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The effect of seasonality in the CPI on inflation expectations

Roy Stein*

Abstract

Inflation expectations estimates are among the important indicators considered when
formulating monetary policy which tries to meet an inflation target range. These
estimates include primarily (1) inflation expectations for the next 12 months,
calculated from the prices of CPI (Consumer Price Index)-indexed and unindexed
government bonds, and (2) forecasts for the next 12 CPls as formulated by
professional forecasters. This study outlines how these two expectations estimates are
affected by deviations caused by the seasonality inherent in the CPI. The first derives
from the effect of seasonality on the pricing of CPI-indexed financial assets, including
CPI-indexed bonds. The second derives from limited internalization of seasonal
factors when forecasters' projections are formulated.

We find that seasonal factors have a strong effect on the pricing of CPI-indexed bonds
and on inflation expectations and professional forecasts. However, these factors are
not identical to the factors published by the Central Bureau of Statistics (CBS), and
are generally smaller in their absolute value. This finding shows that bond market
participants in Israel, as well as professional forecasters, do not use the full
information inherent in seasonal fluctuations of the CPI as they formulate their
predictions and expectations. Fully taking into account the seasonal factors will
improve the CPI-indexed bonds and the estimates of inflation expectations.

" With thanks to Ana Sasi-Brodesky and to Talya Laimon-Tobolsky for their tremendous help in
collecting and processing the data and in writing estimate comparisons in the Matlab program. Thanks
to the economists of the Research Department, particularly to those in the Financial and Capital
Markets Unit of the Research Department, for their helpful notes and comments.
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A YN N5 TN i-1 wTInd 0NHNN TN DI
i=1....12 ,29x2) 1 11P vIN Ny T mnwn —Di

: DONSDNN IPY

OXNIND NPINN YNINN D KRN .MYN SYTIND ORNNA MNYND OONRIND NPINN YINN
TV 920VADN) 9NN PYTIND 1PN, LDINNY TN OXYTIND YN 2953 PNV PTYNN
.1V XADD OXPNN ONITY ¥ (NI

,D>TTIA DONIN D900 DN NNYTP OXTTN 12-5 AYINNN AR OXPTIA TWNRD 2D PN IvN
PN IAPY PYTY TR INY NP DIVT 29 DY PHPIND DX I TYN ONIN DI 2D DIRNIN
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5 Novo)

Dependent Variable: SURP

Method: Least Squares

Sample(adjusted): 2000:12 2012:03

Included observations: 136 after adjusting endpoints

Prob. t-Statistic  Std. Error Coefficient Variable
0.0035 2.97567 0.033606 0.1 D3+D4+D6+D7
0.0011 -3.34366 0.067971 -0.227273 D9
0.0634 -1.87245 0.067971 -0.127273 D11
0.3567 -0.924942 0.047006 -0.043478 D1+D10

0.3615 0.915646 0.033239  0.030435 D2+D8+D5+D12

0.007353 Mean dependent var 0.16074 R-squared
0.242405 S.D. dependent var 0.135114 Adjusted R-squared
-0.1055 Akaike info criterion 0.225435 S.E. of regression
0.001586 Schwarz criterion 6.657549 Sum squared resid

1.784075 Durbin-Watson stat 12.17379 Log likelihood

MNTPIN NPIND YHIND P OXPNNN TTHI NPYN PaY Wwan ; 7101 nynann — SURP
My

i=1....12 ,29x2) 1 11P vIN Ny T mnwn —Di

: DORNINN IPOY
Y, 9"9N,0IND DXYTIND PN JI9IND PPN DDIINNY TTHO ONXA NPINNND DY YNNI
YN SYTIN INYND TNN D32 .92021) 12000 OOVTIND PN J9IND NP NYNININ ;20

VAPV MY MYNAN PR
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Dependent Variable: D(FORCAST12A)

Method: Least Squares

Sample (adjusted): 2001M02 2012M04

Included observations: 135 after adjustments

Prob.

0.00
0.07
0.98

0.003852
0.414178
0.991761
1.056323
1.017998
1.919876

t-Statistic ~ Std. Error
3.39 0.141
1.82 0.141
-0.03 0.034

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

Coefficient

0.48
0.26
0.00

0.113262
0.099826
0.392962
20.38328
-63.9439
8.430067
0.000359

NMPNL NIWY TP OXTTH 12-D OONINND NN YINN HY
A YN PIOY T i-1 ¥TIND ©1NNN T71 DIV INNOY
1I12Y MNTPINND NPINND P2 ©XPNNN TTAI NPYN PIAY WO ; TTHI NYNINN — surp

6 N

SURP(-1)
SURP(-2)
C

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

Y — D(FORCAST12A);

: DONSDNN IPY

07T 12-5 DXNIND NPIND DY NN (TN UTIN DY NP9 NLAPHNM) TTHI NYNIIN

AN (OOYTIN 9 DY 920802) PTYN INIY MNTPID NPINNNND M) DN T .INTP
.YNANN DT 74%-2 NOYN Y950 APMYN NPINNN
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