Appendix 1: Inflation plots
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Appendix 2: Complete estimation results of a time-varying mean model

In Section 4.1, we discuss measures of intrinsic and expectations-based inflation persistence estimated within the framework of the statistical model introduced in Section 3.3. Here, the complete estimation results are reported. The following tables report type, mean, and standard deviation of the prior distribution and the posterior mean with a 90% confidence interval. Results for four selected EAC and all NMS are reported.

Prior distributions are introduced in Table 4 and discussed in Section 3.3. The performance of the sampling procedure is based on the Monte Carlo Markov Chain (MCMC) diagnostics that examine whether the Metropolis-Hastings simulations lead to similar numbers within and between respective simulations. If this is not the case, more iterations of the sampling algorithm should be tested or prior beliefs about the distributions of coefficients should be re-considered. 

For several countries involved in our analysis, we encountered problems indicated by the univariate MCMC diagnostics and, we switched to “more flexible” priors: a uniform distribution over a wider interval. The uniform priors for some coefficients were taken for Latvia, Romania, Malta, and Portugal. Priors that are different from those introduced in Table 4 are denoted by the shaded areas in the following tables. For some countries, we also increased the number of iterations up to 100 000, e.g. Hungary and Bulgaria. Finally, the bad convergence diagnostics for Latvia and Lithuania are resolved by dropping the first few observations for which the inflation rate attains levels over 100%.

The estimated measures of intrinsic inflation persistence (sum of coefficients
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) and expectations-based inflation persistence are discussed in Section 4.1. Regarding the other estimated parameters, two issues should be pointed out. First, estimated variances of the inflation shock (
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) for the NMS are significantly higher than for the EAC. This result is a consequence of many shocks specific to the NMS related to the transition of their economies as discussed in Section 3. Second, the estimated variances of shocks to the inflation target (
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) are different both within and between the NMS and EAC. The changes in the inflation target are almost negligible for the EAC. In general, the NMS exhibit higher estimates of variance of the inflation target shock. Moreover, inflation target shocks in Bulgaria, Estonia, Latvia, Lithuania, Poland, and Romania are remarkably higher than for the rest of the group of the NMS.  

	Table A2.1: Estimation results of the time-varying mean model.

	
	Prior
	Posterior
	90% confidence
	Prior distribution:

	
	mean
	mean
	interval
	type
	std dev

	BUL
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	0.2
	0.32
	0.12
	0.51
	beta
	0.3
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	0.1
	0.15
	-0.05
	0.36
	beta
	0.3
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	0.05
	-0.10
	-0.31
	0.10
	beta
	0.3
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	0.05
	-0.13
	-0.33
	0.06
	beta
	0.3
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	0.15
	0.23
	0.07
	0.40
	beta
	0.1
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	2
	73.60
	63.56
	84.75
	invg
	Inf
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	0.5
	2.47
	2.14
	2.83
	invg
	Inf

	CZE
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	0.2
	0.26
	0.07
	0.49
	beta
	0.3
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	0.1
	0.15
	-0.05
	0.36
	beta
	0.3
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	0.05
	-0.15
	-0.37
	0.04
	beta
	0.3
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	0.05
	-0.16
	-0.39
	0.02
	beta
	0.3
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	0.15
	0.31
	0.16
	0.45
	beta
	0.1
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	2
	2.86
	2.40
	3.27
	invg
	Inf
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	0.5
	0.23
	0.19
	0.26
	invg
	Inf

	HUN
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	0.2
	0.66
	0.50
	0.82
	beta
	0.3

	
[image: image37.wmf]2

j


	0.1
	0.18
	-0.02
	0.39
	beta
	0.3
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	0.05
	0.08
	-0.14
	0.31
	beta
	0.3
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	0.05
	0.00
	-0.18
	0.21
	beta
	0.3
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	0.15
	0.17
	0.00
	0.29
	beta
	0.1
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	2
	3.81
	3.26
	4.33
	invg
	Inf
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	0.5
	0.41
	0.35
	0.47
	invg
	Inf


	Table A2.2: Estimation results of the time-varying mean model.

