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Literature: Inflation betas

Research question: How do investors respond to inflation?
Existing evidence is mostly aggregate: rs: = 3 X it + a + €5 ¢
[ =1 — stocks are perfect hedge

Table 1, Bekaert and Wang (EP, 2010):

Table 1: Pooled results for inflation betas

Inflation Beta Unexpected Inflation Beta
Bonds Stocks Bonds Stocks
Developed 0.28 -0.25 -0.58 -0.44
(0.13) (0.29) (0.19) (0.40)
Emerging 0.98 1.01 0.92 0.97
(0.34) (0.07) (0.33) (0.09)
North America 0.27 -0.42 -0.44 -0.99
(0.36) (0.81) (0.48) (1.26)
Latin America 1.10 1.05 120 1.07
(0.92) (0.07) (0.81) (0.07)
Asia -1.14 -0.83 -0.81 -0.86
(0.42) (0.31) (0.39) (0.31)
Africa -0.28 -0.78 -0.29 -0.83
(0.22) (1.71) (0.23) (1.58)
Oceania 0.15 -0.56 -0.65 -0.81
(0.40) (0.92) (0.46) (1.32)
EU 0.30 0.27 -0.53 -0.24
(0.15) (0.43) (0.19) (0.63)
Non-EU Europe 129 0.32 1.15 -0.51
(0.41) (0.42) (0.20) (0.41)
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Literature: Braggion, von Meyerinck, Schaub (2023)

@ Research question: How do investors respond to inflation?
@ RQ challenging to answer!
e Braggion, von Meyerinck, Schaub (RFS, 2023): Answering requires

e Investor's security transactions — & 2,000 bank clients
o Investors need to pay attention — German hyperinflation of 1922/23
o Inflation expectations — Local realized inflation

@ Drawbacks:

o Inflation expectations not directly observed
o No exogenous variation in inflation expectations
e Data from 100 years ago — investors have passed away

Finding: Investors sell stocks, potentially because of money illusion
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Appraisal: Schnorpfeil, Weber, Hackethal (2025)

@ Schnorpfeil, Weber, Hackethal (2025):

e Investor's security transactions — & 2,800 bank clients v’
o Investors need to pay attention — Germany 2/2022 v/
o Inflation expectations — Surveyed v/
@ Overcomes drawbacks:
e Inflation expectations directly observed v/
e Exogenous variation in inflation expectations v*
o Contemporary data — investors can be surveyed v’
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Findings: Schnorpfeil, Weber, Hackethal (2025)

@ Recall: rs: =0 X it + o+ €t

e Findings:

Investors well-informed about r and /, but not well-informed about /3
Investors overly optimistic about

Large heterogeneity in beliefs about 3

Shifting E(i) does not affect E(r)

Information on 3 affects E(r)

Information on [ affects both real and hypothetical trading

= Novelty: Elicit beliefs about return impact of inflation (/3)
= Beliefs about return-inflation link (/3) are crucial for E(r), E(i) less so
= C. Roth: We should understand which beliefs are decision-relevant!
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Agenda

| agree with the paper’'s main point

Should we worry?
o Lots of effort spend on understanding formation on expectationon i / r
o We should care about how beliefs impact markets
o Beliefs much more difficult to elicit than expectations

Paper is R&R at the Journal of Financial Economics — congrats!

Importance of beliefs about 5 raises many follow-up questions:

@ Comment 1: Formation of return-inflation beliefs
@ Comment 2: Market-level consequences of 3 heterogeneity
© Comment 3: State dependence
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Formation of return-inflation beliefs

Key question: What drives beliefs about 37
o Experience?
@ Likely informative: Elicit beliefs internationally, because s vary
e Figure 2, Bekaert and Wang (EP, 2010):

Gk s o kN w s

b 4 & &

@ Do betas elicited internationally correlate with country-level betas?

@ How much can betas be shifted across countries?
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Formation of return-inflation beliefs

Key question: What drives beliefs about 37

@ Mental models? Narratives? Stories? Memories?

@ Andre, Schirmer, Wohlfahrt (WP, 2024): Mental models matter

e Graeber, Roth, Zimmermann (QJE, 2024): Stories over statistics

o Likely informative: Repeat experiment, add open-ended text questions
to understand how people reason

@ Quantify how much different reasons matter

e Answers may link stories/statistics/experiences (prev. slide)
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Market-level consequences of 3 heterogeneity

Key question: What happens with aggregate outcomes when there is
more/less heterogeneity in beliefs?

@ We ask individuals (micro) about an aggregate relationship (macro).
How does micro aggregate to macro?

o Self-fulfilling prophecy: If all investors believe that stocks are a hedge
against inflation, investors increase value of stocks, and stocks
become a hedge against inflation

o But: Without heterogeneity in beliefs,

e prices would move without trading
o there would be little volatility
@ Focus of the paper is on retail investors

e How do beliefs differ across investor types?
e Is this another source of heterogeneity?
e How does this aggregate?
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State-dependence

Key question: Are the results sensitive to the inflation environment?

e Paper: Shifting E(i) does not affect E(r), while information on /3
does

@ What would our prior be? Many participants did not experience
inflation for a long time!

@ Seems intuitive to me that the inflation environment matters, as
attention to the macroeconomy matters

o External validity: Germany, Covid-induced inflation, inflation
environment?
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