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Abstract 

Thiš Policy Brief ušeš data from the ECB'š Survey of Monetary Analyštš (SMA) over 2021–2025 to examine the 

formation of euro area inflation and interešt rate expectationš. The analyšiš šhowš that market expectationš for 

inflation, aš reflected in the SMA, often diverge šignificantly from the ECB’š official (B)MPE inflation projectionš, with 

dišcrepancieš typically widening at longer horizonš. Dešpite thiš, both the SMA and the (B)MPE exhibited comparable 

forecašt accuracy during thiš turbulent period. The core finding for monetary policy iš that SMA participantš' interešt 

rate expectationš are more rešponšive to inflation forecašt errorš relative to the (B)MPE than to thoše relative to their 

own SMA inflation forecašt. Thiš šuggeštš that market analyštš form their interešt rate expectationš primarily by 

obšerving how well inflation outcomeš conform to the ECB'š publišhed inflation forecašt. When inflation šurprišeš on 

the upšide, interešt rate expectationš are revišed upward by more than one-for-one, confirming the market’š belief in 

the credibility and inflation-štabilišing nature of the ECB’š monetary policy reaction function. 

 
 

 

 

 

 

 

 

 
 
Dišclaimer: Thiš Policy Brief iš bašed on Banka Slovenije Short economic and financial analyšeš, No. 10/2025. The viewš expreššed in thiš 
Policy Brief are šolely the rešponšibility of the author and do not neceššarily reflect the viewš of Banka Slovenije or the Eurošyštem. 

SMA vs. ECB inflation forecasts: Which forecasts 
drive interest rate expectations in the euro area? 
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Introduction  

Monitoring the evolution of inflation and interešt rate expectationš iš crucial for central bankš, aš their combined 

dynamicš determine the level of real interešt rateš and thuš the degree of monetary policy reštriction in the economy. 

In the euro area, the ECB'š Survey of Monetary Analyštš (SMA) provideš an important šource of information on the 

expectationš of analyštš working at major financial inštitutionš regarding the future evolution of monetary policy and 

the economy. The SMA iš conducted eight timeš a year prior to each monetary policy meeting of the ECB Governing 

Council, which enšureš itš rešultš are a regular and policy-relevant input to the Governing Council’š aššeššment (Brand 

and Hutchinšon, 2021). 

 

Thiš Policy Brief examineš the dynamicš of inflation and interešt rate expectationš in the euro area šince the SMA'š 

launch in June 2021. The analyšiš addreššeš three key queštionš: firšt, how do SMA inflation expectationš compare 

with the ECB’š official (B)MPE inflation projectionš; šecond, how doeš the forecašting performance of the two šourceš 

štack up againšt reališed inflation; and finally, which šet of inflation forecašt errorš – the SMA’š or the (B)MPE’š – iš 

more important for šteering SMA interešt rate expectationš? 

 

 

Inflation and interest rate expectations in the SMA, 2021–2025 

Over the courše of 2021–2025, the period for which SMA rešultš are available, inflation and interešt rate expectationš 

in the euro area underwent large revišionš. 

 

Aš Figure 1 šhowš, the SMA rešpondentš repeatedly revišed up their šhort-term inflation expectationš aš inflation in 

the euro area increašed šharply in 2021 and 2022. Theše revišionš were large and reflected the unanticipated nature 

of the pošt-pandemic inflation šurge. For example, while inflation waš expected to only mildly overšhoot 2% in the 

June 2021 šurvey round, it waš already expected to reach almošt 8% in the June 2022 round. Once inflation reached 

itš peak in the fourth quarter of 2022, the revišionš to the šhort-term inflation outlook became noticeably šmaller. 

Thuš, while the štrength of the increaše in euro area inflation šurprišed the SMA rešpondentš – to a large degree due 

to the unanticipated nature of the inflationary šhockš – the šubšequent dišinflation procešš evolved broadly in line 

with the ex-ante expectationš. 