	
	Prior
	Posterior
	90% confidence
	Prior distribution:

	
	mean
	mean
	interval
	type
	std dev

	EST
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	0.2
	0.81
	0.69
	0.93
	beta
	0.3
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	0.1
	0.11
	-0.13
	0.33
	beta
	0.3
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	0.05
	-0.14
	-0.39
	0.13
	beta
	0.3
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	0.05
	0.13
	-0.08
	0.35
	beta
	0.3
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	0.15
	0.19
	0.00
	0.40
	beta
	0.1
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	2
	4.33
	3.66
	5.00
	invg
	Inf
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	0.5
	2.59
	2.21
	2.97
	invg
	Inf
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	0
	0.91
	0.88
	1.00
	unif
	0.5774
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	0
	0.57
	0.37
	0.64
	unif
	0.5774
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	0
	-0.23
	-0.31
	-0.11
	unif
	0.5774
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	-0.32
	-0.40
	-0.26
	unif
	0.5774
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	0.5
	0.13
	0.00
	0.12
	unif
	0.2887
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	2
	1.39
	1.15
	1.59
	invg
	Inf
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	0.5
	2.33
	2.01
	2.69
	invg
	Inf

	LIT
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	0.2
	0.74
	0.58
	0.90
	beta
	0.3
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	0.1
	0.37
	0.12
	0.55
	beta
	0.3

	
[image: image62.wmf]3

j


	0.05
	0.08
	-0.21
	0.27
	beta
	0.3
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	0.05
	-0.24
	-0.36
	0.20
	beta
	0.3
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	0.15
	0.12
	0.00
	0.24
	beta
	0.1
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	2
	3.31
	2.77
	3.88
	invg
	Inf
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	0.5
	3.23
	2.71
	3.72
	invg
	Inf


	Table A2.3: Estimation results of the time-varying mean model.

	
	Prior
	Posterior
	90% confidence
	Prior distribution:

	
	mean
	mean
	interval
	type
	std dev

	POL
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	0.2
	0.68
	0.52
	0.82
	beta
	0.3
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	0.1
	0.24
	0.04
	0.43
	beta
	0.3
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	0.05
	0.22
	0.12
	0.40
	beta
	0.3
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	0.05
	-0.15
	-0.33
	0.09
	beta
	0.3
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	0.15
	0.13
	0.00
	0.26
	beta
	0.1
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	2
	4.79
	4.13
	5.48
	invg
	Inf

	
[image: image75.wmf]t

s


	0.5
	1.18
	1.02
	1.34
	invg
	Inf

	ROM
	 
	 
	 
	 
	 
	 

	
[image: image76.wmf]1

j


	0.2
	0.81
	0.70
	0.94
	beta
	0.3
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	0.1
	0.03
	-0.21
	0.27
	beta
	0.3
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	0
	0.13
	-0.18
	0.44
	unif
	0.5774
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	-0.54
	-0.75
	-0.33
	unif
	0.5774
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	0.15
	0.29
	0.25
	0.32
	unif
	0.1
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	2
	14.45
	12.23
	16.60
	invg
	Inf
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	0.5
	2.43
	2.09
	2.77
	invg
	Inf
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	0.2
	0.24
	0.04
	0.46
	beta
	0.3
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	0.1
	0.17
	-0.05
	0.39
	beta
	0.3
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	0.05
	-0.02
	-0.25
	0.22
	beta
	0.3
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	0.05
	-0.10
	-0.32
	0.12
	beta
	0.3
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	0.29
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	0.15
	0.25
	0.06
	0.46
	beta
	0.1
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	2
	4.39
	3.76
	5.10
	invg
	Inf
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	0.5
	0.25
	0.21
	0.28
	invg
	Inf


	Table A2.4: Estimation results of the time-varying mean model.

