to expect price increases
to outstrip their previous levels. Only time will
tell how far this finding should be regarded as
a warning sign for excessive price expectations
in regions that tend to be structurally weaker,
or more as a sign of a regional equalisation of
real estate price developments.

Looking at all these findings on financial stabil-
ity in their entirety, real estate price develop-
ments and real estate price expectations can be
seen to vary significantly depending on the re-

gion observed and household group surveyed.
This insight is not new. In the global financial
crisis, too, it was a subgroup of households
and a subgroup of real estate that served as a
catalyst for the crisis. Since then, policymakers
and academics have been showing a greater
interest in households’ real estate decisions and
their impact on financial stability. Their focus of
interest lies, in particular, on factors that influ-
ence the formation of expectations surround-
ing price developments in the real estate mar-
ket and on indicators that can be used to as-
sess the risk of abrupt changes in the real es-
tate market. The Bundesbank Online Pilot
Survey provides initial evidence on both counts.

B Outlook

At a time in which inflation expectations and
central bank communication are playing an
ever more prominent role and in which devel-
opments in the real estate market can become
risks to financial stability, the Bundesbank is
working to improve the volume of information
underpinning its recommendations in these
areas. By implementing the pilot survey on
household expectations in Germany, the Bun-
desbank has taken a first step towards filling a
data gap for Germany. In so doing, it is contrib-
uting to the analysis of household expectations
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Comparison of past and expected real
estate price growth broken down by
region’
%
12

Average real estate price growth in the

last five years in the respondent’s rural or
urban district

95% confidence interval

Expected real estate price
growth according to the
survey
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Percentiles of respondents’

Source: Waves 2 and 3 of the Bundesbank Online Pilot Survey.
Information on past real estate price growth based on data
provided by bulwiengesa AG. * The chart takes into considera-
tion all survey figures with the exception of the highest and lo-
west percentile. 1 Ordered according to average real estate pri-
ce growth in the last five years in the respondent’s rural or ur-
ban district.
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and the related decisions on consumption, sav-
ing and investment.

Bundesbank
Online Pilot
Survey delivers
important
insights into
inflation expect-
ations ...

With regard to inflation expectations, the re-
sults of the Online Pilot Survey show that con-
sumers in Germany have relatively realistic ex-
pectations that, for a large portion of respond-
ents, do not deviate sharply from the expect-
ations of professional market players. That said,
expectations do differ significantly across indi-
vidual households. In particular, depending on
income group, very different values come to
light for individual uncertainty and the degree
of agreement on inflation expectations. Individ-
uals with higher incomes are less uncertain
with regard to their expectations, and there is
greater alignment in the inflation expectations
of people in this income group. For lower in-
come households, by contrast, individual un-
certainty with regard to inflation expectations

is greater, as are the differences between the
individual inflation expectations in this group.
These differences can have substantial conse-
quences for the functioning and effectiveness
of monetary policy measures. First, it is shown
that individuals who are very uncertain with re-
gard to their inflation expectations are more
likely to revise their inflation expectations
within a short period of time. Second, as aca-
demic research has shown that uncertainty and
disagreement surrounding inflation expect-
ations play an important role in monetary pol-
icy transmission,3° the Bundesbank will act on
these insights and collect data on how expect-
ations and uncertainty regarding inflation
evolve on a monthly basis.

In a similar manner, it has also been shown that
data on individuals’ expectations provide valu-
able information on current developments in
the real estate market. In particular, data on in-
dividuals’ expectations of rents and house
prices allow granular, regional or household-
group-specific analyses to be carried out. These
are one factor in the early identification of pos-
sible credit-driven developments in the real es-
tate market and thus of risks to financial stabil-
ity. It is precisely this type of analysis that was
found to be crucially needed following the fi-
nancial crisis of 2007, and by rolling out the
pilot survey on household expectations in Ger-
many, the Bundesbank has started filling in one
of the existing data gaps.

After evaluating the results from the pilot sur-
vey, the Bundesbank has decided to continue
the monthly, internet-based survey of individ-
uals in Germany. It will pool its expertise on ex-
pectations surveys in a Bundesbank Expect-
ations Centre and make its services available to
not only the research community but also the
general public from 2021 onwards.

30 See Falck et al. (2019).

... and into
expectations
regarding the
real estate
market

The Bundesbank
will expand its
expertise on
expectation
surveys
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