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Understanding households’ inflation expectations:
the role of food and energy prices

INTRODUCTION

Inflation expectations are crucial to economic perfor- KEY MESSAGES

mance as they influence the effectiveness of both fiscal » Consumer inflation expectations are shaped by multiple

and monetary policies. Household inflation expectations factors—from personal exposure to price changes and

are particularly important, as they impact decisions on socio-demographic characteristics to global conditions and the
spending, borrowing, and investing. However, discus- communication strategies of monetary authorities.

sions about inflation expectations typically focus on

o - » Food and energy inflation remain crucial drivers, with persistent
market participants and professional forecasters due to

and large surges significantly shaping household expectations

th.e availabilhit.y of high-frequency data across many coun- of inflation across countries.
tries. In addition, households generally hold significantly ) . . o
higher inflation expectations than financial market par- » Swift policy action and clear central bank communication

are crucial to anchor expectations, given households’ strong

ticipants and professional forecasters. This discrepancy i - CTBHEE BAPEL :
reliance on individual inflation experiences.

highlights the importance of understanding the factors
influencing households’ inflation expectations.

In the post-pandemic period, households’ inflation
expectations surged significantly while consumer sen-
timent deteriorated. Although expectations have since
declined from record highs alongside actual inflation,
they have recently worsened even as central banks have
worked to bring inflation closer to target levels. In the

Figure 1

One-year-ahead consumer inflation expectations in
selected economies
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well above actual inflation (figure 1). Surveys show that United
households continue to expect higher near-term infla- States
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tion than current averages indicate'. This broad-based

pattern is evident across both advanced and developing .
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Higher household inflation expectations pose a chal- 3 A — / \.
lenge for central banks, heightening the pressure to ’ \/\

communicate policies and achievements clearly. Mon- 2 S —" . . ... ...
etary policy and central bank communication are cen- Euro area

tral to anchoring inflation expectations and limiting 1
the persistence of inflation shocks. Forward guidance
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1 Based on results from surveys on economic perceptions and expectations among
households between 24 March and 28 April 2025 across 29 developed and developing
countries (See De Fiore et al., 2025). Source: UN DESA, based on data from Trading Economics.
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Figure 2

One-year-ahead consumer inflation expectations in the United States
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Source: UN DESA, based on data from the Federal Reserve Bank of New York.

and transparent communication of policy objectives
(e.g., inflation targets), can significantly influence how
households and firms form their inflation expectations.

Determinants of inflation expectations

Beyond monetary policy, several socio-demographic
and behavioral factors shape how households form
inflation expectations. Income, education, age and gen-
der play a particularly important role. Recent research
shows that older individuals tend to form their inflation
expectations based on past high-inflation episodes,
recalling these selectively (Gennaioli et al., 2024). As a
result, their expectations tend to be higher and more
stable than those of younger cohorts, who adjust more
quickly to short-term price changes (figure 2a). Older
adults, particularly retirees, typically respond to infla-
tion shocks through changes in saving and withdrawal
behavior rather than labor supply or investment deci-
sions, reflecting their reliance on fixed income and lim-
ited ability to increase earnings.

Other socio-demographic characteristics such asincome,
education level and gender may also impact the forma-
tion of consumer inflation expectations. Evidence from

b) By gender
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Source: UN DESA, based on data from the Survey of Consumers University of Michigan.

the COVID-19 pandemic indicates that lower-income and
less-educated households not only faced higher actual
inflation but also anticipated higher future inflation
than better-off households (D’Acunto et al., 2022).

Gender differences also influence inflation expecta-
tions. Survey data from the US and other developed
economies? show that women consistently report higher
expected inflation than men (figure 2b). Recent studies
suggest that the primary explanation lies in traditional
gender roles rather than inherent differences in eco-
nomic reasoning. Women, who more often bear respon-
sibility for household grocery shopping, are exposed
more frequently to volatile and salient price changes—
particularly noticeable price increases—leading them
to expect higher future inflation (D’Acunto et al., 2020).
Notably, studies show that this gap narrows when gro-
cery-shopping responsibilities are shared more equally.
Beyond household roles, financial confidence also mat-
ters: individuals with higher confidence tend to engage
more with economic views and form more accurate

2 In France, between mid-2022 and early 2023, the share of people identifying inflation
and purchasing power as the main economic concern rose more sharply among women
(Bénassy-Quéré, 2024).
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inflation expectations (Reiche, 2024). Conversely, those
with lower financial confidence—who rely more heavily
on personal and salient price experiences, such as gro-
cery prices—may develop systematically higher infla-
tion expectations.

Several studies reveal that, beyond standard socio-eco-
nomic determinants—such as income, age, and educa-
tion—psychological factors also play a role in shaping
inflation expectations. Households and individuals
under financial strain or pessimistic about their future
income tend to systematically overestimate inflation
(Ehrmann et al., 2015). This bias is particularly pro-
nounced during economic downturns and periods of
intense media coverage, as news outlets often empha-
size high-profile price increases, thereby amplifying
perceived inflation risks.

Expectations also vary geographically. Individuals
in the same region often share similar experiences of
local price dynamics and labour market conditions. For
instance, areas with stronger economies may see more
stable expectations, while regions facing persistent
unemployment or structural weaknesses tend to display
upward-biased expectations. Evidence from U.S. states
illustrates how local economic structures contribute
to significant heterogeneity in inflation rates and con-
sumer sentiment (Hajdini et al., 2022).

