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Exploiting the German reunification, we study how households adapt to a new environ-

ment in their macroeconomic forecasting. East Germans expect higher inflation than

West Germans decades after reunification. These differences are likely driven by the

persistent effect of the inflation shock after reunification, which contrasted strongly with

experiences of zero inflation in the GDR. East Germans’ higher inflation expectations

are reflected in higher consumer debt and lower bond holdings. Our findings suggest

that large changes in the environment can permanently impede people’s ability to form

expectations, with an important role for the interaction of experiences before and after

the event.
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1 Introduction

Expectations about macroeconomic variables play a central role in models of household

behavior. For instance, the expected rate of inflation should affect people’s consumption

growth through the real interest rate, influence the timing of durable good purchases,

and shape portfolio choice by reducing the relative return on bonds. Previous literature

has found empirical support for these predictions (Armantier et al., 2015; Crump et al.,

2019; D’Acunto et al., 2018; Malmendier and Nagel, 2016; Vellekoop and Wiederholt,

2019; Dräger and Nghiem, 2018).1 Expectations about inflation are also an important

determinant of actual inflation in New-Keynesian macroeconomic models. In addition,

households’ ability to form accurate macroeconomic expectations has major implications

for the effectiveness of fiscal and monetary policy (Coibion et al., 2018b).

However, forecasting macroeconomic variables is a complex task: There is large het-

erogeneity in household expectations, and household expectations differ systematically

from those of professional forecasters (Das et al., 2019). Moreover, people resort to im-

precise and incomplete sources of information such as their shopping experiences (Cavallo

et al., 2017; D’Acunto et al., 2019b) or realizations of macroeconomic variables over their

lifetimes (Malmendier and Nagel, 2016) when forming their expectations. Forecasting

macroeconomic variables should become even more difficult when individuals are con-

fronted with large changes in the economic environment, as they occurred frequently in

industrialized countries during the last years. Current events such as Brexit, the re-

vocation of free trade agreements, and the large waves of migration imply that many

individuals are exposed to substantial changes in the economic environment. Do house-

holds quickly adjust to a new environment in their macroeconomic forecasting or do such

changes permanently impede their expectation formation? Which factors matter for how

well people adjust to a new environment? Answering these question has important im-

plications for policy and provides insights on the expectation formation process more

1However, the existing evidence on the effect of inflation expectations on consumption behavior
is mixed. For instance, Bachmann et al. (2015) and Burke and Ozdagli (2013) do not find a strong
association between inflation expectations and spending. Coibion et al. (2019) find a negative causal
effect of expected inflation on durable spending in a randomized control trial.
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generally.

This paper studies these questions using the natural experiment of the German re-

unification, which transformed the economic system in East Germany from a centrally

planned economy into a market economy. Inflation had been close to zero in the German

Democratic Republic (GDR) due to price controls. In the years after the reunification,

inflation spiked in East Germany, while it remained modest in West Germany. Conver-

gence of inflation rates in East and West was achieved by 1994, five years after the fall of

the Berlin Wall (Figure 1 Panel A). The analysis uses survey data on household expecta-

tions from 2000 onward to examine whether East Germans’ inflation expectations have

converged to those of West Germans, who had lived in a market economy for decades at

reunification, and whose expectations are used as a benchmark.2,3 [Fig. 1 here]

East Germans expect higher inflation than West Germans decades after reunification.

In our main dataset, the Bundesbank’s Panel of Household Finances (PHF), having lived

in the GDR is associated with a one percentage point higher expected inflation rate in

2014. Thus, East Germans overpredicted inflation by even more than West Germans,

who expected inflation to be 2.6 percent at the time of the survey while realized inflation

was below 1 percent. Differences in expectations are also present in quantitative and

qualitative measures of inflation expectations over a longer period from the GfK Consumer

Climate Survey. In each year, East Germans on average expect between 0.7 and 1.1

percentage points higher inflation than West Germans (Figure 2 Panel A), conditional on

time fixed effects and household characteristics. While part of the effect seems to operate

through higher perceived current inflation among East Germans, the major part is due

to East Germans expecting a larger increase in inflation. [Fig. 2 here]

Moreover, East Germans are more uncertain about future inflation, as measured using

a survey question from the PHF eliciting subjective probability distributions over future

2Next to the convergence of actual inflation rates in East and West and the importance of infla-
tion expectations for policymakers and macroeconomic models, focusing on inflation expectations has
advantages in terms of data availability.

3Among others, the natural experiment of the German reunification has been used to study the
formation of political preferences (Alesina and Fuchs-Schündeln, 2007), savings and financial behavior
(Fuchs-Schündeln, 2008; Fuchs-Schündeln and Haliassos, 2019; Laudenbach et al., 2018), consumption
behavior (Friehe and Mechtel, 2014) and firm expectations (Triebs and Tumlinson, 2017).
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inflation and East Germans’ tendency to report rounded forecasts (Binder, 2017). More-

over, the average subjective probability distribution over future inflation among East

Germans is more negatively skewed relative to West Germans.

What explains differences in expectations between East and West Germans? Selection

or differences in the current environment, consumption baskets, financial literacy, general

pessimism, risk aversion or trust cannot account for our findings. Instead, there is support

for the idea that the inflation shock of the early 1990s, which contrasted strongly with

the norm of zero inflation in the GDR, led East Germans to persistently overadjust the

level of their expectations to the new norm of rising prices. There is a much stronger

East effect on expected services price inflation than on expected food price inflation.

While the inflation shock of the early 1990s was moderate for food, it was substantial

for services. Moreover, current differences in expectations about other macroeconomic

variables are in line with how strongly the events in the years after reunification contrasted

with prior experiences in the GDR. The East effect is stronger for cohorts that have had

longer exposure to the GDR and zero inflation. Combined, these points suggest that the

interaction of the old norm of zero inflation and the inflation shock after reunification is

driving the persistently higher inflation expectations among East Germans. We provide

more formal evidence on this mechanism by estimating learning from experience models

(Malmendier and Nagel, 2016). A model that assumes that East Germans treat each

year they have spent in the GDR as if they had experienced relatively high inflation of 5

percent best fits our data, consistent with the idea that longer exposure to zero inflation

amplified the effect of the post-reunification shock.

Moreover, East Germans overpredict inflation by more following high inflation realiza-

tions, and this heterogeneity is more pronounced for cohorts that have spent more time in

the GDR. Similarly, East Germans adjust their inflation expectations more strongly than

West Germans in response to the introduction of the euro or the financial crisis. One

interpretation of these findings is that high inflation realizations or new regime changes

trigger associative recall of the inflation shock after reunification (Kahana, 2012; Bordalo

et al., 2019). The interaction of experiences and current events and the heterogeneity

3
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across cohorts are also reflected in the evolution of higher moments of inflation expecta-

tions over time. Specifically, there is more disagreement among East Germans, and the

distribution of forecasts of East Germans is less positively skewed and has lower kurtosis.

These patterns become more pronounced during periods of high recent inflation.

Finally, differences in inflation expectations between East and West Germans are

reflected in lower bond holdings and higher holdings of fixed-rate consumer debt among

East Germans. We also conduct our own survey and find that East German respondents

choose higher loan-to-value ratios in a hypothetical home purchase financing scenario,

that East Germans rank “protection against inflation” as a more important feature of

investment opportunities, and that they agree more strongly than West Germans to

statements on how expected inflation affects their debt and savings behavior.

This paper contributes to a literature that uses survey data to study the formation of

households’ macroeconomic expectations (Coibion and Gorodnichenko, 2015a,b; Coibion

et al., 2018a; Bailey et al., 2018b,a; Armantier et al., 2016; Coibion and Gorodnichenko,

2012; Binder and Rodrigue, 2018). Some papers document that households only partially

form their expectations in line with theoretical macroeconomic relationships (Carvalho

and Nechio, 2014; Dräger et al., 2016; Andre et al., 2019). Moreover, households seem

to recognize true patterns in the data-generating process qualitatively but not quantita-

tively (Armona et al., 2019; Roth and Wohlfart, 2019). D’Acunto et al. (2019a) show

that especially individuals with lower cognitive abilities hold imprecise inflation expecta-

tions. This paper contributes to this research effort by showing that households can have

permanent difficulties to adapt to a new environment in their forecasting.

Our paper is related to the literature on the role of experiences in macroeconomic

expectation formation (Malmendier and Nagel, 2011; Madeira and Zafar, 2015; Kuchler

and Zafar, 2018). Most closely related, Malmendier and Nagel (2016) show that cohort

differences in inflation experiences predict inflation expectations of US households. This

paper extends their findings by showing that experiences can be an important mechanism

behind the adjustment to a new environment. In particular, people seem to compare ini-

tial experiences in a new environment to experienced norms in the old system. Moreover,

4
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the findings of this paper suggest that current events could activate memories of similar

experiences, indicating that there may be a role for associative recall on top of the learn-

ing from experience mechanism. This paper also highlights how inflation experiences can

affect mean, dispersion, skewness and kurtosis of the distribution of expectations across

households. Finally, we move beyond the analysis of point forecasts by showing that the

experience of an inflation shock shifts household-level subjective probability distributions

over inflation upward, makes them more dispersed and more left-skewed.4

The rest of this paper is organized as follows. Section 2 describes the setting and

research design. Section 3 describes the data. The main results on differences in inflation

expectations between East and West Germans are presented in section 4. Section 5

presents evidence on the mechanism behind these differences, while section 6 shows how

differences in expectations are reflected in differences in behavior. Section 7 concludes.

2 Setting

This section discusses the setting and our research design.

2.1 Economic transition in East Germany

After the division of Germany in 1949, a capitalist market economy was introduced

in the Federal Republic of Germany (FRG) and a Soviet-style centrally planned economy

was installed in the German Democrat Republic (GDR). Prices and wages were allowed

to adjust freely in the FRG, resulting in fluctuations in inflation up until seven percent

during the oil price crisis in 1973 (Figure 1 Panel A). In contrast, price and wage controls

as well as state subsidies ensured that there was essentially zero inflation in the GDR.

As in all socialist countries, devaluations of the national currency and shortages of

goods generated inflationary pressure in the GDR. However, two factors helped to keep

prices in the GDR stable. On the one hand, the special relationship with the FRG

allowed to import goods and maintain high debt with West Germany (Melzer, 1987).

On the other hand, the Soviet Union viewed the GDR as a “showcase for socialism” and

provided extensive monetary and material help (Landsman, 2005). As a result, the GDR

4Beyond economic expectations, macroeconomic experiences matter for risk-taking (Malmendier and
Nagel, 2011; Ampudia and Ehrmann, 2017) and political attitudes (Roth and Wohlfart, 2018).
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was the only East European country that managed to maintain price stability (Nuti,

1986), and official inflation statistics for the GDR are viewed as reliable (Vanous, 1984).5

The GDR joined the FRG in 1990, one year after the fall of the Berlin Wall. The

economy was transformed into a market economy and price and wage controls were aban-

doned. The Deutsche mark was introduced on 1st July 1990, and East mark could be

converted at a rate of one to one, in line with its relative purchasing power (Sinn and

Sinn, 1993).6 Between 1990 and 1993, East Germany experienced a sharp spike in infla-

tion, reaching an annualized rate of 24 percent in the first months after monetary union

(Sinn and Sinn, 1993) and 13.4 percent in 1992, the first year an official inflation rate was

published. Inflation in West Germany remained modest at 3.9 percent.

Inflation rates in East and West converged in 1994 and remained nearly identical after

that. Importantly, the two price indices were calculated accounting for compositional

differences in spending (Friehe and Mechtel, 2014). Moreover, consumption patterns in

East and West had largely converged by the year 2000 (Statistisches Bundesamt, 2003).

Consequently, from 2000 onward, only one official inflation rate, based on a common

consumption basket, was published. In addition, by 2006 also price levels in East and

West Germany were almost equalized, with West German prices being 6 percent higher,

mostly due to higher rents (Bundesinstitut für Bau-, Stadt- und Raumforschung, 2009).7

2.2 Discussion of the research design

There are several advantages of using the German reunification to study how well

households learn to forecast inflation when they find themselves in a new environment.

First, regions that became part of the GDR and FRG were similar before the division

of Germany in 1949, for instance in terms of per capita income and shares of employ-

ees working in different industries before World War II (Alesina and Fuchs-Schündeln,

2007). Second, the reunification was unexpected and exogenous to the individual. Third,

5Exposure to rising prices of Western goods was likely minor among East Germans because of the
ban of the possession of Western currency until 1974 and because of the high prices of goods sold in the
state-owned Intershops and on the black market.

6This exchange rate applied up until a threshold of 4,000 East German mark, while savings exceeding
this threshold were converted at a rate of two to one.

7See also the discussion in Berlemann and Enkelmann (2014), who examine differences in inflation
aversion within Germany.
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economic agents may not adapt to changes in the environment that are perceived as

transitory. However, it was clear by the early 1990s that the reunification would not be

reversed. Finally, the analysis compares the expectations of East Germans after reunifi-

cation to the benchmark of expectations of West Germans, who had lived under a market

economy for decades at the time of the reunification. The availability of a control group

is a key advantage relative to large economic changes affecting an entire country.

There are three potential disadvantages of our setting. First, around 3 million indi-

viduals emigrated from East to West between 1949 and the building of the Berlin Wall

in 1961, a large share of whom were intellectuals and entrepreneurs (Heidemeyer, 1994).

Migration was very modest between 1961 and the reunification (Schumann et al., 1996).

Selection of potentially more sophisticated individuals into West Germany is addressed in

two ways: i) by including an extensive set of controls for our respondents’ education and

financial literacy; and ii) by conducting subgroup analyses to show that the East effect is

also present among sophisticated individuals. Second, even though inflation rates in East

and West have been almost identical since 1994, differences in the current environment

could be driving differences in expectations. We address this by controlling for a large set

of individual characteristics and by demonstrating robustness to including region fixed

effects (thus comparing only people living in the same region today), to controlling for

local GDP growth, unemployment rates and house prices, and to restricting the sample to

people living close to the former inner-German border, for whom the environment should

be very similar. Finally, the German reunification is a specific case of change in the eco-

nomic environment, which may threaten external validity. However, this criticism applies

to any large shift in the environment that could be used to study our research question.

Future research could explore how agents adjust to other changes in the environment.

3 Data

Panel of Household Finances Our main dataset is the Bundesbank’s Panel of House-

hold Finances (PHF). The PHF is the German section of the ECB’s Household Finance

and Consumption Survey (HFCS) and so far has been conducted three times, in 2011,

2014 and 2017. Around two thirds (one third) of the 3,565 households that responded
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to the first wave also participated in the second (third) wave. Refreshment samples of

around 2,300 and 1,700 new households were added to the survey in 2014 and 2017.

Importantly, the PHF elicits place of residence in 1989, before the fall of the Berlin

Wall. All three waves contain qualitative inflation expectations, which are used to gen-

erate a dummy that takes value one if the respondent thinks that prices will increase

significantly, and zero otherwise.8 In addition, the second wave contains quantitative

point forecasts of inflation. The top and bottom percentiles of all point forecasts are set

to missing in our analysis.9 Finally, the third wave elicits subjective probability distri-

butions over five bins of future inflation which are mutually exclusive and collectively

exhaustive. The midpoints of these bins are used to calculate mean, standard deviation,

skewness and kurtosis of future inflation at the respondent level.10 The wording of the

questions is described in online appendix A. East Germans expect higher inflation on

average than West Germans according to point forecasts and means over their subjective

distributions as well as according to the qualitative measure (Figures A1 and A2).11

To study how economic agents adapt to a new environment, it is required that in-

dividuals in the sample have spent some time in the GDR. Therefore individuals born

after 1982, immigrants and individuals who lived in a third country in 1989 are excluded.

This leaves a sample of 9,831 observations from 5,649 households. The summary statis-

tics are shown in Table A1. The analysis uses Rubin’s method to deal with the multiple

imputations in the PHF, which is explained in detail in online appendix B.

GfK Consumer Climate Survey While the PHF provides information on place of

residence before reunification, it is relatively small and covers only three years. We

therefore also employ the GfK Consumer Climate Survey, which has been used in previous

research on expectation formation (D’Acunto et al., 2018). The survey is part of a

8“What do you think, will the general price level change in the next twelve months? Increase signif-
icantly; Increase somewhat; Stay approximately the same; Fall somewhat; Fall significantly.”

9Throughout, the results are similar if different cutoffs are used or if the variables are winsorized.
10Respondents assign probabilities to the following bins: [;−3%], [−3%;−1%], [−1%; 1%], [1%; 3%],

[3%; ]. Values of -5 and 5 percent are assigned to the open bins, but the results are robust to varying
these values. Respondents who put 100 percent probability on one bin are assigned a skewness of 0 and
a kurtosis of 1.8 as in a uniform distribution.

