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ABSTRACT

This paper attempts to demonstrate the critical role of expectation
horizons in economic agents building their expectations for the future, It
starts with the analysis of what constraints the economics—based assumption
related to information efficiency could impose in the stochastic process, and
then suggests a new concept, random revision of expectation, to refer to the
case when the adjustment process of expected variables employs newly
generated information only, According to the inflation dynamics formula
drawn under this condition, the demand pressure measured by output gap is
found to cause different impacts on inflation according to different expectation
horizons. The empirical analysis of this model using the data on Korea
reveals that a short expectation horizon causes coefficient estimates to become
small and statistically less significant,
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shais] il AR Aohx) 71e) thewt 2o AR thehd 5 olrk

EBxy = B = v, )
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Yi=p(L)Yi+e,,, €,,~iid(0,0,) 11)

oI7|1M p(L) = py L+ p,L? 4+ p, L7, a(L) = ay+ a, L+ a,L*+ agL*+---+ a,L 70|11

= ARt Hlag operator)©]tt.

Al (M~1D)L thofsl Q0152 o|F oA FZ2A AJAY X (structural time series
model)S FAJBIAL Qo o2 Zoksle] EVAISE AR wpAalo 2 H3keld ke
1} o] n)gi7|t)E ESHSE AlA 1A Y A(new Keynesian Phillips curve) 24413} &

AR Bepe] Ao ek 4 9lek

m= Elm ]+ (Y Y+ (12)
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é@ﬂ Ao LEhdTt b, oF AolA AARE el Clshi E7MsE M=
g2 WA= ZIdeet A AIAES Folug 77|13t f = oo
% # o, F3te] 71EH717J°ﬂ et 712 E, (1., )= E7VSsE digh 47
SAZ ST = U Aolrh ol A (14)0l Al sk,
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1 1
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HaEk 2AR0Le Jlg7|7io] ekl AACIEHR Lebd % SltkMorley et al
[2008)), webA A} (19) S¥le] AN JjAE shke] SEUAR B 4 ol WA A
e E7MSE YAEY] = dF9 24H SEFA| Q% (unobserved stochastic
trend) 0.2 2G5, 7|d{Ha7 JojF HAVHS WAt 7S YRS

€ FA8AT SLT A4S skl e & 4 vk wEkAd @ H 48l e7MeE
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A7) mRol Aei717te] ket WAL thEA] U B A
BgT AFH LYol AR T2 BUE AL o9 AW 4 o
Ak oAk Slok g ApEubgel BAS Py Ao @%Al
o] o 71zl WY1EHESS By BHY 7187k Aigee 2
2 At /BRI elE71e] s, ui o] Fow s BYL
A7} F2e) el uek AT Mol ek 4 928 A
oleh, AR Lee and Nelson(2000)& v]e] A5 A28 ol85to] 47]2]
3 AT, AYEI Sl WAE kbt A2 A wY ol
A5 Zei7\7e] whet 24 08014 Fd) 0.037H4) Hol7h 1e-g Holx ot 5
17] 719712 ARG vl g A9 BYL ARG 00 7R o &
a¥lo] Bt UAS 0 AL o5k g AOR veRdtt ol 7|29 ule
me] #4 Aueh ANsHe Aom, WA A4l vl SR
AUAH: 4 (159 FU2 HPE 5 UL HolFm ek

.

I Qalgate] 45 2 ASFolH K2yl 3
B A Seluete] 42 ol8stel o golA ANT BAFEERE AL
st AEAOR BAESLE AEdoldnt B WA olfshet, Seluetol
Fhe wrdshA) Ehe 0= Ut A4l GDPE of

BRgalA] Ttths ARS AR A ME Ty
dhgoln], Fe] ofe] BT ME thEm gtk ole] HslAE o2 b olg7t
AN Gz, 7)Ao zE Seluete] 2 Aol tat Bl el Eelsh
2hg3ks gao] 9la Aol Tt A Aol Fokst Alglol] whge] Alglo]
T opfo) MslE vehts o] vk whebd AAIH Aeixe) Ag HEo] ulA