	
	Prior
	Posterior
	90% confidence
	Prior distribution:

	
	mean
	mean
	interval
	type
	std dev

	SLO
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	0.2
	0.51
	0.23
	0.76
	beta
	0.3
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	0.1
	0.22
	-0.10
	0.52
	beta
	0.3
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	0.05
	0.27
	-0.05
	0.55
	beta
	0.3
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	0.05
	-0.06
	-0.40
	0.21
	beta
	0.3
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	0.15
	0.13
	0.00
	0.28
	beta
	0.1
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	2
	9.25
	7.92
	10.51
	invg
	Inf
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	0.5
	1.00
	0.86
	1.13
	invg
	Inf

	MAL
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	0
	-0.05
	-0.24
	0.15
	unif
	0.5774
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	0
	0.10
	-0.09
	0.31
	unif
	0.5774
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	0
	-0.15
	-0.37
	0.03
	unif
	0.5774
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	0
	-0.24
	-0.46
	0.00
	unif
	0.5774
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	-0.34
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	0.15
	0.30
	0.11
	0.43
	beta
	0.1
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	2
	2.15
	1.87
	2.47
	invg
	Inf
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	0.5
	0.06
	0.06
	0.07
	invg
	Inf

	CYP
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	0.2
	-0.08
	-0.27
	0.11
	beta
	0.3
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	0.1
	-0.16
	-0.34
	0.03
	beta
	0.3
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	0.05
	-0.06
	-0.25
	0.13
	beta
	0.3
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	0.05
	-0.14
	-0.32
	0.04
	beta
	0.3
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	-0.44
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	0.15
	0.25
	0.10
	0.38
	beta
	0.1
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	2
	2.45
	2.11
	2.79
	invg
	Inf
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	0.5
	0.09
	0.08
	0.10
	invg
	Inf


	Table A2.5: Estimation results of the time-varying mean model.

	
	Prior
	Posterior
	90% confidence
	Prior distribution:

	
	mean
	mean
	interval
	type
	std dev

	BEL
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	0.2
	-0.03
	-0.22
	0.17
	beta
	0.3
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	0.1
	0.00
	-0.21
	0.20
	beta
	0.3
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	0.05
	0.16
	-0.05
	0.35
	beta
	0.3
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	0.05
	-0.06
	-0.24
	0.15
	beta
	0.3
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	0.08
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	0.15
	0.33
	0.17
	0.49
	beta
	0.1
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s


	2
	1.32
	1.13
	1.48
	invg
	Inf
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	0.5
	0.08
	0.07
	0.09
	invg
	Inf

	GER
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	0.2
	0.03
	-0.17
	0.24
	beta
	0.3
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	0.1
	-0.08
	-0.30
	0.14
	beta
	0.3
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	0.05
	-0.13
	-0.35
	0.08
	beta
	0.3
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	0.05
	-0.10
	-0.30
	0.10
	beta
	0.3
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	-0.28
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	0.15
	0.40
	0.26
	0.55
	beta
	0.1
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	2
	1.00
	0.84
	1.12
	invg
	Inf
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	0.5
	0.12
	0.11
	0.14
	invg
	Inf

	ESP
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	0.2
	0.19
	-0.01
	0.38
	beta
	0.3
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	0.1
	0.04
	-0.15
	0.23
	beta
	0.3

	
[image: image134.wmf]3
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	0.05
	0.07
	-0.14
	0.25
	beta
	0.3

	
[image: image135.wmf]4
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	0.05
	-0.23
	-0.41
	-0.06
	beta
	0.3

	
[image: image136.wmf]i
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	0.07
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	0.15
	0.33
	0.16
	0.48
	beta
	0.1
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s


	2
	1.01
	0.87
	1.14
	invg
	Inf

	
[image: image139.wmf]t

s


	0.5
	0.10
	0.08
	0.11
	invg
	Inf


	Table A2.6: Estimation results of the time-varying mean model.

	
	Prior
	Posterior
	90% confidence
	Prior distribution:

	
	mean
	mean
	interval
	type
	std dev

	POR
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	0
	0.36
	0.11
	0.59
	unif
	0.5774
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	0
	-0.37
	-0.62
	-0.14
	unif
	0.5774
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	0
	-0.05
	-0.28
	0.19
	unif
	0.5774
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	0
	-0.48
	-0.68
	-0.27
	unif
	0.5774
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	-0.54
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	0.15
	0.44
	0.32
	0.55
	beta
	0.1

	
[image: image146.wmf]e

s


	2
	1.39
	1.20
	1.60
	invg
	Inf

	
[image: image147.wmf]t

s


	0.5
	0.23
	0.19
	0.26
	invg
	Inf


Appendix 3: Perceived inflation targets
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