11The supplementary online appendix is available under https://www.dropbox.com/s/

8aj8exssm4d3hed/Goldfayn-FrankWohlfart_2019_Supplementary_Material_Online_Appendix.

pdf?dl=0
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harmonized EU survey program on consumer confidence. Monthly interviews of repeated

cross-sections of 2,000-3,000 consumers have been conducted since 1985. We obtain access

to the available microdata from January 2000 to December 2016. The large sample size

makes it possible to examine heterogeneity across groups and to study how differences in

expectations evolve over time. The analysis uses current place of residence as proxy for

place of residence before reunification, which is unavailable.12

The GfK survey asks qualitative and quantitative questions on perceived current and

expected future inflation. D’Acunto et al. (2018) show that the expectations reported in

the GfK survey match up well with movements in actual inflation, suggesting that the

data are of high quality. In every wave people are asked whether they expect prices to

change more or less strongly over the next 12 months compared to the previous 12 months.

The analysis uses a dummy taking value one if the respondent expects prices to increase

by more, and zero otherwise.13 From March 2008 onward, the dataset also contains

quantitative measures of perceived inflation over the last year and expected inflation

over the next year. These variables are set to missing for the top two and bottom two

percentiles, due to more extreme outliers than in the PHF. East Germans expect higher

inflation than West Germans according to both measures (Figures A3 and A4). Both East

and West Germans display a substantial upward bias in their expectations, a common

feature of consumer surveys on inflation expectations (Bruine de Bruin et al., 2010).

Individuals living in Berlin are dropped, as respondents from East and West Berlin

cannot be distinguished during most waves. Table A2 shows summary statistics for our

sample of 332,599 respondents without missing information in the relevant variables.

Own survey In addition, we conduct our own short online survey on expectations and

economic behavior using a panel provided by the market research company Research Now,

12Migration between East and West Germany since 1989 could therefore lead to a mis-classification
of people as having lived under the communist regime or not. Fuchs-Schündeln and Schündeln (2009)
document that 2.45 million Germans migrated from East to West and around 1.45 million individuals
moved in the opposite direction between 1991 and 2006, but a large share of these reflect individuals
moving back and forth. While random migration would give rise to a downward bias of the estimates
in the analysis, selective migration could lead to a bias with a sign that is unclear ex-ante. However,
movers should only account for a small fraction of the final sample.

13The answer options include “Prices will increase more,”“Prices will increase by the same,”“Prices
will increase less,”“Prices will stay the same,” and “Prices will decrease”.
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which is now widely used in economics. Our working sample includes 1,075 respondents

who were born in 1982 or earlier and who lived either in East or West Germany in 1989.

To maximize power people who lived in East Germany in 1989 are over-sampled, such

that about half of the respondents are East Germans. Our groups of East and West

Germans are roughly representative of these groups in terms of age, gender and income.

Table A3 shows summary statistics. Online appendices A.3 and C provide details on the

questions and variables and on the survey procedures, respectively.

4 Differences in inflation expectations

This section presents our main results on differences in inflation expectations.

4.1 Empirical specification

The following equation estimates the effect of having lived in East Germany on peo-

ple’s inflation expectations in reunified Germany using OLS:

Expected inflationi,t = α0 + α1Easti + ΠTXi,t + timet + εi,t (1)

where Easti is a dummy for being East German, Xi,t is a vector of individual-level controls,

and timet is a vector of monthly survey wave fixed effects. Specifically, the controls include

gender, age, education, labor market status, size of the community of residence, income

and wealth. The set of included controls differs slightly across datasets, as described in

online appendix A. Standard errors are clustered at the household level.

4.2 Main Results

Levels of expectations The results from the PHF are shown in Table 1. Conditional

on covariates, East Germans are 9.3 percentage points more likely than West Germans

to predict that prices will increase considerably across all waves (Column 1) and expect

more than 1 percentage point higher inflation than West Germans in 2014 (Column 2).

The effect of being East German is larger than the effect of moving from educational

attainment below middle school to having a university degree (-0.93 percentage points)

or the effect of being female (0.73 percentage points).14 The average expected inflation

rate among West Germans in 2014 is 2.6 percent, while realized inflation over the twelve

14Table A4 in the online appendix displays coefficient estimates on key control variables.
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months after the surveys was between 0 and 0.7 percent. Therefore, while also West

Germans overpredicted inflation, East Germans did so more strongly. In 2017, being East

German significantly increases the mean over the self-reported probability distribution

over future inflation by 0.445 (Column 3). The smaller effect size compared to the point

forecast could be due to the different years (2014 vs 2017) or because the bins of the

subjective probability distributions only span a narrow range.15 [Table 1 here]

Table 2 shows the results from the GfK survey, which covers the longer period 2000-

2016.16 Conditional on controls, East Germans expect 0.85 percentage points higher

inflation (Column 1), similar as in the PHF. When controlling for the respondent’s per-

ceived inflation rate over the 12 months before the survey, the effect size is reduced by

around 40 percent but remains economically and statistically significant (Column 2). This

indicates that East Germans expect a higher increase in inflation than West Germans.

The results are similar for a dummy indicating whether the respondent expects increas-

ing inflation, which is available for a much larger sample (Columns 3 and 4). Moreover,

separate estimations of specification 1 yield a positive East effect for almost every quar-

ter (Figures A5 and A6) and the effect does not decline over time. Thus, East Germans’

forecasts did not improve with time spent in the new environment.17 [Table 2 here]

Uncertainty and higher moments of expectations Are East Germans more un-

certain about future inflation than West Germans? Being East German significantly

increases the standard deviation of the respondents’ subjective distributions over future

inflation by 0.14 (Table 1 Column 4) from an average standard deviation of 0.65 among

West Germans. There are no effects on skewness and kurtosis of respondent-level sub-

jective probability distributions. However, the average reported distribution among East

Germans is more negatively skewed (-0.69 vs -0.30) and has lower kurtosis (4.46 vs 4.89)

compared to the average distribution reported by West Germans (bottom panel of Fig-

ure A1). This indicates that the East effect is stronger for particular subgroups, whose

15Results from unreported regressions show that higher expected inflation among East Germans is
reflected in lower expected real income, which is not due to lower perceived job security.

16Table A5 in the online appendix reproduces Table 2 showing coefficient estimates on key controls.
17There are similar differences in absolute forecast errors, suggesting that East Germans’ stronger

tendency to over-predict inflation is not balanced out by a weaker tendency to under-predict inflation.
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distributions are shifted more to the right. Heterogeneity of the effect is explored below.

While the GfK survey does not directly elicit inflation uncertainty, East Germans

are significantly more likely than West Germans to report forecasts that are multiples

of five (Table 2 Column 5), which is indicative of higher uncertainty (Binder, 2017).

The effect remains large and significant after controlling for whether the respondent

rounded perceived past inflation rates (Column 6), indicating that uncertainty about

future inflation is not purely driven by a noisier perception of current inflation.

Current region fixed effects Inflation rates in East and West Germany converged in

1994 (Figure 1 Panel A), suggesting that our findings are not driven by current differences

in actual inflation rates. As a robustness check against the possibility that our results

capture differences in the current environment, we re-estimate our main specification on

the PHF (reported in Table 1 Column 2) including three dummies for current region of

residence (North, West and East, with South being the omitted category). Identification

of the East coefficient in these specifications comes from differences in expectations be-

tween West Germans and East Germans who currently live in the same part of Germany.

The effect slightly decreases in size, but remains large and statistically significant in this

estimation. The findings are very similar when even more fine-grained fixed effects for

the current county of residence are included. These results are reported in Table A7.

Local border contrast As another robustness check we restrict our GfK sample to

respondents in zip codes whose centroid is at most 10, 20, 30 or 40 kilometers away

from the former inner-German border. Since the economic environment is very similar

in regions close to either side of the border, this serves as another check against the

possibility that differences in the current environment are driving our findings.18 In these

samples, the East effect on inflation expectations is significant and either similar or larger

in size compared to the main analysis (Table 3). [Table 3 here]

Subgroup analysis Migration before the building of the Berlin Wall disproportion-

ately consisted of highly educated individuals, which could explain the more accurate

18These estimations focus on qualitative expectations since the zip code identifiers and the quantitative
expectations data are only available for different subsamples of the GfK data.
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expectations among individuals who lived in West Germany in 1989. All our estimations

control for the respondents’ education. In addition, our results are robust to controlling

for financial literacy, and there is an equally strong and significant East effect among

respondents with different levels of financial literacy in the PHF (Table A11). Moreover,

the estimated East effect in the GfK data is slightly smaller but still economically and

statistically significant among individuals with higher education or higher incomes. These

points suggest that selective migration of more sophisticated individuals is not driving

differences in expectations. Moreover, the effect is slightly smaller but still significant and

large in urban regions and present for both homeowners and renters, suggesting that the

effect is not driven by differences in the current environment such as local rental markets.

These results are shown in Table A6.

Other robustness checks Our findings on the GfK and the PHF data are robust to

a wide range of adjustments, such as using alternative sample selection criteria, includ-

ing additional controls, using ordered probit models or replacing the East dummy with

dummies for the six East German states, and there are no significant differences in ex-

pectations for younger cohorts in a placebo analysis. This sensitivity analysis is discussed

in detail in appendix D and the results are reported in Tables A7, A8, A9 and A10.

5 Mechanism

In the previous section we have shown that East Germans forecast substantially higher

inflation, make larger forecast errors and are more uncertain about future inflation than

West Germans 10 to 25 years after reunification. Why do East Germans still hold higher

inflation expectations than West Germans? This section shows that differences in con-

sumption baskets, financial illiteracy, general pessimism, risk aversion or trust cannot

explain our findings. Instead, there is evidence that the experience of the inflation shock

of the early 1990s following decades of zero inflation seems to drive current differences in

expectations between East and West Germans.
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5.1 Insufficient explanations

Given recent evidence on heterogeneity in budget share-weighted inflation rates across

households (Kaplan and Schulhofer-Wohl, 2017) and on the importance of people’s shop-

ping experiences in shaping their inflation expectations (Cavallo et al., 2017; D’Acunto

et al., 2019b), differences in consumption patterns between East and West Germans could

be driving our findings. However, this is unlikely for several reasons. First, official in-

flation rates for East and West Germany, which account for differences in consumption

baskets, have been almost identical since 1994. Second, differences in consumption pat-

terns themselves had largely converged by the year 2000 (Statistisches Bundesamt, 2003).

Finally, shopping experiences should affect inflation expectations through perceived cur-

rent inflation, which only accounts for a small part of the East effect on expectations.

East Germans remain less financially literate than West Germans (Bucher-Koenen

and Lamla, 2018), which could explain their higher expectations (Bruine de Bruin et al.,

2010). However, as shown in Table A11, our estimates barely change when a dummy

indicating correct answers to all of the“big three”questions on financial literacy is include

(Lusardi and Mitchell, 2014). Moreover, the East effect is equally strong for respondents

with different levels of financial literacy, indicating that higher financial literacy does not

mitigate biases in expectations formation among East Germans.

Alternatively, East Germans could be generally more pessimistic about the economy

and therefore report higher expected inflation. However, as shown in Table A8, our

results persist when controlling for the respondent’s general economic outlook, or for

recent changes in the respondent’s personal economic situation, which could influence

expectations about aggregate outcomes (Kuchler and Zafar, 2018).

If households forecast inflation under asymmetric loss (Capistrán and Timmermann,

2009), higher risk aversion among East Germans could lead them to predict higher infla-

tion. However, controlling for risk aversion leaves the estimated East effect unchanged,

and the East effect does not depend on risk aversion (Table A11).

Finally, East Germans could have lower trust in institutions of a market economy such

as the central bank, which could lead to higher expected inflation (Christelis et al., 2016).
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However, the estimated East effect is reduced in size only slightly when controlling for

generalized trust, which should explain part of an individual’s trust in the central bank

(Christelis et al., 2016). Moreover, there is a similarly strong East effect for high-trusting

as for low-trusting individuals (Table A11).

5.2 Persistent effect of post-reunification inflation shock

East Germans were used to a strong norm of stable prices at the time of reunification.

The new norm of positive inflation rates also for the most basic goods and services was

felt particularly strongly by East Germans during the first years after reunification, when

inflation reached very high levels in East Germany, while inflation in West Germany

remained modest (Figure 1 Panel A). The inflation shock after reunification may have

led East Germans to persistently overadjust the level of their expectations to the norm

of rising prices in the new environment. Our finding that East Germans expect a larger

increase in inflation and are more uncertain about future inflation than West Germans

is consistent with a role for the initial inflation shock in driving the higher expectations

among East Germans. This section provides more evidence on this mechanism.

First, we examine differences between East and West Germans’ expectations about

price changes of specific categories of goods. While the inflation shock after reunification

was moderate for food (inflation of up to 7 percent during 1991), it was substantial

for services (inflation of up to 33 percent, see Figure 1 Panel B). There was a strong

norm of price stability for both categories in the GDR, and both categories exhibit a

high frequency of purchase. Moreover, actual inflation rates of food and services in East

Germany were nearly identical to inflation rates in West Germany from the year 1994

onward. Unique qualitative measures of good category-specific inflation expectations from

a PHF pre-test interview in 2016 show that East Germans are significantly more likely

than West Germans to expect significant price increases of both food and services (Table

4 Columns 2 and 3). However, in line with differences in the inflation shock, the effect is

significantly larger for services (p<0.00001).19 [Table 4 here]

19For data confidentiality reasons these regressions were run by Bundesbank staff. As before, the
variables are coded as dummies taking value one if the respondent expects prices to increase significantly.
See appendix A for the underlying survey questions.
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Second, how do East Germans’ expectations about other macroeconomic variables

compare with the expectations of West Germans? If the contrast between the norm in the

GDR and the inflation shock of the early 1990s was driving our results, one would expect

no difference in expectations about macroeconomic variables for which East Germans did

not have a strong norm in mind at the time of reunification. This should be the case for

stock returns since there was no stock market in the GDR. Similarly, we would expect no

East effect on expectations about variables for which realizations after reunification were

in line with the norm in the GDR. This is the case for nominal interest rates on savings

accounts, which had been fixed at 3.25 percent in the GDR since the 1970s (Melzer, 1987)

and which were stable at 2.8 percent during the early 1990s in reunified Germany. In

line with these ideas, there are no differences between East Germans’ and West Germans’

expectations regarding stock returns and nominal interest rates on savings accounts in

the PHF (Table 4 Columns 4 and 5).20 Moreover, similarly to inflation, there was a norm

of almost zero unemployment in the GDR, and a spike to an unemployment rate of 10.6

percent immediately after reunification. In line with this shock, East German respondents

in the GfK are significantly more likely to expect the number of unemployed people in

Germany overall to increase over the next year (Table 4 Column 6). Thus, expectations

about stock returns, interest rates and unemployment support the hypothesis that current

differences in beliefs reflect the persistent effect of the interaction of norms in the GDR

with experiences made in the first years after reunification.

Third, the norm of stable prices should have been stronger for older cohorts who have

spent more years under zero inflation. Consistent with this idea, the East effect is stronger

for those born before 1960, and is increasing in the number of years the respondent lived

while the GDR existed (Table 5 Panel A Columns 2 and 3). Moreover, the East effect on

unemployment expectations is more pronounced for cohorts born between 1945 and 1960

relative to those born later (Table A12).21 This is in line with a literature in psychology

20In an unreported regression we confirm this finding using qualitative stock price expectations from
the PHF pre-test interview in 2016. These results are in line with Laudenbach et al. (2018), who find no
difference in stock market expectations between East and West Germans.

21Different to inflation expectations, the East effect on unemployment expectations is weaker for those
born before 1945 relative to those born later. One explanation is that more individuals from these very
old cohorts were retired when they participated in our surveys or even already at the time of reunification,
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arguing that the strength of memories depends on how extreme or surprising events were

(Brown and Kulik, 1977; Christianson and Loftus, 1987).

5.3 Learning from experience model

This subsection examines more formally whether experiences can account for current

differences in expectations. Following Malmendier and Nagel (2016), we construct a

weighted average of experienced past inflation rates for individual i in year t as follows:

πit(λ) =

ageit−1∑
k=1

wit(k, λ)πt−k (2)

where

wit(k, λ) =
(ageit − k)λ∑ageit−1

k=1 (ageit − k)λ
(3)

where πt−k is the inflation rate in East or West in year t-k. The weight wit(k, λ) is a

function of the weighting parameter λ. More positive (negative) values of λ assign higher

weight to more recent (distant) realizations, while λ = 0 gives equal importance to all

experienced inflation rates. This measure is used to estimate the following specification:

Expected inflationi,t = β0 + β1πit(λ) + ΠTXi,t + cohorti + timet + εi,t (4)

where cohorti is a set of ten-year cohort-group fixed effects and Xi,t includes the same

set of controls as previously. Following Kuchler and Zafar (2018), this specification is

estimated for measures of inflation experiences πit(λ) calculated over a grid of λ in the

interval [−20; 20] in steps of 0.1, and the value of λ that gives the highest R-squared is

selected.22 Figure A7 displays the R-squared for different values of λ, while Table A13

displays estimated effects of experiences on expectations, β1, and predicted differences in

expectations between East and West Germans. The R-squared from a standard estimated

learning from experience model has two local maxima: one at λ = −0.1, in which more

distant experiences receive higher weight and in which experienced inflation rates decrease

making the increase in unemployment in the early 1990s or current fluctuations in unemployment less
relevant to them than fluctuations in inflation. That said, different to inflation, current unemployment
rates differ between East and West, making the interpretation more complicated.

