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Disclaimer

This presentation regards the authors’ personal opinions and does
not necessarily reflect the views of the ECB or the Eurosystem.
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Background

« Central banks: traditionally focused their communication on expert
audiences; more recent efforts (often debated) to communicate with the
general public

« ECB: complement MP communication with explainers, visualised
statements, contact outreach events with the public to ensure “public
understanding of and trust in the actions of the ECB”

« 8 July 2021: the ECB announced its new strategy (SR) that adopts a
symmetric inflation target of 2% over the medium term
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Communication with the general public: explainers

iy Why are stable prices important? X S

€ C O @ ecb.europa.eu/ech/educational/explainers/tell-r

Why are stable prices important?

8 May 2017 (updated on 25 August 2021)

The ECB’s main task Is to keep prices stable. This Is the best contribution central

banks can make to improving people's individual welfare.

By stable prices, we mean that prices should not go up (inflation) significantly,

and an ongoling period of falling prices (deflation) should also be avoided. Long

periods of excessive Inflation or defiation have negative effects on the economy.

Whereas stable prices help to ensure that the economy s >wing, Jobs are safe

and you can feel confident that the money Iin your pocket will be worth roughly
the same tomorrow as it Is today.

] pel Type here to search

Keeping prices stable is
the best contribution
central banks can make
fo improving people s
individual welfare
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Questions

 Did households listen to the SR communication?

* Which elements of the underlying policy decisions and their
communication are likely to bring the highest credibility gains
among the public?

« Do credibility gains (if any) differ across population
subgroups?




Consumer Expectations Survey (CES)

* Internet panel; DE, FR, ES, IT, BE, NL; ~ 10,000 households; pilot started
January 2020 (January 2021: +5 EA countries; 19,000 households)

« Sample: PS (via RD) & NPS (via existing online panels); sample weights:
nationally representative

 Household perceptions, expectations and behavior (incl. consumption,
saving/ investing, borrowing)

 Mixed-frequency modular approach (background; monthly, quarterly,
annual topical modules; special-purpose ad hoc surveys)

« For a description see: ECB Evaluation Report (OP, 2021) and Georgarakos
and Kenny (JME, 2022)
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& Consumer Expectations Survey X + 4

< cC 0 @ ecb.europa.eu/stats/ecb_surveys/consumer_exp_survey/html/index.en.html G Q@ 1 w » 0O &

E About Media Research & Publications Statistics Monetary Policy The euro Payments & Markets Careers Banking Supervision

Latest results - May 2023

Housing & PAN Income & Labour & 962

Inflation

by
090
credit Ial consumption J’]j growth 000

Consumers'inflation Consumers expect a Consumers expect their Consumers’ expectations

expectations for the year smaller increase in the net income to increase for the unemployment

ahead decreased further. price of their own home slightly more over the rate 12 months ahead
over the next 12 months. next 12 months. decreased.

More on housing and More on income and More on labour and
More on inflation credit consumption growth

: _ - K 21:18
£ Type here to search 7 : e 08/07/2023 %6




Did households listen to the SR communication?

Information about the ECB: channels
(% of all respondents, by information source)

50 * Majority of HHs have not
heard about the ECB in July/

August 2021

30

2  Main channel: traditional

| I media
10
0 111

Noinfo TV & Radio Newspapers Other ECB ECB social Other
websites &  website / media sources
magazmes social media publications accounts

Source: ECB Consumer Expectations Survey (CES) — September 2021
Note: “In the past two months, have you seen or heard information about the European Central Bank (ECB) from any
of the following sources?” Apart from “No info”, all other options are not mutually exclusive, leading to a total sum

higher than 100% of the respondents. Weighted estimates.
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Did households listen to the SR communication?

Information about the ECB: topics
(% of respondents who have seen or heard information about the ECB, by topic)

30

Among those who have heard
N about the ECB:

« Many do not recall what they

15 heard
10 « Several mention new strategy
(22%) and digital euro (18%)
« Still, some inaccurate answers

(62}
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Source: ECB Consumer Expectations Survey (CES) — September 2021.

Note: “What were the main pieces of information about the European Central Bank (or its
monetary policy) that you heard about in the past two months?” Apart from “Don’t know”, all
other options are not mutually exclusive, leading to a total sum higher than 100% of the

respondents. Weighted estimates.
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Did those (few) households that listened understand?