Finally, global factors— such as commodity prices
shocks, financial market fluctuations, and exchange
rate volatility—further affect inflation expectations.
Commodity price shocks, especially in energy and food,
and financial market fluctuations can quickly transmit
across borders, shaping expectations unevenly. Because
food and energy make up a larger share of household
budgets in developing economies, such shocks have a
stronger effect on inflation perceptions there than in
advanced economies (Kose et al., 2019). Moreover, insta-
bility in the foreign exchange market often heightens
expectations of currency depreciation, which in turn
contributes to rising consumer inflation expectations as
imported goods become more expensive—particularly
in countries where inflation expectations are not well
anchored. Conversely, in countries with strong central
bank credibility and firmly anchored medium-term
inflation expectations, the effects of exchange rate fluc-
tuations are generally limited.

Role of food and energy prices in shaping household
inflation expectations

Between 2021-2023, many economies experienced a
sharp increase in inflation, driven by rising food and
energy commodity prices, supply-side disruptions, and
domestic factors (figure 3). On average, food inflation

Figure 3
Annual headline consumer price inflation and selected
components by country grouping
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Source: UN DESA, based on data from Trading Economics and Ha, J., Kose, A., and Ohnsorge,
F. (2023),'0One-stop source: A global database of inflation". Journal of International Money and
Finance 137 (October): 102896.

outpaced overall inflation and remained elevated in
many countries. Rising food prices have had a particu-
larly significant impact in developing economies, where
food accounts for a large share of housing spending.
Similarly, energy prices rose significantly, with varia-
tion across countries owing to multiple factors includ-
ing the energy dependence and the elasticity of energy
inputs respect to the underlying supply shock.

Although recent research on the role of food and energy
prices in shaping both perceived and expected infla-
tion is growing, it remains relatively limited. Studies
highlight that consumer inflation expectations are
especially sensitive to changes in prices of frequently
purchased goods, particularly essential items such food
and energy, with notable persistence when individuals
attribute a central role to these items in forming their
inflation expectations. For example, consumers exposed
to large swings in grocery prices are more likely to
extrapolate these changes to overall inflation (Weber
et al., 2022), helping explain why inflation expectations
often exceed and fluctuate more than official measures.

Moreover, household inflation expectations tend to be
positively correlated with food inflation and contribute
to persistent inflationary trends during high-infla-
tion periods, such as the 2021-2023 episode (figure 4).

Monthly Briefing on the World Economic Situation and Prospects o



Empirical evidence shows that household inflation
expectations across different horizons are particularly
responsive to fluctuations in food inflation, more so
than to other components such as energy. Households
tend to react strongly to inflation driven by food prices,
especially following substantial increases. In addition,
the impact of food price shocks on these expectations is
not only more pronounced but also notably persistent,
indicating that such shocks leave a lasting impression
on household expectations. This response is asymmet-
ric; consumers perceived price increases as more lasting
and significant than price declines (Anesti et al., 2025).
Suchbiasesanchor expectations torecent experiences of
rising prices, particularly for essential goods, amplify-
ing their impact on confidence and spending. Moreover,
the evidence suggests that household inflation expecta-
tions are most likely to become elevated and contribute
to persistent inflationary dynamics in response to large
and sustained food inflation shocks. This continuous
focus on salient essentials helps explain why expecta-
tions often overshoot broad inflation measures.

Implications of food and energy price dynamics for
monetary policy

Since food and energy prices play such an outsized role
in shaping household inflation expectations, monetary
policy responses need to account for these dynamics.
Thisraisesimportant questions about how central banks
should react to food- and energy-driven shocks, which
are often supply-related and temporary, but highly
salient to consumers. At the same time, communication
strategies may need to explicitly highlight progress on
these specific prices to maintain credibility and prevent
expectations to drift away from targets.

As household expectations are significantly influenced
by personal experiences, swift and decisive policy
responses are crucial to lowering actual inflation and
reducing the risk of de-anchoring. Central banks need to
carefully assess whether food price shocks require a dif-
ferentiated policy approach compared to other sources
of inflation. Monitoring food price developments, rather
than solely core inflation, can provide better insights on
the persistence of inflation expectations (Bonciani et al.,
2024), particularly in countries where the food compo-
nent represents a large share in the consumption basket.
Ultimately, the prominence of food and energy prices
in shaping consumer expectations means that central
banks cannot rely solely on core inflation measures to
guide communication or policy. Tailoring responses to
these salient components—while maintaining credibil-
ity and transparency—can help stabilize expectations,
particularly in economies where food and energy domi-
nate household budgets.

Figure 4

Consumer inflation expectations and food inflation in selected
economies
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Source: UN DESA based on data from Trading Economics and Central Banks.

Note: The correlation coefficient ranges from -1 to 1, with values closer to either extreme indicating
a stronger relationship. The sign shows whether the correlation is positive or negative.

Central bank communication is also key to anchoring
inflation expectations. Clear forward guidance, trans-
parent inflation targets, and a consistent policy tone
can help anchor expectations and sustain credibility.
Moreover, evidence shows that clear and consistent
communication during high-inflation periods reassures
the public and lowers medium-term inflation expecta-
tions (De Fiore et al., 2024). Broader efforts to promote
financial literacy and highlight policy achievements
also strengthen anchoring. Strong institutional frame-
works, independence, and accountability enhance trust
in monetary authorities, reducing inflation persistence
and stabilizing expectations.
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