22Cohorts born before 1925 are neglected in this exercise as these cohorts have witnessed the hyperin-
flation of the 1920s and would lead to extreme outliers in the experience measures. Following Malmendier
and Nagel (2016) inflation experiences are calculated based on the quarter of the interview and quarterly
time fixed effects are used in the analysis. Past yearly inflation rates are calculated based on percent
changes in the CPI from a given quarter to the same quarter in the following year.
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expectations; and one at λ = 5.3, in which more recent observations receive higher weight

and in which higher experiences increase expectations. These findings are driven by the

fact that East Germans exhibit higher inflation expectations than West Germans today,

and have experienced lower inflation rates before reunification, but higher inflation rates

shortly after. Depending on whether earlier (λ = −0.1) or later (λ = 5.3) experiences

receive higher weight, current differences in expectations are explained by earlier or later

experiences and the estimated effect of experiences has a different sign.

The last subsection has shown that differences in expectations are stronger for older

cohorts among which East Germans were exposed to zero inflation for more years, consis-

tent with the idea that the norm of zero inflation and the contrast of the inflation shock

after reunification were stronger for those cohorts. A reduced-form way of formalizing

this idea is to assume that East Germans treat the time they have spent in the GDR as if

they had experienced years of positive inflation rates. An alternative motivation is that

East Germans may have formed beliefs about inflation in the FGR while they were still

living in the GDR, which were upward-biased. We estimate the parameters λ and β1 of

15 learning from experience models, each of which assigns a constant inflation rate of 1,

2, 3, . . . , or 15 to the time the respondent has spent in the GDR.

Figure A7 and Table A13 show that each of these modified models improves the fit

markedly compared to the standard learning from experience models with the best fit.

The R-squared is maximized for a model that assigns an inflation rate of 5 percent to

each year the respondent has lived in the GDR. The estimated weighting parameter λ is

1.6 and the effect β1 of past experiences on expectations is 0.722, remarkably close to the

estimates for the US in Malmendier and Nagel (2016).

Can experiences explain differences in expectations between East and West Germans

when an East dummy and different measures of inflation experiences are jointly included?

The estimated East effect decreases in size only moderately when the standard experience

measures with weighting parameters -0.1 or 5.3 are included (Table 5 Panel A Columns 4

and 5). However, the East effect is reduced in size by more than 80 percent and becomes

insignificant when controlling for the modified learning from experience measure that
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assigns an experienced inflation rate of 5 percent to each year spent in the GDR (Column

6). Moreover, this measure can fully account for the heterogeneity in the East effect

according to cohort and time spent in the GDR (Columns 7 and 8).23 [Table 5 here]

Taken together, a learning from experience model along the lines of Malmendier and

Nagel (2016) explains most of the difference in expectations between East and West Ger-

mans, provided that one allows realizations during the GDR to be treated as experiences

of high inflation by East Germans. Standard learning from experience models cannot

explain much of the East effect, as older East German cohorts have experienced long

years of very low inflation in the GDR but exhibit stronger overprediction of inflation

than younger East German cohorts today. One potential explanation of this pattern is

that the post-reunification shock felt more extreme for individuals who were more used to

zero inflation, which made the memory of this event stronger, in line with evidence from

psychology (Brown and Kulik, 1977; Christianson and Loftus, 1987). Another potential

explanation is that East Germans formed upward-biased beliefs about West German in-

flation rates while they lived in East Germany. The post-reunification shock may have

reinforced this by confirming pre-existing beliefs among older East German cohorts, lead-

ing to a greater effect on their expectations through confirmation bias. In all cases, longer

exposure to the old environment is reflected in an exaggeration of the distinguishing fea-

tures of the new environment in East Germans’ expectations in reunified Germany.

5.4 Interaction of experiences with current events

Role of current inflation How do East Germans react to fluctuations in inflation

in reunified Germany? Quarterly estimations of equation 1 suggest that the East effect

becomes larger following high realizations of inflation (Figures A5 and A6). We estimate

a significantly positive interaction effect between the East dummy and inflation over

the 12 months prior to the survey (Table 5 Panel B Column 1). Thus, movements

in recent inflation are disproportionately reflected in East Germans’ expectations. A

potential psychological mechanism behind this finding is associative recall, according to

which exposure to a cue triggers memories that are similar to that cue (Kahana, 2012;

23The results are similar when controlling for perceived recent inflation, which is omitted for brevity.

19

 Electronic copy available at: https://ssrn.com/abstract=3037525 



Bordalo et al., 2019). Accordingly, higher current inflation could act as a cue that lets

East Germans recall the memory of the post-reunification shock.24 For instance, when

inflation was close to zero in 2015 and 2016, the East effect became small and sometimes

insignificant, potentially because lower realizations mean that memories of high inflation

rates are less likely activated. Consistent with these ideas, cohort differences in the East

effect (i.e. a stronger effect for those who have spent more time in the GDR, for whom

the contrast between old norm and post-reunification shock should have been stronger)

fluctuate over time (Figure A5 Panel B) and increase with recent inflation rates (Table 5

Panel B Columns 2 and 3). Focusing on perceived instead of actual recent inflation rates

yields similar patterns (Columns 4 and 5). Finally, also the effect of the modified learning

from experience measure that assigns 5 percent inflation to each year spent in the GDR

increases significantly with higher actual and perceived recent inflation (Columns 6 to 8).

The euro introduction The introduction of the euro as means of transaction on

1st January 2002 triggered increases in perceived and expected inflation among German

households, which were mostly driven by moderate changes in prices of frequently pur-

chased goods such as groceries and some types of services, while overall inflation did not

exhibit major spikes (Brachinger, 2006). Did East Germans react differently to the intro-

duction of the euro? Figure 3 Panel C shows that the fraction of households expecting

accelerating inflation was at an elevated level between the fourth quarter of 2000 and

the fourth quarter of 2001, and fell back to normal levels after the euro introduction in

January 2002. This anticipation effect started earlier and was more pronounced for East

Germans. Perceived levels of inflation were also at comparatively high levels, particu-

larly in 2002 and 2003 immediately after the introduction (Figure 3 Panel D). Again,

the increase in perceived inflation started earlier and was more pronounced among East

Germans. Figure A6 illustrates these findings in separate estimations of equation 1 for

each quarter. Table A14 confirms these results in regressions where the East dummy is

interacted with indicators for the “anticipation” period (2000Q4 until 2001Q4) and for

24Alternative explanations include that East Germans put higher weight on recent inflation because
it is more costly for them to use other sources of information, or that East Germans perceive inflation
to be more persistent than West Germans.

20

 Electronic copy available at: https://ssrn.com/abstract=3037525 



the “post” period (2002 and 2003). These estimations only focus on the period from 2000

until 2003. The regressions show a significantly stronger East effect on the tendency to

expect increasing inflation in the anticipation period and on the tendency to perceive high

levels of inflation in both the anticipation period and the post period. In contrast to our

findings on the role of recent inflation realizations, there is no evidence that the stronger

reaction of East Germans to the euro introduction was driven by older cohorts or by peo-

ple having spent more time in the GDR. Unfortunately only qualitative expectation data

are available for this time period, and the response categories in the qualitative questions

may be too coarse to capture cohort differences in the stronger reaction of East Germans

to the euro. Alternatively, the introduction of the euro was very salient and discussed

extensively in the public, which effectively may have eliminated cohort differences, e.g.

through the media or social interactions.25 Taken together, these findings are consistent

with the idea that their experiences have made East Germans more sensitive to shocks

to current inflation or new regime changes. [Figure 3 here]

The financial crisis The financial crisis triggered a sharp fall in inflation from 3.1

percent in the third quarter of 2009 to less than zero one year later. In response to

declining inflation, also inflation expectations fell strongly during that period. Table A15

shows that East Germans’ expectations were more elevated before the onset of the crisis,

and fell more strongly in response to the drop in inflation, relative to West Germans’.

Moreover, these patterns seem to be more pronounced for older cohorts and seem to

increase in the number of years spent in the GDR.26 Thus, East Germans react more

strongly not only to spikes but also to drops in inflation in reunified Germany.

Summary The standard learning from experience model in Malmendier and Nagel

(2016) predicts that the weight put on new inflation realizations depends on age, but

does not predict that individuals react more to new realizations that remind them of

earlier experiences, a psychological concept known as “associative recall” (Kahana, 2012;

25In unreported regressions we found that there are generally no strong cohort differences in the East
effect on perceptions of current inflation.

26The cohort differences are insignificant when not controlling for perceived recent inflation (Columns
1 to 3), but become significant when controlling for it (Columns 4 to 6).
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Bordalo et al., 2019). The evidence presented in this section is consistent with a role for

associative recall above and beyond a “standard” learning from experience mechanism.

Specifically, fluctuations and shocks to recent inflation such as the euro introduction or

the financial crisis amplify the effect of experiences on expectations. While this is beyond

the scope of this paper, in future research it would be interesting to formalize the idea of

associative recall in a model of macroeconomic expectation formation.

5.5 Disagreement, skewness and kurtosis over time

How are differences in inflation expectations and experiences reflected in higher mo-

ments of inflation forecasts among East and West Germans, and how do higher moments

evolve over time? There is more disagreement among East Germans than among West

Germans according to the interquartile range (IQR), the difference between the 90th and

the 10th percentile, and the standard deviation of the distribution of inflation forecasts

(Figure 2 Panels B to D), in line with our finding that the strength of the East effect

differs across cohorts (Figure A5 Panel B). Moreover, the distribution of point forecasts

by East Germans is less positively skewed than the distribution of point forecasts by West

Germans (Figure 2 Panel E), reflecting the fact that a higher fraction of East German

respondents predict high inflation rates. The fact that the East effect differs across groups

is also reflected in a lower kurtosis of the distribution of inflation forecasts among East

Germans (Figure 2 Panel F), that is, it is “broader” with thinner tails. Differences in

disagreement, skewness and kurtosis are strongest during periods of high inflation and

sometimes vanish during periods of low inflation, in line with differential activation of

inflation experiences during periods of high recent inflation across cohorts. Thus, hetero-

geneous inflation experiences across East German cohorts seem to lead to differences in

higher moments of the distribution of inflation forecasts among East Germans compared

to West Germans, and these differences fluctuate with current inflation realizations.

6 Differences in behavior

Are differences in inflation expectations between East and West Germans reflected

in differences in behavior? This section uses data from the PHF and our own survey to
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study whether East and West Germans differ in their asset and debt holdings.

Bond holdings Higher expected inflation should make assets with a fixed nominal

interest rate less attractive. Therefore, East Germans should be less likely to invest in

bonds. We use data on financial behavior from the PHF to show that the log of bond hold-

ings, calculated using an inverse hyperbolic sine transformation (IHS) to include zeros27,

and the share of bonds in total financial assets are significantly lower for East Germans,

conditional on flexible controls for total net wealth and a large range of individual char-

acteristics (Table 6 Panel A Columns 1 to 4).28 The East effect on log bond holdings is

0.15 in the full sample 2011-17 and 0.32 in 2014, comparable to other determinants of

financial behavior: Moving from below middle school to university education increases

log bond holdings by 0.54 and 0.50 in the two samples. [Table 6 here]

Can differences in the level of inflation expectations account for these differences in

behavior? The estimations in Panel B Columns 2 and 4 additionally control for the

respondent’s point forecast of inflation.29 A one percentage point increase in expected

inflation is associated with a significant reduction in log bond holdings of 0.036. The

estimated East effect decreases in size by around 10 percent when inflation forecasts are

controlled for. Given that subjective expectations are measured with error, while the

dummy indicating residence in East Germany in 1989 should not be subject to major

misreporting, the potential of expectations to account for differences in behavior will be

severely underestimated in these specifications. 10 percent is therefore a lower bound of

the actual part of the difference in behavior that can be explained by differences in the

level of people’s expectations. Online appendix E.1 conducts an IV estimation following

Das et al. (2019) and Giglio et al. (2019) that (imperfectly) accounts for measurement

error in subjective expectations. This leads to a larger estimated effect of inflation expec-

27The IHS transformation is given by log(yi +
√
y2i + 1).

28Specifically, all estimations on behavior in the PHF include the previous set of controls and addi-
tionally include financial literacy, risk aversion, patience, trust and a dummy for having experienced an
income drop over the last three years. When using log bond holdings or log consumer debt as outcome
the estimations additionally control for the square of log net wealth. The findings are very similar when
higher order terms of net wealth are included. Log bonds and log consumer debt are trimmed at the
99th percentile to make sure that the results are not driven by extreme values.

29Inflation expectations are affected by being East German, making them a “bad control variable”.
Therefore, results from these estimations should be interpreted cautiously (Angrist and Pischke, 2008).
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tations on behavior and to a larger reduction (25 percent) in the size of the estimated East

effect relative to the baseline specification (Table A17). Part of the remaining difference

in behavior could be due to higher inflation uncertainty among East Germans.

Consumer debt Expecting higher inflation should make it more attractive to take out

nominal debt. The most prevalent form of consumer credit in Germany (“Ratenkredite”)

has fixed nominal interest rates. Conditional on controls, being East German significantly

increases the log of total fixed-rate consumer debt (again calculated using an IHS) by

0.40 in the full sample 2011-17 and by 0.27 in 2014 (Panel A Columns 5 and 6). This is

similar in size to the effect of moving from university to below middle school education in

the two samples (0.32 and 0.40). The East effect becomes insignificant after controlling

for inflation expectations and drops in size by around 15 percent (Panel B Column 6).

Accordingly, a one percentage point increase in expected inflation is associated with a

significant increase in the log of total consumer debt by 0.04. In an IV estimation the

reduction in size of the East effect increases to 25 percent (online appendix E.1).

Evidence from own survey Households who expect higher inflation should be more

likely to become homeowners and they should invest a larger share of their wealth in

real estate, as real estate offers at least some protection against inflation. However,

analyzing differences in housing behavior faces two complications related to differences in

the supply-side of housing: First, a larger fraction of the housing stock in East Germany

consists of rental units, due to the emphasis of socialist housing on renting (Weiß, 2008).

Second, while price levels of goods and services are very homogeneous across regions,

house prices are higher in West Germany than in East Germany, particularly in large

cities (Weinand et al., 2019). These points mechanically lead to differences in housing

outcomes between East and West Germans that are unrelated to inflation expectations.

We address these problems with our own survey on a sample of 1,075 respondents

from a representative online panel. The respondents are asked to make decisions under

two hypothetical scenarios, which allow us to hold constant features of the economic

environment that may differ between East and West, such as house prices and the supply-
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side of housing.30 The wording of the questions is provided in online appendix A.3. First,

the participants have to choose between downpayments of e20,000, e10,000 and e3,000

in case of a hypothetical purchase of a home that costs e100,000, based on a survey

question used in Bailey et al. (2018b). Second, they are asked to divide a hypothetical

sum of e1,000 between a fund investing in real estate everywhere in Germany and a safe

asset, based on a survey question used in Armona et al. (2019). In addition, we ask them

how important they consider different features of investment opportunities (high return,

low risk, protection against inflation, simplicity, liquidity) and elicit their agreement to

different statements describing how inflation expectations may affect their behavior.

Consistent with our main evidence, East Germans hold significantly higher inflation

expectations in our survey according to both qualitative and quantitative measures (Ta-

ble A16). Moreover, East Germans hold significantly higher actual consumer debt, in

line with our main evidence (Table 7 Column 1). In the first hypothetical scenario, East

Germans choose significantly higher loan-to-value ratios (Column 2), indicating that dif-

ferences in debt behavior due to inflation expectations extend to mortgage choices. How-

ever, investment in the hypothetical real estate fund is not significantly associated with

being East German (Column 3). East Germans rank “protection against inflation” as a

significantly more important feature of investment opportunities (Column 4). Moreover,

East Germans are more likely to agree that“because money loses its value quickly, it is no

problem to take out a loan” (Column 5), and that “saving makes no sense, as inflation is

eating up all the interest” (Column 7). The association between agreement that “because

money loses its value quickly, it makes more sense to purchase durables than to save” and

being East German is positive but more noisily measured (Column 8). Finally, agreement

that “one of the main benefits of homeownership is protection against inflation” is not

meaningfully associated with being East German (Column 6). Table A18 shows that

the estimated East effect decreases in size when measures of inflation expectations are

included, which is discussed in more detail in online appendix E.2. Given measurement

30While hypothetical surveys are subject to some well-known limitations, recent studies indicate that
response behavior in hypothetical scenarios is meaningfully correlated with actual behavior (Delavande
and Zafar, 2018) and is robust to incentivizing responses using expert predictions (Andre et al., 2019).
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error in expectations, this indicates that at least part of the East effects seem to operate

through the level of the respondents’ inflation expectations. [Table 7 here]

Taken together, differences in inflation expectations are reflected in differences in both

actual and hypothetical financial and debt behavior between East and West Germans,

but do not seem to lead to differential attitudes towards investment in real estate. Given

the complications in analyzing actual housing outcomes between East and West Germans,

and given the very low homeownership rate in Germany generally, future research should

explore how inflation expectations affect housing choices in other settings. Finally, online

appendix E.3 analyzes differences in the elasticity of consumption choices to inflation

expectations, and shows that East and West Germans seem to account for their inflation

expectations in their consumption choices in a qualitatively similar way.