Knowledge of ECB’s price stability objective, by info received: N/ Y
(% of respondents answering correctly)

[l No info received
Any type of info received

* Households that listened more
likely to know the correct
500 (new) price stability objective

60.0

40.0

30.0

20.0

0.0
medium term 2% inflation rate

Source: ECB Consumer Expectations Survey (CES) — September 2021.
Note: “Which of the statements below on the main objectives or tasks of the ECB do you

think are true or false: An inflation rate that is 2% over the medium term in the euro area”.
“Don’t know” responses are classified as not correct. Weighted estimates.
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Likely credibility gains

* Which elements of the underlying policy decisions and their
communication are likely to bring the highest credibility gains
among the public?

« Work around the fact that most households did not listen
about SR

« WHAT IF the message had reached the public?
» Reach out directly and provide info to consumers




RCT: Directly inform random sub-groups in the CES

 Four treatment groups received information about different

elements of the ECB communication
» baseline info vs. explanation vs. info easy to relate to

« One control group (aka placebo in med trials) received no
Information

« Test the causal effect of information treatments (relative to the
control group) on credibility:

How likely do you think it is that the ECB will maintain price stability in
the euro area economy over the next 3 years? [0%....100%)]

» free of numerical framing to 2%
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Treatment group 1. Symmetric Target (ST) only

The ECB aims for a 2% inflation target over the medium term as the
best way to maintain price stability. The target is symmetric: inflation
may sometimes be slightly above it or below. The ECB looks through
short-term deviations. Persistent negative and positive deviations are
regarded as equally undesirable.
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Treatment group 2: Symmetric Target (ST) + Explanation

The ECB aims for a 2% inflation target over the medium term as the best
way to maintain price stability. The target is symmetric: inflation may
sometimes be slightly above it or below. The ECB looks through short-term
deviations. Persistent negative and positive deviations are regarded as
equally undesirable.

A target of 2% has an important function: it creates space so that monetary
policy can have its stabilising effect. In bad times, such as during the
pandemic, monetary policy stimulates the economy through low
interest rates and so has significant favourable effects on economic
growth and employment. This may also imply a transitory period in
which inflation is moderately above the target of 2%.
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Treatment group 3: Symmetric Target (ST) + Environment

The ECB aims for a 2% inflation target over the medium term as the best
way to maintain price stability. The target is symmetric: inflation may
sometimes be slightly above it or below. The ECB looks through short-term
deviations. Persistent negative and positive deviations are regarded as
equally undesirable.

In addition, the ECB has acknowledged that climate change is an existential
challenge for the world, and it is of strategic importance for the ECB'’s
mandate. As a result, the ECB has decided on a number of measures to
account explicitly for the implications of climate change and the
carbon transition in its new monetary policy strategy.
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Treatment group 4. Symmetric Target (ST) + Housing costs

The ECB aims for a 2% inflation target over the medium term as the best
way to maintain price stability. The target is symmetric: inflation may
sometimes be slightly above it or below. The ECB looks through short-term
deviations. Persistent negative and positive deviations are regarded as
equally undesirable.

In addition, the ECB has heard the calls of European citizens for a
broader coverage of housing costs in the measurement of inflation and
it will work towards making this possible.
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The effects of communication on ECB credibility

Effects on the likelihood that the ECB delivers price stability (in p.p.)
relative to control group

7.000
6.000
5.000
4.000
3.000

2.000

1.000

0.000
Symmetric only Symmetric explained Symmetric + climate Symmetric + housing

Source: ECB Consumer Expectations Survey (CES) —
September 2021.

Note: Regression estimates and 95% confidence intervals per
treatment group.