ABEATE] WEE SHo]7] tEel AoE FEEL & Aol GDPE olgle]
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GDP(gap)oll ?1&dolAlo] vhgsh= =S F7dstarAt it
A oW HERE] 9] (VAR E & ] 3?"4 FElyEte] SV Ak 7o) A=A
o] 71242 EALS AMEES sl Aol tiet Ame SUAE E71E AE
GDPAERA)E ol-&stlaL, Ql&do Vﬂ% GDP HZ&olelE ARz, A=
< 19719 127158 20189 3&7]7FA[]eE 10 ¢F W= ©9lE(unit root)<
7HAAL Q= A= YERHL 13} A2 AlA| DS o853t VAR B o83k A
FEAO] Adukzle] HHHo| wet 1ElA QlvaA] HAA(Granger—causality test), 524
1 A RAESE 351911, 1 Aat= (Table 1) ¥ [Figure 1]
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T St &, IAY Q&Y oldoe] AR AErel nAle RS FESHAl kel
Hsl], A AFEraS AR A& ool FolstHAl(R< 5% PIRh) FS F
= Ao g yehygth =2Fd e (reduced form)2] VAR EA o)A W40 &A= -
g AL b dAFEQl adlo s ZgetuR IR JufA|e] Aol LAs)
o] GDP—E7VV\E-4 A5 ARSI
SeatiREel o] dat, GDPY dl& ke it AH4le] FAo) ofs AT
=, Q % dlojde &bz oF 4477] o] SR ¥ GDPo] T4 S WomA oF
8&7] o]Foll= 10% B=7HA| = Aoz vehal §l 3
GDP= A5 tj3f] oF 477 Axo] 7 vhg-2 YER
- A7SAE FFAQ Gl Sl Ae= vEhtar Qlvh 3HH, GDPe QlEdolA
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olefet 7ol AR B & 4 = AL AHEEe GDPE QB 0|4
10 2vete] AL E7RPYE#A|(inflation targeting) S AAISE 1999 A3z BEXA7|7HS Uipo] =

“gsto] HlJLOH Eh Zlo] Hasht, 19999 0|59 she|iol| disid= E2 7t Ho] 24N
AHgo] B3t Aoz Ueht} oA mE7|7lo| taAgt EAskgIc)

11 AREi57E 99 Zathe AMS eefdfE dudl Abdoln, vt dioleldolAz HEE
the A2 ARt Aoz Helry, J2fu GDP HEe o8& SA% &l dith ahel A8
o] ek 21 2t S AolA] Al Ui,

12 VAR A713]H A= 42712 AT VAR 24 Al AlRF Aol 7t ofg] 7H4] 7]Ee] e
uh AR AaprE dojAolx] ¢har 3~77oll AA 7] whizel g (parsimonious)?] o5& At
g Aok,
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(Table 1) Results of the VAR Estimation

A. Granger—Causality Tests

Dependent variable in regression
Regressor
Y T
Y 0.02
T 0.41

B. Variance Decompositions from Recursive VAR

B.i Variance Decomposition of Y

Forecast Forecast Variance decomposition (%p)

horizon standard error Y ™
1 1.67 100.00 0.00
4 1.75 99.59 0.41
8 .77 98.24 1.76
10 177 98.04 1.96

B.ii Variance Decomposition of =

Forecast Forecast Variance decomposition (%p)

horizon standard error Y T
1 1.64 1.85 98.15
4 1.87 5.31 94.69
8 2.07 888 9112
10 213 9.51 90.49

Note: 'Y denotes the GDP growth rate, and m denotes the growth rate of the GDP deflator, The entries in Panel A
show the p—values for F—tests that lags of the variable in the row labeled Regressor do not enter the
reduced form equation for the column variable labeled Dependent Variable. The results were computed from
a VAR with four lags and a constant term over the 1970:1~2013:ll sample period.

aFRThe A7 Ao] Lo, vk QlEdlol4e GDPY] fodh RS W= Al

o]
2 ok 4 QIekis ool eiufet ARAlA ekt

=4 Aokom Agdtel o PolH AHF F2H AAY RBL FPshact

w0
=0

A& (persistence) &= ==
[e)

13 =2 o7t 23 vo|uR <duteleh= o Fostoiof ity &, tHsRY &2
o
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[Figure 1] Impulse Response Functions (Response to Nonfactorized One
Unit Innovation+2 S.E.)
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ef ol 7] & A&deld 7. 2=, 18 714549 %‘%LE O] FoA At
m= B+ (Y, - Y+ (15)

el 2F FHQ FPAS AA X5E o] &ste] 51| YA GDPeF IEY)
oldE FH Y 2B acloR RS, wEadl 1] AuAEs Tt AU
%’\] of =8fslofof glct o]& flaf 2HE o] Fo]% 24 QA unobserved component)

2 bt o] ALt

Y, = Yi+ ¥ (16)
Vi= et Yy, (17)
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P3 Py

Yi=Bomi+ Do Yio i+ DB+ €yt 19

i=1 i=1

T, =+ (19)