7 Conclusion

Using the natural experiment of the German reunification, this paper studies how

households adapt to a new environment in their macroeconomic forecasting. We docu-

ment that even 25 years after the fall of the Berlin Wall, East Germans expect significantly

higher inflation and are more uncertain about future inflation than West Germans, with

little sign of convergence. Differences in expectations seem to be due to the persistent

effect of the inflation shock after reunification, which contrasted strongly with the norm

of zero inflation in the GDR and seems to have led East Germans to overadjust to an

environment of rising prices. Differences in inflation expectations between East and West

Germans are reflected in substantial differences in holdings of bonds and consumer debt.

These results suggest that households find it difficult to accurately forecast macroe-

conomic variables after large changes in the economic environment, and that such effects

can persist for decades. The interaction of norms in the old environment and initial

experiences in the new environment seems to matter for how well people adjust. Our

results indicate that large economic changes can have long-run implications for people’s

behavior through their effects on expectations. Moreover, by reducing people’s ability

to form accurate macroeconomic expectations, large changes in the environment could

permanently affect the effectiveness of fiscal and monetary policy. Finally, the findings of
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this paper highlight that an experienced inflation shock increases both mean and variance

of household-level subjective probability distributions over future inflation. Memories of

experienced inflation shocks seem to be activated by current events and affect mean, dis-

persion, skewness and kurtosis of the distribution of inflation forecasts across households.
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Main Tables

Table 1: Main Results: Inflation Expectations (PHF)

Exp high
infl

Exp infl
rate

Exp infl
rate (mean)

Exp infl
rate (SD)

Exp infl
rate (skew)

Exp infl
rate (kurt)

(1) (2) (3) (4) (5) (6)

East in 1989 0.093∗∗∗ 1.004∗∗∗ 0.445∗∗∗ 0.140∗∗∗ -0.004 -0.048
(0.014) (0.184) (0.079) (0.041) (0.029) (0.046)

Observations 9831 3190 3595 3595 3595 3595
R-squared .148 .079 .028 .032 .007 .01

Sample period 2011,14,17 2014 2017 2017 2017 2017
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes No No No No No

Notes: The outcomes are a dummy for expecting high inflation over the next 12 months (Column
1); the respondent’s point forecast of inflation (Column 2); mean, standard deviation, skewness and
kurtosis of the respondent’s subjective probability distribution over future inflation (Columns 3 to 6).
All specifications control for gender, a polynomial in age, dummies for the respondent’s educational
attainment, dummies for marital status, dummies for employment status, the log of net total household
income, the log of total net wealth, and dummies for municipality size. Standard errors clustered at the
household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table 2: Main Results: Inflation Expectations (GfK)

Expected
inflation rate

Expect inflation
to increase

Exp. infl. rate
mult. of 5

(1) (2) (3) (4) (5) (6)

East 0.821∗∗∗ 0.424∗∗∗ 0.063∗∗∗ 0.054∗∗∗ 0.043∗∗∗ 0.023∗∗∗

(0.043) (0.024) (0.002) (0.002) (0.004) (0.003)

Perceived current infl. rate 0.785∗∗∗

(0.004)

Prices increased strongly 0.106∗∗∗

(0.004)

Prices increased moderately 0.053∗∗∗

(0.004)

Prices increased a little -0.005
(0.004)

Prices remained the same -0.026∗∗∗

(0.004)

Perc. infl. rate mult. of 5 0.640∗∗∗

(0.003)

Observations 93104 87677 332599 331323 93104 87677
R-squared .098 .724 .052 .068 .047 .441

Sample period 2008-16 2008-16 2000-16 2000-16 2008-16 2008-16
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcomes are a dummy for expecting increasing inflation over the next 12 months (Columns
1 and 2); the respondent’s point forecast of inflation (Columns 3 and 4); a dummy indicating whether
the respondent reported a point forecast that is a multiple of five (Columns 5 and 6). All specifications
control for gender, a polynomial in age, dummies for the respondent’s educational attainment, dummies
for marital status, dummies for employment status, the log of total net household income, dummies for
municipality size, and monthly time dummies. Standard errors clustered at the household level are in
parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table 3: Local Border Contrast: Inflation Expectations (GfK)

Expect inflation
to increase

(1) (2) (3) (4)

Panel A: Baseline

East 0.040∗∗∗ 0.100∗∗∗ 0.099∗∗∗ 0.095∗∗∗

(0.015) (0.012) (0.010) (0.009)

Observations 1928 3320 4748 7011
R-squared .055 .068 .053 .045

Panel B: Control for perceived infl.

East 0.043∗∗ 0.075∗∗∗ 0.084∗∗∗ 0.089∗∗∗

(0.018) (0.013) (0.010) (0.009)

Prices increased strongly 0.001 0.128∗∗∗ 0.082∗∗∗ 0.069∗∗

(0.026) (0.029) (0.029) (0.028)

Prices increased moderately 0.022 0.029 0.017 0.056∗∗

(0.021) (0.024) (0.026) (0.026)

Prices increased a little 0.026 0.001 -0.017 -0.021
(0.021) (0.024) (0.026) (0.026)

Prices remained the same -0.013 -0.030 -0.044∗ -0.027
(0.020) (0.023) (0.026) (0.026)

Observations 1928 3320 4748 7011
R-squared .06 .093 .073 .062

Sample period 2013-16 2013-16 2013-16 2013-16
Household controls Yes Yes Yes Yes
Time FE Yes Yes Yes Yes

Distance to inner border 10km 20km 30km 40km

Notes: The outcome variable is a dummy for expecting increasing inflation over the next 12 months.
Panel A shows specifications not controlling for perceived recent inflation. Panel B shows specifications
controlling for perceived recent inflation. The sample is restricted to zip codes whose centroid is at most
10km (Column 1), 20km (Column 2), 30km (Column 3) or 40km (Column 4) away from the former inner-
German border. All specifications control for gender, a polynomial in age, dummies for the respondent’s
educational attainment, dummies for marital status, dummies for employment status, the log of total net
household income, dummies for municipality size, and monthly time dummies. Standard errors clustered
at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1
pct. level.
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Table 4: Mechanism: Other Expectations (PHF and GfK)

Expect high
inflation

Expect high
food price
inflation

Expect high
services price

inflation
Expected

stock return
Expected

interest rate
Expect incr.

unemployment

(1) (2) (3) (4) (5) (6)

East in 1989 0.093∗∗∗ 0.034∗∗ 0.162∗∗∗ -0.153 -0.009 0.079∗∗∗

(0.014) (0.017) (0.027) (0.198) (0.021) (0.002)

Observations 9831 2087 2087 5186 6587 342900
R-squared .148 .027 .064 .019 .096 .149

Dataset PHF PHF PHF PHF PHF GfK
Sample period 2011,14,17 2016 2016 2014,17 2014,17 2000-16
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes No No Yes Yes Yes

Strong norm in GDR Yes Yes Yes No Yes Yes
Shock post-reunification Yes Moderate Strong No No Yes
Persistent East effect Yes Moderate Strong No No Yes

Notes: The outcomes are a dummy for expecting high inflation over the next 12 months (Column 1);
dummies for expecting high food price or high services price inflation (Columns 2 and 3); the respondent’s
point forecasts of stock price changes (Column 4) or interest rates on savings accounts (Column 5); a
dummy indicating whether the respondent expects an increase in unemployment (Column 6). The
estimations in Columns 2 and 3 were run by Bundesbank staff on data from a pretest interview conducted
in 2016 prior to the fielding of the third wave of the survey. All specifications control for gender, a
polynomial in age, dummies for the respondent’s educational attainment, dummies for marital status,
dummies for employment status, the log of net total household income, and dummies for municipality size.
The specifications using the PHF sample additionally control for the log of total net wealth. Standard
errors clustered at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct.,
and *** at 1 pct. level.
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Table 5: Mechanism: Learning From Experience and Role of Recent Inflation (GfK)

Expected inflation rate

(1) (2) (3) (4) (5) (6) (7) (8)

Panel A: Learning from experience

East 0.829∗∗∗ 0.724∗∗∗ 0.600∗∗∗ 0.684∗∗∗ 0.692∗∗∗ 0.143 0.156 0.062
(0.043) (0.063) (0.095) (0.087) (0.084) (0.191) (0.214) (0.221)

East × Cohort< 1960 0.196∗∗ 0.015
(0.080) (0.105)

East × Time GDR 0.009∗∗∗ -0.003
(0.003) (0.006)

Std. infl. experiences (λ = −0.1) -0.088∗

(0.045)
Std. infl. experiences (λ = 5.3) 0.786∗

(0.440)
Mod. infl. experiences (λ = 1.6) 0.603∗∗∗ 0.584∗∗∗ 0.730∗∗∗

(0.167) (0.218) (0.281)

Observations 92687 92687 92687 92687 92687 92687 92687 92687
R-squared .097 .097 .097 .097 .097 .097 .097 .097

Panel B: Role of recent inflation

East 0.388∗∗∗ 0.444∗∗∗ 0.522∗∗∗ 0.137∗∗∗ 0.005
(0.071) (0.107) (0.166) (0.039) (0.048)

East × Recent inflation rate 0.328∗∗∗ 0.209∗∗∗ 0.066 0.112∗∗∗

(0.049) (0.075) (0.116) (0.028)
East × Rec. infl. × Coh.< 1960 0.209∗∗

(0.099)
East × Coh.< 1960 -0.091

(0.139)
East × Rec. infl. × Time GDR 0.010∗∗

(0.004)
East × Time GDR -0.005

(0.006)
East × Perceived recent inflation rate 0.048∗∗∗ 0.044∗∗∗

(0.008) (0.008)
Mod. infl. exper. (λ = 1.6) 0.722∗∗∗ 0.402∗∗∗ 0.192∗∗∗

(0.038) (0.058) (0.031)
Mod. infl. exper. (λ = 1.6) × Rec. infl. 0.222∗∗∗

(0.036)
Mod. infl. exper. (λ = 1.6) × Perc. rec. infl. 0.029∗∗∗

(0.006)
Perceived recent inflation rate 0.772∗∗∗ 0.773∗∗∗ 0.715∗∗∗

(0.005) (0.005) (0.015)

Observations 92687 92687 92687 87289 87289 92687 92687 87289
R-squared .097 .097 .097 .724 .724 .097 .097 .724

Sample period 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16
Household controls Yes Yes Yes Yes Yes Yes Yes Yes
Cohort group FE Yes Yes Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is the respondent’s point forecast of inflation over the next 12 months.
Panel A shows specifications including both an East dummy and different measures of inflation experi-
ences. Panel B examines how the East effect and the effect of inflation experiences vary over time. All
specifications control for gender, a polynomial in age, dummies for the respondent’s educational attain-
ment, dummies for marital status, dummies for employment status, the log of total net household income,
dummies for municipality size, dummies for cohort groups of ten years, and quarterly time dummies.
“Time GDR”measures the number of years since age six that the respondent lived while the GDR existed.
The “std. infl. experiences” measures are calculated assuming that experiences in the GDR matter in the
same way as experiences in the FRG. “Mod. infl. experiences” indicates a modified measure that assumes
that East Germans treat experiences made in GDR as if inflation had been five percent. Positive values
of λ indicate that the weight put on past experiences is decreasing in the distance of the experience,
while negative values indicate that the weight is increasing in the distance of the experience. “Recent
inflation rate” is the percent change in the CPI relative to the same quarter in the previous year. “Time
GDR” is the number of years from age six that a respondent lived while the GDR existed. Standard
errors clustered at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct.,
and *** at 1 pct. level. 35
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Table 6: Additional Results: Differences in Behavior (PHF)

Log(Bonds) Bond share Log(Cons debt)

(1) (2) (3) (4) (5) (6)

Panel A: East

East in 1989 -0.148∗∗ -0.315∗∗∗ -0.012∗∗∗ -0.011∗∗ 0.399∗∗∗ 0.274∗

(0.074) (0.113) (0.003) (0.005) (0.105) (0.166)

R-squared .06 .063 .04 .046 .121 .157

Panel B: Expectations

East in 1989 -0.284∗∗ -0.011∗∗ 0.236
(0.115) (0.005) (0.167)

Expected inflation rate -0.036∗ -0.001∗ 0.041∗

(0.019) (0.001) (0.022)

R-squared .064 .048 .158

Observations 9127 2935 8893 2878 9394 3003

Sample period 2011,14,17 2014 2011,14,17 2014 2011,14,17 2014
Household Controls Yes Yes Yes Yes Yes Yes
Time FE Yes No Yes No Yes No

Notes: The outcomes are the log of total bond holdings, calculated using an inverse hyperbolic sine
transformation (IHS) to include zeros (Columns 1 and 2); the share of bonds in total financial assets
(Columns 3 and 4); the log of total fixed-rate consumer debt calculated using an IHS (Columns 5 and 6).
Panel A displays the effect of being East German on financial outcomes. Panel B jointly includes an East
dummy and inflation expectations. All specifications control for gender, a polynomial in age, dummies for
the respondent’s educational attainment, dummies for marital status, dummies for employment status,
the log of net total household income, the log of total net wealth, dummies for municipality size, risk
aversion, generalized trust, financial literacy, patience and a dummy for having recently experienced an
income drop. The specifications in Columns 1, 2, 5 and 6 additionally control for the log of net wealth
squared. Standard errors clustered at the household level are in parentheses. * denotes significance at
10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table 7: Additional Results: Differences in Behavior (Own survey)

Log(Cons debt) LTV (scale)
Real estate
fund (share)

Importance
Infl. protection

Statement:
Loan

Statement:
Home

Statement:
Interest

Statement:
Durables

(1) (2) (3) (4) (5) (6) (7) (8)

East in 1989 0.639∗∗ 0.217∗∗∗ 1.021 0.155∗∗ 0.163∗∗∗ 0.030 0.134∗∗ 0.086
(0.265) (0.057) (23.242) (0.077) (0.061) (0.061) (0.061) (0.061)

Observations 1075 1075 1075 1075 1075 1075 1075 1075
R-squared .039 .033 .058 .042 .04 .049 .04 .024

Sample period 2019 2019 2019 2019 2019 2019 2019 2019
Household controls Yes Yes Yes Yes Yes Yes Yes Yes

Notes: The outcomes are the log of total fixed-rate consumer debt calculated using an inverse hyperbolic sine transformation (IHS) to include zeros (Column
1); a three-point scale reaching from a low to a high selected loan-to-value ratio in a hypothetical home purchase financing scenario (Column 2); the euro
value invested in a real estate fund (instead of an asset with a fixed nominal interest rate) in a hypothetical investment game (Column 3); the subjective
importance of protection against inflation as a feature of investment opportunities (Column 4). The outcomes in Columns 5 to 8 are agreement to statements
that (5) it makes sense to borrow because money loses its value quickly, (6) one of the main benefits of homeownership is protection against inflation, (7) it
makes no sense to save because high inflation is eating up interest and (8) because money loses its value quickly it makes sense to purchase durables. The
outcomes in columns 2, 5, 6, 7 and 8 are z-scored using the mean and the standard deviation in the sample. All specifications control for age, gender, dummies
for the respondent’s educational attainment, marital status, and employment status, the log of net total household income, the log of total net wealth, risk
aversion and income expectations. Standard errors clustered at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and
*** at 1 pct. level.
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Main Figures

Figure 1: Inflation rates in East and West Germany
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Official separate inflation rates for East and West Germany are unavailable from 2000 onward. We
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Berlin because no separate inflation rates for East Berlin and West Berlin are available. We exclude
Hamburg and Schleswig-Holstein when calculating West German inflation rates because these states
do not publish their own CPIs. Panel B displays the evolution of year-on-year inflation rates for food
and services in East Germany around reunification. Sources: Federal Statistical Office of Germany and
“Statistisches Jahrbuch der Deutschen Demokratischen Republik”.
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Figure 2: Quantitative Inflation Expectations over Time (GfK)
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Notes: Panel A plots raw differences in expected inflation rates among East and West Germans by
year. Panels B to F show the interquartile range (IQR), the difference between 90th and 10th percentile
(p90-p10), the standard deviation (SD), the skewness and the kurtosis of inflation forecasts among East
and among West Germans by year. The figures also show actual CPI inflation rates (dotted lines, right
y-axes). Sources: Federal Statistical Office of Germany and GfK Consumer Climate Survey. 95-percent
confidence bands are shown in brackets.
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Figure 3: Qualitative Inflation Expectations and Perceptions over Time (GfK)
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Notes: This figure plots raw differences in the tendency to expect increasing inflation (Panel A) and
the tendency to perceive high inflation (Panel B) among East and West Germans by year. Panels C
and D “zoom in” to the period surrounding the euro introduction, showing quarterly raw differences
in expectations and perceptions. The figures also show actual CPI inflation rates (dotted lines, right
y-axes). Sources: Federal Statistical Office of Germany and GfK Consumer Climate Survey. 95-percent
confidence bands are shown in brackets.
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Online Appendix (supplementary material
for online publication only): Expectation

Formation in a New Environment: Evidence
from the German Reunification

Olga Goldfayn-Frank and Johannes Wohlfart

A Variable Descriptions

A.1 Panel of Household Finances

The wording of the outcome questions we use in our estimations on the PHF is as

follows:

• Qualitative inflation expectations: How do you think the general price level

will develop over the next 12 months? Rise significantly; Rise somewhat; Stay

approximately the same; Fall somewhat; Fall significantly.

