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Motivation

• Role of subjective inflation expectations for the economy is widely 
analyzed in recent research (see the survey by Weber et al., 2022)

• Mostly focused on high-inflation scenarios
• Individuals’ expectations associated with a deflation scenario are 

not well understood
• Reasons

• Almost no deflation internationally in the last 40 years, no survey data 
before that 

• Typically very low probability assigned to deflation scenario in survey data
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Motivation

• This changed during the recent 
high-inflation period

• Survey of Consumer 
Expectations respondents 
assigned an on average 
25.52% probability to a 
deflation scenario 3 years 
ahead

• CPI was at 8.5% at that time
• Unique setting allows us to 

characterize expectations 
associated with deflation
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Research Questions

• Is high perceived deflation risk merely a result of high inflation 
uncertainty?

• Is high deflation risk perceived by consumers shared by other 
agents?

• What are the drivers of perceived deflation risk?
• What expectations do individuals with high perceived deflation 

risk have about the economy in general?
• Are individuals’ expectations related to deflation consistent with 

any of the leading economic theories?
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Survey of Consumer Expectations

• Launched in 2013 by the New York Fed, conducted monthly
• Rotating panel of about 1,300 households
• Respondents are asked

• whether they expect inflation/deflation (0/1)
• for their inflation/deflation point estimate
• to assign probabilities to the scenarios of inflation or deflation being 12% 

or higher, between 8 and 12%, between 4 and 8%, between 2 and 4%, or 
between 0 and 2%

one year and three years ahead
• Many other questions regarding respondents’ economic 

expectations
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Inflation Uncertainty vs. Deflation Tail
• Is the high perceived deflation risk merely a result of high inflation 

uncertainty?
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Professional Forecasters and Option Markets

• Is high perceived deflation risk shared by other agents?

7Survey of Professional Forecasters             Option-Market-Implied Density



Skewness of Inflation Distributions

• At each point in time, we 
compute the average 
reported inflation 
distribution and 
compute its skewness

• Skewness of SCE 
densities has become 
negative since 2020

• SPF and option densities 
have become more 
positively skewed
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Drivers of Perceived Deflation Risk

• Do demographics, 
employment 
status, or financial 
situation explain 
higher perceived 
deflation risk?

• There is a clear 
level effect; for 
example, retirees 
perceive lower 
deflation 
probabilities 9



Drivers of Perceived Deflation Risk

• However, there is no 
significant relation 
with the increase in 
deflation risk in 2022 
and later

• High perceived 
deflation risk in the 
recent period is 
observed across the 
board
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Unemployment
• Do individuals associate a deflation with higher unemployment?
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Personal Job Insecurity
• Is deflation associated with higher job insecurity?
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Earnings
• Do individuals associate a deflation with lower earnings?
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Stock Prices
• Do individuals associate a deflation with lower stock prices?
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Spending
• Is a deflation associated with lower spending?

15



Home Price Changes
• Is a deflation associated with reduced home price changes?
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(In)Consistency with Economic Theory
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• Are individuals’ expectations consistent with any of the leading 
economic theories on deflation?

Unemployment Income Spending Home Prices Stock Prices

Deflation spiral Up Down Down Down Down

Debt deflation Up Down Down Down Down

Supply-driven 
deflation Down Up Neutral/Down Down Ambiguous

Reversal of 
profit-led 
inflation

Neutral Neutral Down Neutral Down



Additional Results

• No evidence for confusion with “disinflation”
• Results hold when considering only individuals who answer a related 

“numerary question” correctly
• Results hold when considering only individuals whose reported 

inflation/deflation indicator is consistent with the reported density
• Reported deflation probabilities are strongly negatively related with 

expected gas and food price changes

• Results are supported by similar survey data from Canada
• Canadian Survey of Consumer Expectations (CSCE) resembles the United 

States SCE
• Not as detailed in terms of questions on economic expectations
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Conclusion

• Pronounced deflation tail developed during the recent high-inflation 
period

• Allows us to study the economic expectations that individuals 
associate with a deflation scenario

• Individuals associate a deflation scenario with
• Lower unemployment and higher personal job security
• Lower spending, neutral effect on income
• Lower house prices, tendentially lower stock prices

• Suggests that respondents do not think along the lines of deflation 
spiral or debt deflation theories

• Individuals likely think along the lines of supply-driven deflation (or 
reversal of profit-led inflation), potentially neglecting negative effects
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