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Inflation dynamics

Quantile autoregression:
Ty = U+ PTTe + Epyq P(ery1 <O|F) =7
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Quantile forecast — Direct approach

Two step ahead forecast:

iy = U+ PTTe + Epyp
P(ets2 <O|Fp) =7

Terp = U+ pmty + LZ1(0) + &4

MIDAS volatility proxy:
Z:(0) = Zw(0)|Ami_p|

This Is a problem of model selection.
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The impact of inflation risk measures

I@R;: qr(Tey2|Fe)

QR q1-r(Tei2|Fe) — qr (2| Fe)

ASY:

Tz = Po + B1IQR; + Pol@R; + -+ + €445 E(er42|F) =0
Teyp = U+ pmte + Z,(0) + £y P(eri2 <O|F) =7

» If I@R, affects the mean, it should also affect the quantile.

 The standard errors of the OLS coefficients are affected by
the first stage quantile estimation.
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lterative quantile forecasts

Is quantile multi-step forecast really unfeasible?
YVe+1 = U+ PYe T Et4q P(ery1 <O[F) =7

Verz = (L +p)p + p2ye + peryq + €142
P(et42 < O|Fpyq) =7
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lterative quantile forecasts

Is quantile multi-step forecast really unfeasible?
Ve+1 = U+ PpYr T €41 P(ery1 <O|Fp) =7
Verz = (L +pu+ p*ye + perpr + &ryz

P(et42 < O|Fpyq) =7

Qe V2| Ferr) = L+ p)p + p%ye + persq
Q@ V21 Fer )| Fe) = A+ plu+ py;

Law of Iterated Quantiles (Chavleishvili and Manganelli 2018)
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Quantile VAR

Vir1 = C+ By + €441 P(er+1 <O|F) =7
B Tle | — Inflation
Yt = ft — > Financial stress (CISS)
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Quantile VAR — One month inflation forecast
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Quantile VAR and quantile impulse responses

Ves1 = C+ Bys + €44

— Inflation

— > Financial stress (CISS)

5
Y =11,

|dentification: Inflation immediately affects CISS
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Quantile VAR and quantile impulse responses
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Quantile VAR and quantile impulse responses

Reaction of inflation quantiles to 90% shock to CISS
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Conclusion

 Intriguing application of quantile regression to inflation.

« Construction of inflation risk measures can help policy
makers better understand inflation dynamics.

« Usefully complements the idea of Growth-at-Risk (IMF).

* Promising area of research in macro time series, to be
extended to quantile VAR.
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