• Expected inflation rate (point forecast): What do you think, by what per-

centage will the general price level (rise/fall) in the next 12 months?

• Expected inflation rate (distribution): What do you think, how will the general

price level develop in the next 12 months? You have 10 points available for your

estimate. Please distribute these 10 points among the 5 options below. Please give

more points to scenarios that you consider more likely. Fall by more than 3 percent;

Fall by between 1 and 3 percent; Fall by less than 1 percent or rise by less than 1

percent; Rise by between 1 and 3 percent; Rise by more than 3 percent.

• Expected stock return: What do you think, by what percentage will stock prices

(rise/fall) over the next 12 months?

• Expected interest rate: What do you think, how high will interest rates in your

savings accounts be over the next 12 months on average?
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• Qualitative food price inflation expectations: In your view, how will the

prices of the following goods and services change in the next 12 months? The

prices of food. Rise significantly; Rise somewhat; Stay approximately the same;

Fall somewhat; Fall significantly.

• Qualitative services price inflation expectations: In your view, how will the

prices of the following goods and services change in the next 12 months? The prices

of services (e.g. hairdresser, dry cleaning). Rise significantly; Rise somewhat; Stay

approximately the same; Fall somewhat; Fall significantly.

We include the following control variables: a dummy for females; a polynomial in age;

dummies for educational attainment, indicating middle school, high school, university,

other educational attainment, still in education (below middle school being the omitted

category); dummies for marital status, namely married, separated, divorced, widowed

(single being the omitted category); dummies for employment status, specifically em-

ployed part-time, on leave, unemployed, in full-time education, retired, disabled, house-

keeping, other employment status (employed full-time being the omitted category); log

net monthly household income and log net wealth (using inverse hyperbolic sine transfor-

mations); and dummies for living in a rural area (less than 20,000 residents) or an urban

area (more than 100,000 residents).

A.2 GfK Consumer Climate Survey

The wording of the outcome questions we use in our estimations on the GfK Survey

is as follows:

• Qualitative inflation expectations: How will consumer prices evolve during the

next 12 months compared to the previous 12 months? Increase more; Increase the

same; Increase less; Stay the same; Decrease.

• Expected inflation rate: By how many percent do you expect consumer prices to

go up/down in the next 12 months? Consumer prices will increase by , %/decrease

by , %.
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• Qualitative perceived recent inflation: In your opinion, how did consumer

prices evolve during the past 12 months? Increased strongly; Increased moderately;

Increased slightly; Stayed the same; Decreased.

• Perceived recent inflation rate: By how many percent in your opinion did the

consumer prices go up/down in the past 12 months? Consumer prices increased by

, %/decreased by , %.

• Qualitative aggregate unemployment expectations: How do you expect the

number of unemployed people in Germany will change over the next 12 months?

Increase sharply; Increase slightly; Remain the same; Fall slightly; Fall sharply.

• Good time to buy: Given the current economic situation, do you think it’s a

good time to buy larger items such as furniture, electronic items etc? Yes, it’s a

good time; The time is neither good nor bad; No, it’s a bad time.

We include the following control variables: a dummy for females; a polynomial in age,

dummies for educational attainment, indicating middle school, high school, university

(below middle school being the omitted category); dummies for marital status, namely

married, living as couple, separated, divorced, widowed (single being the omitted cate-

gory); dummies for employment status, specifically employed part-time, self-employed,

unemployed, in full-time education, retired, housekeeping (in paid full-time employment

being the omitted category); log net monthly household income (using an inverse hyper-

bolic sine transformation) as well as a dummy variable for missing income information

(income is set to zero in these cases); and dummies for living in a rural area (less than

20,000 residents) or an urban area (more than 100,000 residents).

A.3 Own survey

The wording of the outcome questions we use in our estimations on our own survey

is as follows:

• Qualitative inflation expectations: How do you think the general price level will

develop over the next 12 months? Rise very strongly; Rise strongly; Rise somewhat;

Stay approximately the same; Fall somewhat.
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• Expected inflation rate: Do you think there will be inflation or deflation over

the next 12 months? What is the rate of inflation/deflation you expect over the

next 12 months?

• Hypothetical scenario 1: Down payment choice: One of your friends is buying

a house in his hometown and is asking you for advice on what downpayment to

choose. The house costs e100,000, and your friend has a total of e30,000 in savings.

House prices in his hometown have increased moderately over the past years. If

the bank offers him the following three 30-year mortgages, which mortgage would

you advise your friend to take? Downpayment of e20,000, interest rate of 3%;

downpayment of e10,000, interest rate of 4%; downpayment of e3,000, interest

rate of 5%.

• Hypothetical scenario 2: Real estate fund: Consider a situation where you

have to decide how to invest e1,000 for one year. You can choose between two

possible investments. The first is a fund that invests in real estate everywhere in

Germany. It pays an annual return equal to the average growth in home prices in

Germany. The second is an asset paying a fixed interest rate of 1 percent. What

share of the e1,000 would you invest in (1) the housing market fund and what

share would you invest in (2) the asset with a fixed interest rate? (1) Amount in

real estate fund (euro); (2) Amount in asset with fixed interest rate (euro).

• Importance: Inflation protection: How important do you consider the following

properties of an investment opportunity: High return; Low risk; Protected against

inflation; Simple to understand; Liquid. Very unimportant; Rather unimportant;

Neither important nor unimportant; Rather important; Very important.

• Statement: Loan: Money loses its value quickly. Therefore it is not a bad choice

to take out a loan. Strongly agree; Somewhat agree; Neither agree nor disagree;

Somewhat disagree; Strongly disagree.

• Statement: Home: Today one of the most important advantages of purchasing

a home is that it makes it possible to protect savings against inflation. Strongly
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agree; Somewhat agree; Neither agree nor disagree; Somewhat disagree; Strongly

disagree.

• Statement: Interest: It makes no sense to save because inflation is eating up the

interest. Strongly agree; Somewhat agree; Neither agree nor disagree; Somewhat

disagree; Strongly disagree.

• Statement: Durables: Because money loses its value quickly it makes more sense

to purchase durable goods than to save. Strongly agree; Somewhat agree; Neither

agree nor disagree; Somewhat disagree; Strongly disagree.

The choice in hypothetical scenario 1 is coded on an increasing scale from low loan-

to-value (LTV) ratio to high LTV ratio, and is z-scored using the mean and the standard

deviation in the sample. We calculate the rank (in ascending order) of “protection against

inflation” as a desirable feature of an investment opportunity among the answers to all

five asset properties, assigning the higher rank to several options in case of ties. The

response scales on the qualitative statements are coded such that higher values indicate

more agreement to the statement, and are standardized using mean and standard devi-

ation in the sample. Qualitative inflation expectations are coded as an increasing scale

and z-scored using the mean and the standard deviation in the sample. The expected

inflation rate is set to missing outside the interval [−1; 12] because of many outliers and

because outside this interval quantitative expectations were less consistent with quali-

tative expectations and were generally very noisy, possibly because respondents in this

panel were not used to answering this type of question.

We include the following control variables: a dummy for females; age; dummies for

high education, for being employed, and for being married; log net monthly household

income and log net wealth (using inverse hyperbolic sine transformations); a dummy for

above-median risk aversion and a dummy for expecting an income increase. We included

less fine-grained control variables compared to the other datasets due to the substantially

smaller sample size, which would otherwise lead to very low numbers of observations in

the different cells.
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B PHF: Rubin’s method for multiply imputed data

The PHF deals with item non-response and otherwise missing values by providing

five implicates of imputed data. We work with these data using Rubin’s method (Rubin,

1987). Specifically, we estimate each of our specifications separately for each of the five

datasets and calculate the average over the five coefficient estimates as b̄ = 1
5

5∑
m=1

bm. The

covariance matrix is obtained by averaging over the covariance matrices obtained from

estimations on the five datasets, V̄ = 1
5

5∑
m=1

Vm, and adjusting for the between-implicate

variance, Q = 1
5−1

5∑
m=1

(bm − b̄)(bm − b̄), to obtain Ω = V̄ +
(
1 + 1

5

)
Q. For more details

see the description in Malmendier and Nagel (2011).

C Own survey: Procedural details and sample

The survey was conducted in collaboration with the panel data provider “Research

Now” in April 2019. We only surveyed respondents born in 1982 or earlier who had

lived in East or West Germany when the Berlin Wall fell in 1989. We oversampled East

Germans such that about half of our respondents are from East Germany, and inter-

viewed samples that are roughly representative in terms of age, gender and income of

East Germans and of West Germans in that cohort group. In line with the procedures

of the PHF, we only focus on “financially knowledgeable persons” (FKPs), who indicate

that they are the household member with the best knowledge of their household’s fi-

nances. Respondents were invited by the survey company to our own platform according

to targets that were formulated by us before and were directed to the main survey after

initial screening according to demographics. The respondents continued with a question

eliciting quantitative inflation expectations, the hypothetical scenario on investment in

a real estate fund, the hypothetical scenario on LTV ratios, a question on the impor-

tance of different properties of investment opportunities, agreement to four statements

on attitudes to inflation and behavior, qualitative questions on inflation expectations

and income expectations, a question on risk aversion, questions on net wealth and con-

sumer debt, and some remaining demographics. The translated survey questions are

listed in section A.3, and screenshots of the actual survey (in German) can be found un-
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der https://www.dropbox.com/s/f32o12ryglsnpye/Goldfayn-FrankWohlfart_2019_

Survey_Instructions.pdf?dl=0. We drop 9 FKPs with very short (lower than 2 min-

utes) or very long (higher than 50 minutes) response time, which may indicate inattention

to our questions. This leaves us with a sample of 1,075 FKPs which we use in our main

analysis.

D Robustness checks

This appendix section provides details of the robustness checks of our main findings

on differences in inflation expectations that are mentioned in section 4.2. For brevity, we

only report robustness checks for our main specifications using point forecasts of inflation.

Our findings on qualitative expectations and the subjective probability distributions are

robust to the same set of adjustments.

Table A7 displays robustness checks for the baseline specification on the PHF from

Table 1 Column 2. Specifically, our results are robust to further restricting the age range

to individuals born in 1972 or earlier (Column 4), to using sampling weights (Column 5),

and to winsorizing expected inflation at the top and bottom percentile instead of setting

these observations to missing (Column 6). The results are unaffected by controlling for

homeownership (Column 7), regional home price expectations (Column 8) or quadratic

terms in log income and log net wealth (Column 9), and survive the joint inclusion of

a large set of additional controls (Column 10). Finally, inflation expectations are higher

than the West German average for each East German state, even though these coefficients

are less precisely estimated (Column 11).

Table A8 shows a sensitivity analysis for our baseline specification on the GfK from

Table 2 Column 2. Our results are robust to restricting the sample to household heads

(Column 2) or to people born in 1972 or earlier (Column 3). The East effect is much

smaller and insignificant for individuals born after 1993, who did not experience the

transition and subsequent convergence in inflation rates (Column 4). Moreover, our

results are not affected by using sampling weights (Column 5), by winsorizing instead of

trimming expected inflation (Column 6), by controlling for homeownership (Column 7),

local home price indices (Column 8) or by controlling for local unemployment as well as
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level and growth rate of local GDP per capita (Column 9). Moreover, we obtain very

similar results when we replace the East dummy with separate dummies for the different

East German states (Column 10).

Finally, our findings on qualitative inflation expectations are robust to estimating

ordered probit models instead of linear probability models (Tables A9 and A10).

E Differences in behavior: Additional analyses

E.1 IV analysis

This appendix section presents an IV analysis regressing financial outcomes on the

East dummy and the respondent’s inflation forecast to address measurement error in

subjective expectations.

Subjective expectations are measured with error, while the dummy indicating resi-

dence in East Germany in 1989 should not be subject to major misreporting. The power

of inflation expectations to account for differences between East and West Germans’

bond holdings will therefore be severely underestimated in OLS regressions, as they are

reported in Table 6 Column 2 and discussed in section 6. Following Das et al. (2019)

and Giglio et al. (2019) we address this problem using instrumental variable estimations.

Specifically, we instrument people’s point forecast of inflation using two dummy variables

indicating whether the respondent expects prices to increase significantly or to at most

stay approximately the same according to her qualitative inflation expectations.

Table A17 compares OLS estimates in Panel B with IV estimates in Panel C. As ex-

pected, the estimated effect of inflation expectations on bond holdings shown in Columns

1 and 2 increases in size and becomes more precisely estimated in the IV estimations.

Accordingly, a one percentage point increase in expected inflation is associated with a

significant reduction in log bond holdings of 0.08 (0.036 in the OLS estimation reported

in Panel B). Moreover, the total reduction of the size of the estimated East coefficient

relative to the baseline estimates reported in Panel A now amounts to 25 percent (10

percent for the OLS estimation). This indicates that roughly 25 percent of the lower

tendency to hold bonds among East Germans can be explained by higher expected in-
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flation. Given that the IV estimation only imperfectly accounts for measurement error,

25 percent correspond to a lower bound on the actual share of the difference in behavior

that can be attributed to differences in the level of inflation expectations.

Table A17 Column 3 shows the corresponding estimates for the log of total consumer

debt holdings. The estimated effect of expected inflation on the log of total consumer

debt holdings increases from 0.04 to 0.07 in the IV estimation (Panel C) compared to the

OLS estimation (Panel B). Moreover, the total reduction of the size of the estimated East

effect relative to the baseline estimate reported in Panel A increases from 15 percent to

25 percent in the IV estimation. Thus, at least 25 percent of the difference in consumer

debt holdings between East and West Germans can be explained by differences in the

level of inflation expectations.

E.2 Own survey: Controlling for inflation expectations

This appendix section discusses to what extent differences in outcomes between East

and West Germans in our own survey can be explained by differences in inflation ex-

pectations. Table A18 reports regressions of the behavioral measures elicited in our own

survey on an East dummy and the respondent’s inflation expectations. Panel A repeats

the estimations displayed in Table 7 in the main text, while Panel B additionally con-

trols for a qualitative measure of inflation expectations. Across outcomes, the estimated

East effect decreases in size by between 5 percent and 35 percent in Panel B compared

to Panel A. Panels C and D repeat this exercise for quantitative inflation expectations

on the smaller sample for which quantitative expectations are available. Similarly, the

East effects decrease in size when quantitative inflation expectations are included. These

findings indicate that at least part of the estimated differences in behavior between East

and West Germans can be explained by differences in the level of expectations, while

remaining differences may be due to differences in inflation uncertainty and other factors.

E.3 Inflation expectations and consumption behavior

In the main text we have shown that East Germans persistently expect higher inflation

than West Germans. In this appendix section we examine whether East Germans have

adjusted to an environment of rising prices in the way they use their inflation expectations

9
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to smooth consumption. According to a standard Euler equation, an increase in expected

inflation should reduce the perceived real interest rate and therefore lead individuals to

increase current spending.