Communicating the ST
improves credibility

Adding explanation has the
highest credibility gains

Adding reference to easy to
relate concepts (environment/
housing costs) has no
additional credibility gains
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The effects of communication on ECB credibility by financial literacy

High financial literacy Low financial literacy

Effects on the likelihood that the ECB delivers price stability (in p.p.) Effects on the likelihood that the ECB delivers price stability (in p.p.)

relative to control group relative to control group

8.00 8.00

7.00 7.00

6.00 T 6.00

5.00 T 5.00

4.00 4.00

3.00 3.00

2.00 = 2.00

1.00 - 1.00

0.00 0.00 1

-1.00 -1.00

-2.00 -2.00

Symmetric only ~ Symmetric Symmetric + Symmetric + Symmetric only ~ Symmetric Symmetric + Symmetric +

explained climate housing explained climate housing

* Results mainly driven by high financial literacy
« Low financial literacy: credibility gains more limited; clear need to explain
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The effects of communication on ECB credibility over time

Effects on the likelihood that the ECB delivers price stability (in p.p.)
relative to control group, 3M and 6M post-RCT

* Credibility gains
dissipate 3M and 6M
post information
treatment

.  Explanation has

N longer-lasting effects
: (+6M), even in a period
of rising inflation

7/
N
A,

Symmetric only Symmetric explained Symmetric + climate Symmetric + housing
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Did the experiment stimulate interest of receiving ECB info?

Examine whether the info treatments affect the likelihood of
receiving any info about the ECB in;

o October 2021

o October - December 2021
o October 2021 - March 2022

Virtually zero effects of each info treatment in all three periods

« Effective way(s) to reach out to the public: unresolved
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Questions & Answers

* Did households listen to the Strategy Review (SR) communication?
» Most did not

« Which elements of the underlying policy decisions and their
communication are likely to bring the highest credibility gains among
the public?

» Explaining ST, reference to environment/ housing costs: neither
immediate credibility gains nor losses

» Do credibility gains (if any) differ across population subgroups?
» Financial literacy: key role

www.ech.europa.eu ©



Policy implications

Households: hard to reach but not a ‘losing battle’ for central banks

Importance to provide explanations

« longer credibility gains under adverse economic conditions

Credibility gains from promoting financial literacy

More generally, enhancing trust: beneficial (e.g., helps anchor

Inflation expectations)

www.ech.europa.eu ©



Thank you!
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Did households listen to the SR communication?

Information about the ECB: channels by age group

(% of all respondents, by information source)
B Age 18-34
Age 35-54
B Age55-70

Heterogeneity by age:

« QOlder: higher shares use
traditional channels

0.5

0.4

Younger: higher shares use

‘I ‘ social media
| I||I|||.I|

N

0
No info TV & Radio Newspapers Other ECB website ECB social Other
& magazines websites & /publications  media sources
social media accounts

Source: ECB Consumer Expectations Survey (CES) — September 2021

Note: “In the past two months, have you seen or heard information about the European Central Bank (ECB) from any
of the following sources?”. Apart from “No info”, all other options are not mutually exclusive, leading to a total sum
higher than 100% of the respondents. Weighted estimates.
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Did those (few) households that listened understand? split by FL

Knowledge of ECB’s price stability objective,
by info received (N/Y) & Financial Literacy
(% of respondents answering correctly)

Il low financial literacy

« Households that listened more
likely to know the correct
(new) price stability objective

0.60

high financial literacy

0.50

e Can benefit both, more and
less financially literate

0.40

0.30

0.20

0.10

0.00
No info received Any type of info received

Source: ECB Consumer Expectations Survey (CES) — September 2021.

“Which of the statements below on the main objectives or tasks of the ECB do you think are
true or false: An inflation rate that is 2% over the medium term in the euro area”. “Don’t know”
responses are classified as not correct. Weighted estimates.
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Trust in the ECB and 1- and 3-year inflation expectations

Trust in the ECB’s and 1-year inflation expectations

(x-axis: trust in the ECB; y-axis: average 1-year inflation exp.)
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Source: ECB Consumer Expectations Survey (CES)

Note: Pooled data from April 2020 to September 2021. Inflation expectations for 12 months
ahead of the interview date are obtained from an open-ended question and have been
winsorised at the 2nd and 98th percentiles to account for outliers. Trust in the ECB is
measured on a 0 (no trust) to 10 (complete trust) scale.

Trust in the ECB’s and 3-year inflation expectations
(x-axis: trust in the ECB; y-axis: average 3-year inflation exp.)
5.0

4.5

4.0

35

3.0

o

2.0

»

15

1.0
0 1 2 3 4 5 6 7 8 9 10

Source: ECB Consumer Expectations Survey (CES)

Note: Pooled data from April 2020 to September 2021. Inflation expectations for 3 years
ahead of the interview date are obtained from an open-ended question and have been
winsorised at the 2nd and 98th percentiles to account for outliers. Trust in the ECB is
measured on a 0 (no trust) to 10 (complete trust) scale.

www.ech.europa.eu ©




Knowledge about and trust in the ECB

Knowledge about and trust in the ECB
(x-axis: knowledge about the ECB; y-axis: trust in the ECB)

7.5
6.5

5.5 _ [ [ J L

0 1 2 3 4 5 6 7

Source: ECB Consumer Expectations Survey (CES) — May 2020.