7r: :71':,1 T, (20)
Py Dy

T = o Y+ Eai Yo+ Zcbﬂrf, i T €n @1

i=1 i=1

AL 7Pgstal Z4zy 4] (16), (17) 12)aL (19), (2003 o] skt ehd, F W] &
22l Vi mi= F71(EHD) 2 ARl deagshs Aoz AT o gl
of2iet 2B A7) 3] (structural VAR) FE] HE 2] Egh#Ql o
AsirE F7H4Q A2 (dentifying assumption)©] HRsit}, ¢
gyt AnE olgste] #ARt 7|22 ArEde T8 AAE-dEdeld BACIA
AERI]) GDP7E Hop ejiF ez gjole Al SIS ok,
S RE FA 719 7HAFAL BA W thefRt v 8.elof o3 HE@ AR 3
Eipgo] AR Aoln, dEfwel I3 T e A AR dele AS & &
Ak, w2bA A (18)olA A 719] QIEFlelde]l FA 719 AlEel rAle FEFE W
Bl Aol 09 AIK(B, = 0)= T3kt ol2fet AHof Lot AoFer 4 (18)

A (21)2 SO FHe] VARE S| H$ho| 7FeafiA|n, 2| (maximum likelihood)
= &9l AlrE % & A Argtore] HYo| rhseiXi), HH, 2 nEgo)
de A 9 =3 ale] Halel £8al 1He] A4S sAlo| dstnR 4t
ol FgHo|A] gt 5wk FHIAS 7T g 7kasksr "dart glof, olegt
Aol Aagh ARl AloF eloe F71AQ1 Aok Fapsigitt, 41 A (18)7 (21)
oAlA 2718 A5 271= B (p; = 2,5 = 1,2,3,4)31%en, A=452] 4 &
A& Aetskar ¢ «=ghadle) AsAg-S Wes] s5b7] flste] 5, =0,4,=0,i=1,2
o] Aloks F7stet.16

14 GDPS| 29 4437} Hos) BAERR, SelTenif) P& TIHE 202 Ayskglon, 4
: JolA19) ARRES Fol7] 9Js) Aol 218 H3 T HFFAE A}
WA o3ty 2R YS o] g3t AEdlold Sl HSIA Gordon(1997), Laubach

£ 2sp) Wik,
15 =, 293k (likelihood function)?] xFHo] =242 2| *](global maximum)S RMsH= o] AsH
Aol glov, 2zl et Ao A 2k ekl MsRts Ao ekt A A

Z](local maximum)©l] HZF=E Zloz Helt},
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(Table 2) Estimation Results of the Unobserved

Component Model for Output—=inflation

Reduced form VAR Structural VAR
0.027929 0.000376
UU YV Ué’u
(0.005559) (0.000256)
o 0.019394 o 0.000135
ey (0.006606) (0.00009)
o 0.012771 0.608464
or (0.002689) P (0.121585)
o 0.012638 p 0.151505
(0.003559) 2 (0.067000)
—0.000472 o 0.258503
vye (0.000284) 0 (0.143801)
o —0.000111 o 0.458452
UrCr (0.000091) 1 (0.33428)
o 0.000082 o 0576504
vyl (0.000014) 2 (0.222029)
—0.000097 0.759969
o . _ .
evey (0.000021) 2p; (0.112143)
* 0.608464 1293460
P1 (0.121585) 2oy (0.591684)
* 0.151505 0.062049
P2 (0.067000) v (0.056346)
o 0.301162
1 (0.289066)
o 0.537340
2 (0.203029)
Log—likelihood 960.960553

Note: The numbers in parentheses below the estimates are standard errors.

(Table 2y° WeRd —?—X 23}, diF2e] g4
ERgTh WA A B a2k 2919 £ AaE ATEH, GDP Aol it 549
AL FRAZE 2ghadl S49 #at FAAEG I YEh, dRHE o GDP FAof
sl 7HAAL Qs 1A 2 of2fRt A= GDPof tidt FAl-wgk 89S 24
TolA FF YEhtes 2atol7]= SR, ofol| digh dget

So] A0 GOt Ao
=]

2

AL GOz gt 71&

16 o]efe Aloke mage] Aot s)4e] WAel A& ohch thil, AY] BRL HeMM)OR
ot BPgIA e A el Mgk AUSH: o 49t olelgel Lehl
of, ol W37] $I5k A4 WIS 918 Aol