Replicating the estimations in D’Acunto et al. (2018), we use the GfK data to regress

people’s opinion on whether it is a good time to buy large ticket items on a dummy

indicating whether the respondent expects inflation to increase and a dummy for whether

the respondent perceives high current inflation. We include the same set of controls as

previously and additionally control for the respondent’s expectations about own financial

situation, general economic conditions and aggregate unemployment. Individuals who

expect increasing inflation are 5.2 percentage points more likely to agree that it is a good

time to buy durables (Table A19 Column 1). Does the association between expectations

and this proxy for spending differ between East and West Germans? In Columns 2 and 3

of Table A19 we document that the effect of inflation expectations on durables spending

is equally strong for East Germans as for West Germans (p=0.5579). In Columns 4

to 6 we show that the association between inflation expectations and consumption is

similar if we instead use a dummy indicating whether the respondent’s qualitative inflation

expectations are in one of the highest three categories (expect weaker/similar/stronger

inflation compared to the previous year). This variable should be more informative of the

level of inflation expectations compared to the variable indicating whether the respondent

expects an increase in inflation (Dräger and Nghiem, 2018). However, when using this

measure of expectations, East Germans’ expectations seem to be more strongly related

to their consumption choices compared to West Germans (p<0.00001). Thus, while East

Germans have not adjusted to West Germans in the way they form expectations, they

have adjusted to an environment of rising prices in the way they use their expectations to

smooth their consumption over time. If anything, their choices seem to be more sensitive

to their expectations compared to West Germans.
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F Additional Tables

Table A1: Summary Statistics: Panel of Household Finances (PHF)

West East
(1) (2) (3) (4) (5) (6)

Mean SD N Mean SD N

Female 0.40 0.49 8318 0.52 0.50 1513
Age 59.57 13.84 8318 56.57 14.76 1513
Below middle school 0.27 0.45 8318 0.20 0.40 1513
Middle school 0.27 0.44 8318 0.50 0.50 1513
High school 0.13 0.34 8318 0.09 0.29 1513
University 0.33 0.47 8318 0.22 0.41 1513
Still in education 0.00 0.05 8318 0.00 0.03 1513
Education: Other 0.00 0.05 8318 0.00 0.04 1513
Single 0.12 0.32 8318 0.14 0.35 1513
Married 0.68 0.47 8318 0.58 0.49 1513
Separated 0.02 0.13 8318 0.02 0.15 1513
Divorced 0.11 0.31 8318 0.15 0.35 1513
Widowed 0.08 0.27 8318 0.11 0.31 1513
Employed full-time 0.35 0.48 8318 0.40 0.49 1513
Employed part-time 0.14 0.35 8318 0.11 0.31 1513
On leave 0.01 0.11 8318 0.02 0.14 1513
Unemployed 0.02 0.15 8318 0.07 0.26 1513
Full-time education 0.00 0.05 8318 0.00 0.06 1513
Retired 0.40 0.49 8318 0.34 0.47 1513
Disabled 0.03 0.16 8318 0.05 0.21 1513
Housekeeping 0.03 0.18 8318 0.01 0.11 1513
Employment: Other 0.00 0.05 8318 0.00 0.04 1513
Number of adults 2.01 0.80 8318 1.85 0.69 1513
Number of children 0.27 0.69 8318 0.33 0.74 1513
Urban (City size > 100,000) 0.35 0.48 8318 0.35 0.48 1513
Log(Net monthly household income) 8.66 0.73 8318 8.30 0.61 1513
Log(Net household wealth) 11.07 5.87 8318 8.13 7.28 1513
Log(Fixed-rate consumer debt) 0.83 2.64 8109 1.53 3.42 1463
Log(Bonds) 1.04 3.14 7811 0.41 1.95 1484
Share bonds in financial assets 0.03 0.12 7647 0.01 0.07 1405
Homeowner 0.66 0.47 8318 0.44 0.50 1513
Risk aversion 6.04 2.20 8314 6.30 2.35 1512
Trust 5.57 1.98 8305 5.10 2.21 1511
Patience 5.33 2.44 8316 5.36 2.51 1512
Financial literacy: Number correct 2.65 0.64 8161 2.47 0.78 1497
Expect high inflation next year 0.23 0.42 8318 0.36 0.48 1513
Expected inflation rate next year 2.60 3.10 2691 3.91 3.81 499
Exp. infl. rate next yr.: Mean 1.77 1.37 3042 2.29 1.72 553
Exp. infl. rate next yr.: SD 0.65 0.77 3042 0.80 0.87 553
Exp. infl. rate next yr.: Skewness 0.09 0.63 3042 0.08 0.60 553
Exp. infl. rate next yr.: Kurtosis 2.05 1.02 3042 1.98 0.93 553
Expected stock return next year 1.60 4.66 4388 1.28 4.34 681
Expected interest rate next year 0.55 0.58 5478 0.56 0.61 974
Expect high food price inflation 0.04 0.20 1816 0.10 0.30 348
Expect high services price inflation 0.08 0.27 1816 0.26 0.44 348

Notes: This table displays summary statistics for our main working sample from the Panel of Household
Finances (PHF) separately for West Germans (Columns 1 to 3) and East Germans (Columns 4 to 6). All
monetary variables are adjusted to 2010 euros. The logs of net monthly household income, net household
wealth, fixed-rate consumer debt and bonds are calculated as inverse hyperbolic sine transformations.
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Table A2: Summary Statistics: GfK Consumer Climate Survey

West East
(1) (2) (3) (4) (5) (6)

Mean SD N Mean SD N

Female 0.55 0.50 263165 0.54 0.50 69434
Age 50.32 15.21 263165 51.45 15.32 69434
Below middle school 0.49 0.50 263165 0.25 0.43 69434
Middle school 0.33 0.47 263165 0.57 0.49 69434
High school 0.10 0.30 263165 0.05 0.22 69434
University 0.08 0.27 263165 0.12 0.33 69434
Single 0.14 0.34 263165 0.12 0.33 69434
Married or living with partner 0.68 0.47 263165 0.69 0.46 69434
Divorced or widowed 0.18 0.38 263165 0.19 0.39 69434
Employed full-time 0.36 0.48 263165 0.38 0.49 69434
Employed part-time 0.15 0.35 263165 0.09 0.29 69434
Self-employed 0.08 0.28 263165 0.06 0.25 69434
Unemployed 0.05 0.21 263165 0.12 0.33 69434
Full-time education 0.02 0.14 263165 0.02 0.12 69434
Retired 0.25 0.43 263165 0.31 0.46 69434
Housekeeping 0.09 0.29 263165 0.02 0.13 69434
Number of children 0.48 0.83 228414 0.35 0.69 60571
Urban (City size > 100,000) 0.20 0.40 263165 0.14 0.34 69434
Rural (City size < 20,000) 0.42 0.49 263165 0.53 0.50 69434
Log(Net monthly household income) 6.36 3.60 263165 6.58 3.23 69434
Owner 0.55 0.50 263165 0.44 0.50 69434
Renter 0.45 0.50 263165 0.56 0.50 69434
Expect higher inflation next year 0.13 0.33 263165 0.19 0.40 69434
Expected inflation rate next year 5.17 5.00 70694 6.08 5.51 22410
Perceived current inflation rate 5.32 5.32 84496 6.16 5.73 25118
Expected infl. rate mult. of 5 0.28 0.45 70694 0.32 0.47 22410
Perceived infl. rate mult. of 5 0.28 0.45 84496 0.32 0.47 25118
Expect higher unemployment next year 0.44 0.50 257570 0.53 0.50 67962
Good time to buy durables 0.23 0.42 248003 0.20 0.40 63693

Notes: This table displays summary statistics for our main working sample from the GfK Consumer
Climate Survey separately for West Germans (Columns 1 to 3) and East Germans (Columns 4 to 6). All
monetary variables are adjusted to 2010 euros. The log of net monthly household income is calculated
as inverse hyperbolic sine transformation.
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Table A3: Summary Statistics: Own survey (Research Now)

West East
(1) (2) (3) (4) (5) (6)

Mean SD N Mean SD N

Female 0.43 0.50 557 0.42 0.49 518
Age 53.89 9.58 557 53.98 10.60 518
Below middle school 0.14 0.35 557 0.02 0.15 518
Middle school 0.38 0.49 557 0.42 0.49 518
High school 0.20 0.40 557 0.22 0.42 518
University 0.25 0.43 557 0.28 0.45 518
Education: Other 0.04 0.19 557 0.05 0.21 518
Single 0.28 0.45 557 0.29 0.45 518
Married 0.45 0.50 557 0.47 0.50 518
Separated 0.03 0.17 557 0.02 0.15 518
Divorced 0.18 0.38 557 0.17 0.38 518
Widowed 0.06 0.24 557 0.05 0.22 518
Employed full-time 0.45 0.50 557 0.47 0.50 518
Employed part-time 0.16 0.37 557 0.13 0.33 518
On leave 0.00 0.00 557 0.01 0.08 518
Unemployed 0.04 0.20 557 0.04 0.20 518
Full-time education 0.01 0.07 557 0.00 0.04 518
Retired 0.25 0.43 557 0.29 0.45 518
Disabled 0.04 0.19 557 0.04 0.20 518
Housekeeping 0.04 0.21 557 0.02 0.13 518
Employment: Other 0.01 0.10 557 0.01 0.09 518
Log(Net monthly household income) 8.27 1.34 557 8.26 1.47 518
Log(Net household wealth) 9.08 4.95 557 8.84 4.80 518
Log(Fixed-rate consumer debt) 2.47 4.22 557 3.05 4.53 518
Homeowner 0.40 0.49 557 0.34 0.48 518
Risk aversion 7.20 2.72 557 7.25 2.66 518
Expected inflation (z) -0.11 0.97 557 0.12 1.01 518
Expect high inflation 0.21 0.41 557 0.32 0.47 518
Expect low inflation 0.05 0.23 557 0.03 0.18 518
Expected inflation rate 2.97 2.59 413 3.34 2.71 398
Expect income increase 0.43 0.50 557 0.41 0.49 518
Hypothetical 1: LTV (z) -0.17 0.83 557 0.05 1.03 518
Hypothetical 2: Real estate fund (amount) 540.96 395.31 557 540.74 384.09 518
Importance inflation protection (rank) 3.95 1.31 557 4.09 1.22 518
Agree statement: Loan (z) -0.06 0.99 557 0.10 1.03 518
Agree statement: Home (z) 0.01 0.99 557 0.03 1.02 518
Agree statement: Interest (z) -0.08 1.00 557 0.06 1.02 518
Agree statement: Durables (z) -0.06 1.04 557 0.03 0.97 518

Notes: This table displays summary statistics for our main working sample from our own online survey
that we collected with the panel data provider Research Now separately for West Germans (Columns 1
to 3) and East Germans (Columns 4 to 6). The logs of net monthly household income, net household
wealth and fixed-rate consumer debt are calculated as inverse hyperbolic sine transformations. “z” in
brackets indicates that these variables are z-scored using the mean and standard deviation in our sample.
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Table A4: Main Results showing Key Controls: Inflation Expectations (PHF)

Exp high
infl

Exp infl
rate

Exp infl
rate (mean)

Exp infl
rate (SD)

Exp infl
rate (skew)

Exp infl
rate (kurt)

(1) (2) (3) (4) (5) (6)

East in 1989 0.093∗∗∗ 1.004∗∗∗ 0.445∗∗∗ 0.140∗∗∗ -0.004 -0.048
(0.014) (0.184) (0.079) (0.041) (0.029) (0.046)

Female 0.043∗∗∗ 0.730∗∗∗ 0.012 -0.052∗ -0.014 -0.006
(0.011) (0.146) (0.056) (0.030) (0.024) (0.037)

Age 0.010∗∗∗ 0.001 0.024 0.007 0.006 0.003
(0.003) (0.037) (0.016) (0.009) (0.007) (0.010)

Age squared -0.000∗∗∗ -0.000 -0.000 -0.000∗ -0.000 -0.000
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Middle school -0.001 -0.416∗∗ 0.134∗ 0.019 0.021 0.039
(0.013) (0.177) (0.074) (0.038) (0.029) (0.046)

High school -0.050∗∗∗ -1.064∗∗∗ 0.046 -0.022 0.042 0.033
(0.016) (0.187) (0.087) (0.047) (0.036) (0.057)

University -0.071∗∗∗ -0.927∗∗∗ -0.071 0.045 0.028 0.098∗∗

(0.013) (0.162) (0.075) (0.041) (0.031) (0.050)

Married 0.030∗ -0.212 -0.060 -0.037 -0.002 -0.027
(0.016) (0.228) (0.083) (0.049) (0.035) (0.058)

Separated -0.059∗ -0.882∗ -0.170 0.065 -0.074 0.003
(0.033) (0.462) (0.195) (0.108) (0.073) (0.120)

Divorced 0.026 -0.062 -0.047 -0.060 0.027 -0.001
(0.020) (0.312) (0.104) (0.057) (0.045) (0.076)

Widowed -0.005 -0.640∗∗ -0.056 0.114∗ 0.041 -0.035
(0.023) (0.311) (0.126) (0.067) (0.049) (0.080)

Unemployed 0.071∗∗ 1.136∗∗ 0.045 -0.026 -0.051 -0.102
(0.031) (0.578) (0.262) (0.097) (0.066) (0.095)

Retired 0.013 0.109 0.087 0.072 0.068∗ 0.035
(0.016) (0.214) (0.089) (0.051) (0.040) (0.068)

Housekeeping -0.010 0.020 0.160 0.102 -0.063 -0.071
(0.028) (0.503) (0.161) (0.097) (0.076) (0.078)

Log (Income) -0.031∗∗∗ -0.359∗∗∗ 0.003 -0.001 0.011 0.007
(0.008) (0.115) (0.035) (0.023) (0.012) (0.022)

Log (Wealth) -0.004∗∗∗ -0.007 -0.013∗∗ -0.003 0.003 0.008∗∗

(0.001) (0.011) (0.005) (0.003) (0.002) (0.003)

Urban -0.014 -0.083 0.025 -0.095∗∗∗ -0.058∗∗ -0.049
(0.011) (0.143) (0.061) (0.033) (0.027) (0.044)

Rural 0.003 0.077 0.026 -0.023 -0.063∗∗ -0.056
(0.012) (0.150) (0.062) (0.035) (0.028) (0.045)

Observations 9831 3190 3595 3595 3595 3595
R-squared .148 .079 .028 .032 .007 .01

Sample period 2011,14,17 2014 2017 2017 2017 2017
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes No No No No No

Notes: The outcomes are a dummy for expecting high inflation over the next 12 months (Column
1); the respondent’s point forecast of inflation (Column 2); mean, standard deviation, skewness and
kurtosis of the respondent’s subjective probability distribution over future inflation (Columns 3 to 6).
All specifications control for gender, a polynomial in age, dummies for the respondent’s educational
attainment, dummies for marital status, dummies for employment status, the log of net total household
income, the log of total net wealth, and dummies for municipality size. Standard errors clustered at the
household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A5: Main Results showing Key Controls: Inflation Expectations (GfK)

Expected
inflation rate

Expect inflation
to increase

Exp. infl. rate
mult. of 5

(1) (2) (3) (4) (5) (6)

East 0.821∗∗∗ 0.424∗∗∗ 0.063∗∗∗ 0.054∗∗∗ 0.043∗∗∗ 0.023∗∗∗

(0.043) (0.024) (0.002) (0.002) (0.004) (0.003)

Perceived current infl. rate 0.785∗∗∗

(0.004)

Prices increased strongly 0.106∗∗∗

(0.004)
Prices increased moderately 0.053∗∗∗

(0.004)
Prices increased a little -0.005

(0.004)
Prices remained the same -0.026∗∗∗

(0.004)

Perc. infl. rate mult. of 5 0.640∗∗∗

(0.003)

Female 0.334∗∗∗ 0.002 -0.009∗∗∗ -0.010∗∗∗ 0.029∗∗∗ 0.008∗∗∗

(0.036) (0.020) (0.001) (0.001) (0.003) (0.003)

Age -0.007 0.009∗ 0.002∗∗∗ 0.002∗∗∗ -0.003∗∗∗ -0.001
(0.009) (0.005) (0.000) (0.000) (0.001) (0.001)

Age squared -0.000∗∗ -0.000∗∗ -0.000∗∗∗ -0.000∗∗∗ 0.000 -0.000
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Continued next page . . .
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Table A5 continued: Main Results showing Key Controls: Inflation Expectations (GfK)

Expected
inflation rate

Expect inflation
to increase

Exp. infl. rate
mult. of 5

(1) (2) (3) (4) (5) (6)

Married 0.246∗∗∗ -0.058∗ -0.000 -0.003∗ 0.013∗∗ 0.003
(0.061) (0.034) (0.002) (0.002) (0.005) (0.004)

Divorced/widowed/separated 0.064 -0.040 0.002 -0.001 0.008 0.001
(0.067) (0.038) (0.002) (0.002) (0.006) (0.005)

Middle school -0.165∗∗∗ -0.025 0.004∗∗∗ 0.008∗∗∗ -0.014∗∗∗ 0.003
(0.041) (0.022) (0.001) (0.001) (0.004) (0.003)

High school -0.461∗∗∗ 0.008 0.006∗∗∗ 0.012∗∗∗ -0.027∗∗∗ 0.001
(0.059) (0.035) (0.002) (0.002) (0.006) (0.005)

University -0.623∗∗∗ -0.008 0.024∗∗∗ 0.032∗∗∗ -0.059∗∗∗ -0.017∗∗∗

(0.054) (0.031) (0.002) (0.002) (0.005) (0.004)

Unemployed 0.566∗∗∗ 0.228∗∗∗ 0.016∗∗∗ 0.012∗∗∗ 0.029∗∗∗ 0.004
(0.091) (0.051) (0.003) (0.003) (0.008) (0.006)

Retired 0.334∗∗∗ 0.088∗∗∗ 0.005∗∗ 0.005∗∗ 0.025∗∗∗ 0.010∗∗

(0.061) (0.033) (0.002) (0.002) (0.006) (0.004)
Housekeeping 0.244∗∗∗ 0.078∗ 0.010∗∗∗ 0.010∗∗∗ 0.020∗∗∗ 0.007