Note: The left-hand panel uses May 2020 data and takes country-level differences into account.
ECB knowledge is based on a question from May 2020 and is computed as the total number of
correct responses to seven statements about ECB objectives.
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ECB credibility by country

Average likelihood that the ECB will deliver on its price stability objective

47
46

45

44
43
42
4
4
39
BE DE ES FR IT NL

Source: ECB Consumer Expectations Survey (CES) — September 2021.
Note: How likely do you think it is that the ECB will maintain price stability in the euro area
economy over the next 3 years? [0%....100%]. Weighted estimates.

ey

o
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Consumer Expectations Survey (CES)

* Internet panel; DE, FR, ES, IT, BE, NL; ~ 14,000 households; pilot started
January 2020 (January 2022: + AT, FI, GR, IE, PT; 19,000 households)

« Household perceptions, expectations and behaviour (incl. consumption, saving/

investing, borrowing)

* Exploit timeliness, flexibility and cross-country synchronised nature of the CES
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Possible caveats in examining (post RCT) 3-year inflation expectations

* Info treatments create numeric anchoring around 2% among survey

respondents
« suggestive evidence in favour of anchoring when looking at short-term
inflation expectations

« Relatively hard question to report inflation between t+2 and t+3

* Household expectations typically well above CPI and quite
heterogeneous (e.g., a household may expect that inflation will be
3% but perceives that this rate of price increase represents stable
prices)
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The effects of communication on 3-year inflation expectations = [1, 3]

Effects on the likelihood that 3-year expected inflation = [1, 3] (in p.p.)
relative to control group

0.10
0.08
0.06
0.04

0.02

0.00

-0.02
Symmetric only Symmetric explained Symmetric + climate Symmetric + housing

Source: ECB Consumer Expectations Survey (CES) — September 2021.
Note: Regression estimates and 95% confidence intervals per treatment group.
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The effects of communication on 3-year inflation expectations = [1, 3]

High financial literacy Low financial literacy
0.10 0.10
0.08 0.08
0.06 T - 0.06

0.04 0.04

0.02 0.02
0.00 1 0.00
-0.02 - -0.02
Symmetric only ~ Symmetric Symmetric +  Symmetric + Symmetric only ~ Symmetric Symmetric +  Symmetric +
explained climate housing explained climate housing

Source: ECB Consumer Expectations Survey (CES) — September 2021.
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The effects of communication on ECB credibility by country group

ES, IT BE, DE, FR, NL
Effects on the likelihood that the ECB delivers price stability (in p.p.) Effects on the likelihood that the ECB delivers price stability (in p.p.)
relative to control group relative to control group
8.00 8.00
7.00 7.00
6.00 6.00
5.00 5.00 T
4.00 T 4.00
3.00 3.00
2.00 2.00
1.00 1.00 =
0.00 J_ 0.00
-1.00 — -1.00
-2.00 -2.00
Symmetric only  Symmetric Symmetric +  Symmetric + Symmetric only ~ Symmetric Symmetric +  Symmetric +
explained climate housing explained climate housing
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Financial literacy questions

1.) Suppose you had €100 in a savings account and the interest rate was 2% per year. After
five years, how much do you think you would have in the account if you left the money to
grow? - more than 102€; exactly 102€; less than 102€; DK

2.) Imagine that the interest rate on your savings account was 1% per year and inflation was
2% per year. After 1 year, how much would you be able to buy with the money in this
account? —> more than today; exactly the same; less than today; DK

3. Do you think the following statement is true or false? Buying shares in a single company
usually provides a safer return than buying shares in a mutual fund. - T; F;, DK

4. Suppose you owe €1,000 on a loan and the interest rate you are charged is 20% per year,
compounded annually. If you didn’t pay anything off, at this interest rate, how many years
would it take for the amount you owe to double? - Years: <2; [2,5), [5,10), >=10; DK
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