=
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AABFASL S4do] 41X ekt e olA] AREmee] ZAaglel] et WEe] Xelst
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= Jer b}EP/b_’— ‘ilEP 7t 4 A5 FAZAA Hgt 1ol 7]
A&l R Yehy] wiZel AdaoR fuiEe dye OP‘d ACE Kol
El %ﬂﬂrﬂoﬂﬁ Uehd SR8 He GDPe} QlEdo]4e] A8l
SHHAE 7HItkE Zo|th 1T (Table 2)0ll4 24t 0, , FHA]
4E w22 Zlo® Holu, FAISAS Eibke ol85te] AR
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7HESE B L 9fo] ARl Hisixe S¥s] 2R Zlo] ji7] wieel &
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dolde] Al E2 o] IE ol Yol RigE= Ao & & & Aot
Aol AAET 9T WA, & 279 Hals AT & REe FHs
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~
g
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olo] A acle] el Bt HeS a4 thRolof st Bty wukEu, duk 2
AT Aibs FA|0Q) 710 FEA] fOlF $EoR UEhiER $eutete] 49 4
715wl AR 9 7Mee AASL Qtka @ 4= Qe

EEAL F2 100] ARARIS e PO AN oF 0,400 Hek

o thet ARG S0 BB ek ol B
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wike s ARk Ho] 9T J3E nHS AoE AZE & 4 @)Y
2B 2}7| 8] (structural VAR)®E WollA &F WH42] & 713F We| Ao2kg v

Al apoll BEFE=T, oladt a8 A77F Folulet =Y BS olF FoF

o8 Agsto] FAHA =W el F4 1He] FEARSE Uehr] ajitoltt,
TR 22ha Q] 7He] Ao Ae-S UBtllE Al 84 (Table 2)9] 95 4
of yepd =4 ZdaE S AnEA A AREws] #8821 23 A3 =Y
(AR(2)) 0.2 34T AL A4=2] & oF 0.76 H=z Ueht, 2 A L Ao
A& *é(perswtenceH A FEo] Al ¥E AeRE Kk 3, & Ao
8 A AREegka o] digh QIS ol RESAI: § oY FEAE HH A
719 AtEe2ka]l 1%p A5 9719 AdEHoldS oF 0.259%p *o% 1719, o]&gt
aik= 27] 7 Xl*ﬂﬂw AZY oS 1.29%p FsAl7|= Ao2 Yepgt) Al
¥ wfhalo] QIEH ol vAl= JF AT A YEls=dl, o= vl
AZH ol el tigh 7 7I7to] A7 Aol Feti= Holl 53 Dart ok &,
12 IEdolde] 77 Itks 71efekrs oleRt 7k A7l= A #Aaste A
4= Q1L HH7)7el 7] 32 AAsks A 1 9% A (169 Alg v 2 vEhdt
o] 0.062= 71 =77} @A FHAEIL FAZQ FYPE XS] Holx= %
UFERLRaL it 2t

o& FIF -4 of

¢

=}

i e

7, = B, +0.259(Y, — Y'), SE=0.144
7, =Em,,,+0.062(Y, — Y/), SE=0.056

ol#gt Atz miFo] gt ZIHi7E @riskEnk 1 717 Wiel| oS TR =2al
o] &= @A il Wgshy] el HA wgkalle] FdE ek

| He= Ae2 53 5 Qo W2 Z7|gte] A7|ekdes eghadle] o

g &A= Hat 0ol A HER @A 7|g o] & FFS A ¢ "ok

ol A2 &% H A AR ATIMSE ke Aol FAFAIES] vzl d

g 7I07F @riskEes dEdeldel diRt 92 28] o Ade vt
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21

=, 2 VAR meold] Fofat AMAKslelA o, =0, /o’ o] AL ARl dhielh
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Al ZAE 27] ofl Alo] AMdoltt, tik, Fxte] 2502 = AHAVSE | Hitt &
spalio] 2 A9 Jltiritto] TSk Flsdo] & Ao Az %, ARIo) WE
gol AR AARlM= B712% Aglel wet feshs A Add & e oz ¥
sh2 sk ek A% A4o] ohd Aow melch elm 4w AXHH
Ao WHs] ololA Aol AAFASS HH WAe] JaF welsh] s ol
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Z H] YA (dynamic inconsistency) AL} 55t Wto) A AT 4= )& Aol
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1)
i
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7Fsst, 85 7hset Ao Ao e AEe A nHdiSe] A 9=
o2 A Fsh, vlEof] tigt ehelA] oS A FAHRe] dA A0 FLsHA
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Aol 3 BAH folHE
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