(0.084) (0.047) (0.003) (0.003) (0.007) (0.006)

Log (Income) -1.182∗∗∗ -0.071∗∗ -0.013∗∗∗ -0.007∗∗∗ -0.085∗∗∗ -0.026∗∗∗

(0.055) (0.031) (0.002) (0.002) (0.004) (0.004)

Observations 93104 87677 332599 331323 93104 87677
R-squared .098 .724 .052 .068 .047 .441

Sample period 2008-16 2008-16 2000-16 2000-16 2008-16 2008-16
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcomes are a dummy for expecting increasing inflation over the next 12 months (Columns
1 and 2); the respondent’s point forecast of inflation (Columns 3 and 4); a dummy indicating whether
the respondent reported a point forecast that is a multiple of five (Columns 5 and 6). All specifications
control for gender, a polynomial in age, dummies for the respondent’s educational attainment, dummies
for marital status, dummies for employment status, the log of total net household income, dummies for
municipality size, and monthly time dummies. Standard errors clustered at the household level are in
parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A6: Subgroup analysis: Inflation Expectations (GfK)

Expected inflation rate

(1) (2) (3) (4) (5) (6)

East (a) 0.424∗∗∗ 0.457∗∗∗ 0.602∗∗∗ 0.351∗∗∗ 0.221∗∗∗ 0.295∗∗∗

(0.024) (0.033) (0.048) (0.034) (0.035) (0.033)

Perceived current infl. rate 0.785∗∗∗ 0.785∗∗∗ 0.785∗∗∗ 0.785∗∗∗ 0.785∗∗∗ 0.785∗∗∗

(0.004) (0.004) (0.004) (0.004) (0.004) (0.004)

East x Female (b) -0.062
(0.043)

East x Middle School (b) -0.233∗∗∗

(0.056)

East x High School (c) -0.330∗∗∗

(0.101)

East x University (d) -0.198∗∗∗

(0.069)

East x High Income (b) 0.147∗∗∗

(0.044)

East x Urban (b) 0.107
(0.065)

East x Rural (c) 0.380∗∗∗

(0.047)

East x Home Owner (b) 0.263∗∗∗

(0.044)

Pr(a+b=0) 0.000 0.000 0.000 0.000 0.000
Pr(a+c=0) 0.003 0.000
Pr(a+d=0) 0.000

Observations 87677 87677 87677 87677 87677 87677
R-squared .724 .724 .724 .724 .724 .724

Sample period 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is the respondent’s point forecast of inflation over the next 12 months.
All specifications control for gender, a polynomial in age, dummies for the respondent’s educational
attainment, dummies for marital status, dummies for employment status, the log of total net household
income, dummies for municipality size, and monthly time dummies. Column 4 additionally controls for
a dummy indicating whether the respondent has high income. Column 6 additionally includes a dummy
indicating homeownership. Standard errors clustered at the household level are in parentheses. * denotes
significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A7: Robustness: Inflation Expectations (PHF)

Base-
line

Region
FE

County
FE

Born
<1973

Sampling
weights

Winsor.
exp.

Contr.
owner

Contr. home
price exp.

Wealth & inc
squared

All add.
contr.

State
dummies

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

East in 1989 1.004∗∗∗ 1.041∗∗∗ 0.870∗∗ 1.149∗∗∗ 0.590∗∗ 1.035∗∗∗ 0.986∗∗∗ 0.963∗∗∗ 0.906∗∗∗ 0.820∗∗∗

(0.184) (0.250) (0.347) (0.209) (0.265) (0.207) (0.185) (0.190) (0.186) (0.195)

East Berlin 0.266
(0.553)

Mecklenburg - W.P. 1.033∗∗

(0.481)

Saxony-Anhalt 1.372∗∗

(0.537)

Brandenburg 1.011
(0.817)

Thuringia 0.831∗∗

(0.382)

Saxony 0.965∗∗∗

(0.280)

Observations 3190 3190 3190 2823 3190 3247 3190 2930 3190 2885 2946
R-squared .079 .08 .162 .082 .084 .086 .08 .107 .086 .126 .079

Sample period 2014 2014 2014 2014 2014 2014 2014 2014 2014 2014 2014
Household controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is the respondent’s point forecast of inflation over the next 12 months. All specifications control for gender, a polynomial in age,
dummies for the respondent’s educational attainment, dummies for marital status, dummies for employment status, the log of net total household income, the
log of total net wealth, and dummies for municipality size. Additional controls are included in Column 7 (dummy for homeowners), Column 8 (quantitative
regional home price expectations), Column 9 (log wealth squared and log income squared) and Column 10 (homeownership, home price expectations, log
wealth squared and log income squared, risk aversion, generalized trust, financial literacy, patience, and a dummy for having recently experienced an income
drop). Standard errors clustered at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A8: Robustness: Inflation Expectations (GfK)

Base-
line

HH heads
only

Born
<1973

Born
>1993

Sampling
weights

Winsor.
exp.

Control for
home own.

Control for
home price ind.

Control for
local econ. cond.

Eastern state
dummies

Control for
exp. econ. cond.

Control for
fin. situation

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)

East 0.424∗∗∗ 0.426∗∗∗ 0.451∗∗∗ 0.260 0.423∗∗∗ 0.443∗∗∗ 0.422∗∗∗ 0.331∗∗∗ 0.387∗∗∗ 0.399∗∗∗ 0.424∗∗∗

(0.024) (0.029) (0.026) (0.252) (0.026) (0.025) (0.024) (0.037) (0.040) (0.024) (0.024)

Perceived current infl. rate 0.785∗∗∗ 0.785∗∗∗ 0.789∗∗∗ 0.803∗∗∗ 0.782∗∗∗ 0.793∗∗∗ 0.785∗∗∗ 0.814∗∗∗ 0.814∗∗∗ 0.785∗∗∗ 0.775∗∗∗ 0.782∗∗∗

(0.004) (0.005) (0.004) (0.036) (0.004) (0.004) (0.004) (0.009) (0.009) (0.004) (0.004) (0.004)

Mecklenburg - W. Pomerania 0.033
(0.061)

Saxony-Anhalt 0.469∗∗∗

(0.051)
Brandenburg 0.552∗∗∗

(0.051)
Thuringia 0.869∗∗∗

(0.044)
Saxony 0.218∗∗∗

(0.034)

Observations 87677 58172 73717 1239 87677 89006 87677 24772 26013 87677 85501 87677
R-squared .724 .72 .727 .690 .724 .716 .724 .752 .752 .725 .73 .725

Sample period 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16 2008-16
Household controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is the respondent’s point forecast of inflation over the next 12 months. All specifications control for gender, a polynomial in age, dummies for
the respondent’s educational attainment, dummies for marital status, dummies for employment status, the log of total net household income, dummies for municipality size,
and monthly time dummies. Additional controls are included in Column 7 (dummy for homeowners), Column 8 (local home price index), Column 9 (local unemployment
rate, level and growth rate of local GDP per capita), Column 11 (dummies for expected general economic conditions) and Column 12 (dummies for recent changes in
financial situation of the household). Standard errors clustered at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct.
level.
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Table A9: Ordered Probit: Inflation Expectations (PHF)

Ordered
probit Average marginal effects

(1) (2) (3) (4) (5) (6)
Latent
variable

Exp. high
deflation

Exp. some
deflation

Exp. no
inflation

Exp. some
inflation

Exp. high
inflation

East in 1989 .2685∗∗∗ -.0014∗∗∗ -.0052∗∗∗ -.0441∗∗∗ -.0261∗∗∗ .0767∗∗∗

(.0368) (.0004) (.0009) (.0061) (.0038) (.0105)

µ1 -3.4822∗∗∗

(.2629)
µ2 -2.8535∗∗∗

(.2591)
µ3 -1.602∗∗∗

(.2584)
µ4 .4074

(.)

Observations 9831
Pseudo R-squared .0753

Sample period 2011,14,17 2011,14,17 2011,14,17 2011,14,17 2011,14,17 2011,14,17
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is a 5-point categorical variable for the respondent’s inflation expectations
over the next 12 months. Column 1 displays the ordered probit estimates, while Columns 2 to 6 calculate
average marginal effects of the East dummy on the five different outcomes. µ1 to µ4 are the estimated
cutoffs of the latent variable. The estimation controls for gender, a polynomial in age, dummies for
the respondent’s educational attainment, dummies for marital status, dummies for employment status,
the log of net total household income, the log of total net wealth, dummies for municipality size, and
survey wave fixed effects. Standard errors clustered at the household level are in parentheses. * denotes
significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A10: Ordered Probit: Inflation Expectations (GfK)

Ordered
probit Average marginal effects

(1) (2) (3) (4) (5) (6)
Latent
variable

Exp.
deflation

Exp. zero
inflation

Exp. lower
inflation

Exp. same
inflation

Exp. higher
inflation

East .2873∗∗∗ -.0063∗∗∗ -.0764∗∗∗ -.0234∗∗∗ .0392∗∗∗ .0668∗∗∗

(.005) (.0001) (.0013) (.0005) (.0006) (.0013)

µ1 -2.6315∗∗∗

(.0483)
µ2 -.9299∗∗∗

(.0477)
µ3 -.4244∗∗∗

(.0477)
µ4 .8988∗∗∗

(.0477)

Observations 332599
Pseudo R-squared .0289

Sample period 2000-16 2000-16 2000-16 2000-16 2000-16 2000-16
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is a 5-point categorical variable for the respondent’s inflation expectations
over the next 12 months. Column 1 displays the ordered probit estimates, while Columns 2 to 6 calculate
average marginal effects of the East dummy on the five different outcomes. µ1 to µ4 are the estimated
cutoffs of the latent variable. The estimation controls for gender, a polynomial in age, dummies for the
respondent’s educational attainment, dummies for marital status, dummies for employment status, the
log of total net household income, dummies for municipality size, and monthly time dummies. Standard
errors clustered at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct.,
and *** at 1 pct. level.
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Table A11: Mechanism: Additional Controls (PHF)

Expected inflation rate

(1) (2) (3) (4) (5) (6) (7) (8)

East in 1989 (a) 1.004∗∗∗ 0.994∗∗∗ 1.065∗∗∗ 1.007∗∗∗ 0.920∗∗∗ 0.983∗∗∗ 1.098∗∗∗ 0.974∗∗∗

(0.184) (0.184) (0.335) (0.184) (0.250) (0.184) (0.244) (0.184)

High financial literacy -0.348∗∗ -0.328∗∗ -0.343∗∗

(0.142) (0.152) (0.142)

East in 1989 × (b) -0.108
High financial literacy (0.393)

High risk aversion 0.129 0.100 0.087
(0.118) (0.124) (0.121)

East in 1989 × (b) 0.185
High risk aversion (0.353)

High trust -0.337∗∗∗ -0.294∗∗ -0.287∗∗

(0.110) (0.115) (0.113)

East in 1989 × (b) -0.286
High trust (0.356)

Pr(a+b)=0 0.000 0.000 0.002

Observations 3190 3147 3147 3187 3187 3183 3183 3140
R-squared .079 .08 .08 .08 .08 .082 .082 .082

Sample period 2014 2014 2014 2014 2014 2014 2014 2014
Household controls Yes Yes Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is the respondent’s point forecast of inflation over the next 12 months.
All specifications control for gender, a polynomial in age, dummies for the respondent’s educational
attainment, dummies for marital status, dummies for employment status, the log of net total household
income, the log of total net wealth, and dummies for municipality size. The variables on financial
literacy, risk aversion and trust are dummy variables indicating whether the observation is above the
sample median. Standard errors clustered at the household level are in parentheses. * denotes significance
at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A12: Cohort Heterogeneity: Inflation and Unemployment Expectations (GfK)

Expected
inflation rate

Expect unemployment
to increase

(1) (2) (3) (4)

East 0.352∗∗∗ 0.229∗∗∗ 0.077∗∗∗ 0.066∗∗∗

(0.034) (0.073) (0.003) (0.006)

Perceived current infl. rate 0.785∗∗∗ 0.785∗∗∗

(0.004) (0.004)

East × Cohort< 1960 0.139∗∗∗ 0.004
(0.044) (0.004)

0.406∗∗ -0.005
East × Cohorts -1930 (0.163) (0.011)

0.353∗∗∗ 0.012
East × Cohorts 1931-1945 (0.086) (0.007)

0.184∗∗ 0.020∗∗∗

East × Cohorts 1946-1960 (0.082) (0.007)
0.151∗ 0.013∗

East × Cohorts 1961-1975 (0.083) (0.007)

Observations 87677 87677 342900 342900
R-squared .724 .724 .148 .149

Sample period 2008-16 2008-16 2000-16 2000-16
Household controls Yes Yes Yes Yes
Time FE Yes Yes Yes Yes

Notes: The outcomes are the respondent’s point forecast of inflation over the next 12 months (Columns
1 and 2); a dummy indicating whether the respondent expects increasing unemployment (Columns 3 and
4). All specifications control for gender, a polynomial in age, dummies for the respondent’s educational
attainment, dummies for marital status, dummies for employment status, the log of total net household
income, dummies for municipality size, and monthly time dummies. Standard errors clustered at the
household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A13: Mechanism: Best Fit Parameters of Estimated Learning from Experience
Models (GfK)

Best fit parameters for weighted past experiences

R-squared λ Coefficient

Std.
error
coeff.

Mean
exper.
East

Mean
exper.
West

Pred. diff.
expectations
East vs West

Standard learning from experience (λ < 0) 0.09585 -0.1 -0.398 0.022 1.024 2.700 0.667
Standard learning from experience (λ > 0) 0.09583 5.3 3.749 0.224 1.882 1.677 0.768

Time in GDR treated as 1% inflation 0.09622 4.4 2.865 0.162 2.014 1.723 0.833
Time in GDR treated as 4% inflation 0.09663 2.1 1.011 0.053 2.851 1.981 0.880
Time in GDR treated as 5% inflation 0.09665 1.6 0.722 0.038 3.295 2.087 0.872
Time in GDR treated as 6% inflation 0.09664 1.3 0.544 0.028 3.752 2.164 0.864
Time in GDR treated as 10% inflation 0.09660 0.8 0.255 0.013 5.620 2.321 0.843
Time in GDR treated as 15% inflation 0.09658 0.6 0.149 0.008 7.983 2.395 0.834

Notes: This table displays the estimated parameters of learning from experience models with the highest
R-squared i) for standard learning from experience models where the weight put on past experiences λ is
either restricted to be increasing (λ < 0) or decreasing (λ > 0) in the distance of the experience; and ii)
for modified learning from experience models that assume that East Germans treat the time in the GDR
as if they had experienced different levels of positive inflation. The models are estimated on the point
forecasts of inflation in the GfK and the sample period is 2008-2016. For each experience measure, the
table also displays the estimated effect of experiences on expectations, mean experienced inflation rates
among East Germans and among West Germans, and the predicted difference in inflation expectations
between East and West Germans in the GfK sample.
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Table A14: Mechanism: The Euro Introduction (GfK)

Expect inflation to increase Perceive high current inflation

(1) (2) (3) (4) (5) (6)

East 0.021∗∗∗ 0.027∗∗∗ 0.017 0.064∗∗∗ 0.067∗∗∗ 0.076∗∗∗

(0.006) (0.009) (0.013) (0.007) (0.010) (0.015)
East × Anticipation 0.057∗∗∗ 0.062∗∗∗ 0.079∗∗∗ 0.047∗∗∗ 0.048∗∗∗ 0.038∗

(0.008) (0.012) (0.019) (0.009) (0.013) (0.020)
East × Post 0.015∗∗ 0.014 0.028∗ 0.027∗∗∗ 0.030∗∗ 0.035∗

(0.007) (0.011) (0.016) (0.009) (0.013) (0.020)

East × Cohort< 1960 -0.010 -0.004
(0.012) (0.013)

East × Anticipation × Cohort< 1960 -0.008 -0.003
(0.017) (0.018)

East × Post × Cohort< 1960 0.001 -0.006
(0.014) (0.017)

East × Time GDR 0.000 -0.000
(0.000) (0.000)

East × Anticipation × Time GDR -0.001 0.000
(0.001) (0.001)

East × Post × Time GDR -0.000 -0.000
(0.001) (0.001)

Observations 95300 95300 95300 98291 98291 98291
R-squared .029 .029 .029 .138 .138 .138

Sample period 2000-03 2000-03 2000-03 2000-03 2000-03 2000-03
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcomes are a dummy for expecting increasing inflation over the next 12 months (Columns
1 to 3); a dummy for perceiving high current inflation (Columns 4 to 6). The sample period is January
2000-December 2003. “Anticipation” is a dummy for the anticipation period of the euro introduction from
2000Q4-2001Q4. “‘Post” is a dummy for the time after the euro introduction 2002Q1-2003Q4. “Time
GDR” measures the number of years since age six that the respondent lived while the GDR existed.
All specifications control for gender, a polynomial in age, dummies for the respondent’s educational
attainment, dummies for marital status, dummies for employment status, the log of total net household
income, dummies for municipality size, and monthly time dummies. Columns 2 and 5 (3 and 6) also
control for “Cohort< 1960” (“Time GDR”) and its interaction with “Anticipation” and “Post”. “Time
GDR” is the number of years from age six that a respondent lived while the GDR existed. Standard
errors clustered at the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct.,
and *** at 1 pct. level.
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Table A15: Mechanism: The Financial Crisis (GfK)

Expected inflation rate

(1) (2) (3) (4) (5) (6)

East 1.584∗∗∗ 1.363∗∗∗ 1.037∗∗ 0.885∗∗∗ 0.596∗∗∗ 0.338
(0.197) (0.292) (0.458) (0.117) (0.177) (0.275)

East × 2009H1 -0.574∗∗ -0.559 -0.839 -0.375∗∗ 0.052 0.211
(0.266) (0.397) (0.620) (0.161) (0.254) (0.391)

East × 2009H2 -1.333∗∗∗ -1.109∗∗∗ -0.696 -0.842∗∗∗ -0.508∗∗ -0.126
(0.261) (0.390) (0.615) (0.158) (0.241) (0.375)

East × Cohort< 1960 0.417 0.533∗∗

(0.386) (0.230)
East × 2009H1 × Cohort< 1960 -0.036 -0.774∗∗

(0.534) (0.328)
East × 2009H2 × Cohort< 1960 -0.427 -0.626∗

(0.524) (0.320)

East × Time GDR 0.022 0.021∗∗

(0.016) (0.009)
East × 2009H1 × Time GDR 0.010 -0.023∗

(0.022) (0.013)
East × 2009H2 × Time GDR -0.026 -0.028∗∗

(0.022) (0.013)

Perceived recent inflation rate 0.745∗∗∗ 0.745∗∗∗ 0.745∗∗∗

(0.008) (0.008) (0.008)

Observations 15355 15355 15355 14069 14069 14069
R-squared .088 .088 .088 .683 .683 .684

Sample period 2008-09 2008-09 2008-09 2008-09 2008-09 2008-09
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcome variable is the respondent’s point forecast of inflation over the next 12 months. The
sample period is July 2008-December 2009. “2009H1” and “2009H2” are dummies for the first and second
half of 2009.. “Time GDR”measures the number of years since age six that the respondent lived while the
GDR existed. All specifications control for gender, a polynomial in age, dummies for the respondent’s
educational attainment, dummies for marital status, dummies for employment status, the log of total
net household income, dummies for municipality size, and monthly time dummies. Columns 2 and 5 (3
and 6) also control for “Cohort< 1960” (“Time GDR”) and its interaction with “2009H1” and “2009H2”.
Standard errors clustered at the household level are in parentheses. * denotes significance at 10 pct., **
at 5 pct., and *** at 1 pct. level.
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Table A16: Additional Results: Inflation Expectations (Own Survey)

Exp. infl.
(scale)

Expect high
inflation

Expect low
inflation

Expected
infl. rate

(1) (2) (3) (4)

East in 1989 0.238∗∗∗ 0.109∗∗∗ -0.022∗ 0.370∗∗

(0.060) (0.027) (0.012) (0.186)

Observations 1075 1075 1075 811
R-squared .047 .05 .02 .021

Sample period 2019 2019 2019 2019
Household controls Yes Yes Yes Yes

Notes: The outcomes are a 3-point categorical scale for expected inflation (Column 1); a dummy for
expecting high inflation (Column 2); a dummy for expecting low inflation (Column 3); the respondent’s
point forecast of inflation (Column 4). All specifications control for age, gender, dummies for the respon-
dent’s educational attainment, marital status, and employment status, the log of net total household
income, the log of total net wealth, risk aversion, and income expectations. Standard errors clustered
at the household level are in parentheses. Qualitative inflation expectations in Column 1 are z-scored
using the mean and the standard deviation in the sample. * denotes significance at 10 pct., ** at 5 pct.,
and *** at 1 pct. level. Standard errors clustered at the household level are in parentheses. * denotes
significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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Table A17: Additional Results: Differences in Behavior IV analysis (PHF)

Log(Bonds) Bond share Log(Cons debt)

(1) (2) (3)

Panel A: East

East in 1989 -0.315∗∗∗ -0.011∗∗ 0.274∗

(0.113) (0.005) (0.166)

R-squared .063 .046 .157

Panel B: Expectations (OLS)

East in 1989 -0.284∗∗ -0.011∗∗ 0.236
(0.115) (0.005) (0.167)

Expected inflation rate -0.036∗ -0.001∗ 0.041∗

(0.019) (0.001) (0.022)

R-squared .064 .048 .158

Panel C: Expectations (IV)

East in 1989 -0.247∗∗ -0.010∗ 0.206
(0.117) (0.005) (0.169)

Expected inflation rate -0.080∗∗ -0.003∗ 0.073∗∗

(0.040) (0.002) (0.036)

R-squared .063 .047 .157
F-Stat 2002.25 2052.885 2022.356

Observations 2935 2878 3003

Sample period 2014 2014 2014
Household controls Yes Yes Yes
Time FE No No No

Notes: The outcomes are the log of total bond holdings, calculated using an inverse hyperbolic sine
transformation (IHS) to include zeros (Column 1); the share of bonds in total financial assets (Column
2); the log of total fixed-rate consumer debt calculated using an IHS (Column 3). Panel A displays
the effect of being East German on financial outcomes. Panel B jointly includes an East dummy and
quantitative inflation expectations in OLS regressions. Panel C jointly includes an East dummy and
quantitative inflation expectations, which are instrumented using qualitative inflation expectations, in
IV regressions. All specifications control for gender, a polynomial in age, dummies for the respondent’s
educational attainment, dummies for marital status, dummies for employment status, the log of net total
household income, the log of total net wealth, dummies for municipality size, risk aversion, generalized
trust, financial literacy, patience and a dummy for having recently experienced an income drop. The
specifications in Columns 1 and 3 additionally control for the log of net wealth squared. In Panel
C, quantitative inflation expectations are instrumented by qualitative inflation expectations, namely
dummies indicating whether the respondent expects low or high inflation. Standard errors clustered at
the household level are in parentheses. * denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct.
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Table A18: Additional Results: Differences in Behavior Controlling for Inflation Expec-
tations (Own survey)

Log(Cons debt) LTV (scale)
Real estate
fund (share)

Importance
Infl. protection

Statement:
Loan

Statement:
Home

Statement:
Interest

Statement:
Durables

(1) (2) (3) (4) (5) (6) (7) (8)

Panel A: East

East in 1989 0.639∗∗ 0.217∗∗∗ 1.021 0.155∗∗ 0.163∗∗∗ 0.030 0.134∗∗ 0.086
(0.265) (0.057) (23.242) (0.077) (0.061) (0.061) (0.061) (0.061)

Observations 1075 1075 1075 1075 1075 1075 1075 1075
R-squared .039 .033 .058 .042 .04 .049 .04 .024

Panel B: Exp. (qual.)

East in 1989 0.615∗∗ 0.205∗∗∗ -3.791 0.128∗ 0.154∗∗ 0.026 0.088 0.071
(0.265) (0.057) (23.343) (0.077) (0.062) (0.062) (0.060) (0.061)

Expected inflation (scale) 0.100 0.051∗ 20.202 0.111∗∗∗ 0.038 0.018 0.193∗∗∗ 0.064∗

(0.128) (0.030) (12.341) (0.039) (0.034) (0.036) (0.033) (0.033)

Observations 1075 1075 1075 1075 1075 1075 1075 1075
R-squared .04 .036 .06 .049 .042 .049 .074 .028

Panel C: East

East in 1989 0.591∗ 0.234∗∗∗ 12.895 0.205∗∗ 0.203∗∗∗ 0.027 0.153∗∗ 0.153∗∗

(0.305) (0.067) (26.675) (0.087) (0.070) (0.067) (0.069) (0.069)

Observations 811 811 811 811 811 811 811 811
R-squared .044 .032 .065 .041 .055 .061 .04 .04

Panel D: Exp. (quant.)

East in 1989 0.546∗ 0.223∗∗∗ 12.811 0.187∗∗ 0.194∗∗∗ 0.027 0.146∗∗ 0.146∗∗

(0.305) (0.067) (26.785) (0.086) (0.071) (0.067) (0.069) (0.069)
Expected inflation (rate) 0.121∗∗ 0.030∗ 0.226 0.049∗∗∗ 0.026∗∗ 0.001 0.018 0.018

(0.059) (0.016) (4.787) (0.013) (0.013) (0.012) (0.013) (0.013)

Observations 811 811 811 811 811 811 811 811
R-squared .049 .039 .065 .052 .059 .061 .043 .043

Sample period 2019 2019 2019 2019 2019 2019 2019 2019
Household controls Yes Yes Yes Yes Yes Yes Yes Yes

Notes: The outcomes are the log of total fixed-rate consumer debt calculated using an inverse hyperbolic
sine transformation (IHS) to include zeros (Column 1); a three-point scale reaching from low to high
selected loan-to-value ratio in a hypothetical home purchase financing scenario (Column 2); the euro value
invested in a real estate fund (instead of an asset with a fixed nominal interest rate) in a hypothetical
investment game (Column 3); the subjective importance of protection against inflation as a feature of
investment opportunities (Column 4). The outcomes in Columns 5 to 8 are agreement to statements
that (5) it makes sense to borrow because money loses its value quickly, (6) one of the main benefits
of homeownership is protection against inflation, (7) it makes no sense to save because high inflation is
eating up interest and (8) because money loses its value quickly it makes sense to purchase durables.
The outcomes in columns 2, 5, 6, 7 and 8 are z-scored using the mean and the standard deviation in
the sample. Panel A displays the effect of being East German on financial outcomes. Panel B jointly
includes an East dummy and qualitative inflation expectations. Panel C displays the effect of being
East German on financial outcomes in the smaller sample for which quantitative inflation expectations
are available. Panel D jointly includes an East dummy and quantitative inflation expectations. All
specifications control for age, gender, dummies for the respondent’s educational attainment, marital
status, and employment status, the log of net total household income, the log of total net wealth, risk
aversion and income expectations. Standard errors clustered at the household level are in parentheses.
* denotes significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.

29

 Electronic copy available at: https://ssrn.com/abstract=3037525 



Table A19: Additional Results: Inflation Expectations and Consumption Behavior (GfK)

Good time to buy durable goods

(1) (2) (3) (4) (5) (6)

Expect inflation to increase 0.052∗∗∗ 0.054∗∗∗ 0.052∗∗∗

(0.002) (0.003) (0.004)

Expect positive inflation 0.030∗∗∗ 0.027∗∗∗ 0.052∗∗∗

(0.002) (0.002) (0.005)

Prices increased strongly -0.227∗∗∗ -0.219∗∗∗ -0.255∗∗∗ -0.242∗∗∗ -0.233∗∗∗ -0.282∗∗∗

(0.008) (0.009) (0.020) (0.008) (0.009) (0.020)

Prices increased moderately -0.190∗∗∗ -0.180∗∗∗ -0.228∗∗∗ -0.207∗∗∗ -0.196∗∗∗ -0.258∗∗∗

(0.008) (0.009) (0.020) (0.008) (0.009) (0.020)

Prices increased a little -0.184∗∗∗ -0.168∗∗∗ -0.248∗∗∗ -0.200∗∗∗ -0.183∗∗∗ -0.277∗∗∗

(0.008) (0.009) (0.020) (0.008) (0.009) (0.020)

Prices remained the same -0.196∗∗∗ -0.184∗∗∗ -0.260∗∗∗ -0.197∗∗∗ -0.185∗∗∗ -0.261∗∗∗

(0.008) (0.009) (0.020) (0.008) (0.009) (0.020)

Observations 293442 233413 60029 293442 233413 60029
R-squared .06 .061 .072 .059 .06 .071

Region All West East All West East
Sample period 2000-16 2000-16 2000-16 2000-16 2000-16 2000-16
Household controls Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes

Notes: The outcome is a dummy indicating whether the respondent thinks it is a good time to buy
durable goods. All specifications control for gender, a polynomial in age, dummies for the respondent’s
educational attainment, dummies for marital status, dummies for employment status, the log of total net
household income, dummies for municipality size, monthly time dummies, the respondent’s outlook about
the household’s financial situation, expected general economic conditions, and the expected change in
aggregate unemployment. Standard errors clustered at the household level are in parentheses. * denotes
significance at 10 pct., ** at 5 pct., and *** at 1 pct. level.
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G Additional Figures

Figure A1: Distribution of Expected Inflation Rates in 2014 and 2017 (PHF)
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Notes: The first row plots the distributions of the point predictions of the inflation rate over the next
12 months in the 2014 PHF sample in West (left panel) and East (right panel). The second (third)
row plots the distributions of the means (standard deviations) of the respondents’ subjective probability
distributions over the inflation rate over the next 12 months in the 2017 PHF sample in West (left panel)
and East (right panel). Quantitative inflation expectations are not available for the 2011 wave of the
PHF. The bottom row displays average probabilities assigned to different scenarios regarding inflation
in the 2017 PHF sample in West (left panel) and East (right panel).
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Figure A2: Distribution of Expected Price Changes in 2011, 2014 and 2017 (PHF)
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Notes: This figure plots the distributions of the categorical expected price changes over the next 12
months in the full PHF sample for West and East German respondents. The outcome variable “Expect
high inflation” in the main analysis takes value one if the respondent expects prices to rise significantly
and zero otherwise.

Figure A3: Distribution of Expected Inflation Rates 2008-2016 (GfK)
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Notes: This figure plots the distributions of the expected inflation rate over the next 12 months during
the period 2008-2016 in the GfK sample in West (left panel) and East (right panel). Quantitative inflation
expectations are not available for the period 2000-2007 in the GfK.
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Figure A4: Distribution of Expected Inflation 2000-2016 (GfK)
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Notes: This figure plots the distributions of responses to the questions on expected inflation over the
next 12 months compared to the previous 12 months in the GfK sample for West and East German
respondents. The outcome variable “Expect inflation to increase” in the main analysis takes value one if
the respondent expects higher inflation as compared to the previous 12 months, and zero otherwise.

Figure A5: East Effect on Quantitative Inflation Expectations over Time (GfK)
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Panel A: East effect on expectations
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Panel B: East effect on exp's by cohort

Notes: Panel A shows the estimated East effect on expectations by quarter and Panel B shows yearly
estimates of the East effect on expectations for different cohort groups. The figures also show actual CPI
inflation rates (dotted lines, right y-axes). All estimates control for gender, a polynomial in age, dummies
for the respondent’s educational attainment, dummies for marital status, dummies for employment status,
the log of total net household income, dummies for municipality size and monthly time dummies. Sources:
Federal Statistical Office of Germany and GfK Consumer Climate Survey. 95-percent confidence bands
are shown in brackets.
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Figure A6: East Effect on Qualitative Inflation Expectations and Perceptions over Time
(GfK)
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Panel A: East effect on expectations
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Panel B: East effect on perceptions
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Panel C: East effect on exp's (euro)
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Panel D: East effect on perc's (euro)

Notes: This figure plots the estimated East effects on the tendency to expect increasing inflation (Panel
A) and on the tendency to perceive high inflation (Panel B) by year. Panels C and D “zoom in” to the
period surrounding the euro introduction, showing quarterly estimates. The figures also show actual CPI
inflation rates (dotted lines, right y-axes). All estimates control for gender, a polynomial in age, dummies
for the respondent’s educational attainment, dummies for marital status, dummies for employment status,
the log of total net household income, dummies for municipality size and monthly time dummies. Sources:
Federal Statistical Office of Germany and GfK Consumer Climate Survey. 95-percent confidence bands
are shown in brackets.

34

 Electronic copy available at: https://ssrn.com/abstract=3037525 



Figure A7: Explanatory Power of Experience Models for Current Expectations

.092

.093

.094

.095

.096

.097

R
-s

qu
ar

ed

-10 -5 0 5 10 15 20
Weighting parameter lambda

Standard learning from experience model
Time in GDR treated as 1% inflation
Time in GDR treated as 5% inflation
Time in GDR treated as 10% inflation
Time in GDR treated as 15% inflation

Notes: This figure shows how the R-squared of regression estimates of learning from experience models
(regressing expected inflation rates on learning from experience measures and co-variates, see equation
4) depends on the value of the parameter λ, according to which past experiences are weighted i) for
a standard learning from experience model; and ii) for modified learning from experience models that
assume that East Germans treat the time in the GDR as if they had experienced constant levels of
positive inflation. Positive values of λ indicate that the weight put on past experiences is decreasing in
the distance of the experience, while negative values indicate that the weight is increasing in the distance
of the experience. All estimates control for gender, a polynomial in age, dummies for the respondent’s
educational attainment, dummies for marital status, dummies for employment status, the log of total
net household income, dummies for municipality size and quarterly time dummies.
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