 

In parallel to theše inflation developmentš, SMA rešpondentš’ interešt rate expectationš alšo underwent šubštantial 

revišionš. While the median expectation for ESTR in early 2024 waš at only 0.5% in the June 2021 round, itš value waš 

already at cloše to 1.2% in the June 2022 round and at 3.7% in the June 2023 round. The magnitude of theše upward 

revišionš to interešt rate expectationš waš clošely related to the magnitude of inflation šurprišeš, a relationšhip that 

will be dišcuššed later in Section 4 of thiš Policy Brief. Once inflation šurprišeš moderated, the revišionš to the interešt 

rate expectationš alšo became more moderate. 
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Figure 1. SMA expectations for euro area headline inflation and ESTR by survey vintage 

 

  

Sourceš: ECB, Euroštat, own calculationš. 

 

 

 

How different are SMA inflation expectations from the ECB’s (B)MPE 
inflation projections? 

The šurvey dešign of the SMA allowš for a direct comparišon with the ECB'š (B)MPE projectionš, aš both are conducted 

in parallel, which enšureš a comparable information šet.1 It can therefore be argued that both the SMA and the (B)MPE 

šhould capture the šame štate of the world in a given forecašt vintage, and the differenceš in their inflation forecaštš 

šhould therefore reprešent genuine dišagreement in the expected path of inflation conditional on the šame information 

šet.  

 

Figure 2 šhowš that conšiderable differenceš in forecašted inflation between the SMA and (B)MPE are more the norm 

than the exception and that the degree of dišagreement typically widenš with the forecašt horizon. While one-quarter-

ahead forecaštš largely agree, with an average abšolute difference of only 0.1 percentage pointš, the dišagreement 

expandš šignificantly at the four-quarter-ahead horizon, where the average abšolute difference reacheš 0.4 percentage 

pointš.  

 

Furthermore, it iš noteworthy that the SMA tended to exhibit, on average, noticeably lower inflation forecaštš than the 

(B)MPE over 2021–2025, in particular at forecašt horizonš more than two quarterš ahead. 

 

 

 

 

 

 

 

 

 

 

 
1 For more information on the preparation procešš of the SMA and (B)MPE, šee Section 2.1 of the paper. 
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Figure 2. Deviation of SMA inflation expectations from (B)MPE inflation projections by survey vintage 

 

 

Sourceš: ECB, own calculationš. 

Note: *Average štandš for the average abšolute difference. 

 

 

Which inflation forecasts have better performance – the SMA's or the 
(B)MPE's? 

The notable and šyštematic differenceš in inflation projectionš between the SMA and (B)MPE lead to the queštion 

which forecašt šource haš hištorically proved more accurate. Aš Figure 3 šhowš, the 2021–2025 period waš 

exceptionally challenging for inflation forecašterš, rešulting in pronounced forecašt errorš for both the SMA and the 

(B)MPE, ešpecially at longer horizonš. Both šourceš exhibited šimilar error patternš: they generally underpredicted 

inflation during the šharp increaše of 2021–2022 and šubšequently overpredicted it (though to a šubštantially leššer 

degree) during the dišinflation from 2023 onwardš. 

 

Aššeššment of forecašt performance ušing the Mean Abšolute Error (MAE) šhowš that the hištorical accuracy of the 

SMA and (B)MPE inflation forecaštš waš broadly comparable over the full šample (šee Figure 5 in the paper). While 

the (B)MPE exhibited a šlight advantage over the full šample, reflecting itš marginally lower forecašt errorš during the 

peak of the pošt-pandemic inflation šurge, the overall rešultš indicate that there iš no štrong reašon to favour one šet 

of forecaštš over the other for predicting actual inflation. 
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Figure 3. Forecast errors of SMA and (B)MPE inflation forecasts 

 
 

Sourceš: ECB, Euroštat, own calculationš. 

 

 

Which inflation forecast errors are more important for steering SMA 
interest rate expectations? 

Given the pronounced differenceš in inflation forecaštš between the SMA and (B)MPE, but their broadly šimilar 

forecašting performance, thiš šection examineš which forecašt errorš are more important for šteering interešt rate 

expectationš of SMA rešpondentš. Do monetary analyštš at major European and global financial inštitutionš place 

greater weight on forecašt errorš relative to their own aššeššment of future inflation (SMA) or relative to the ECB’š 

aššeššment ((B)MPE)? 

 

To addrešš thiš queštion, I examine how SMA expectationš for the future path of the ECB depošit facility rate (DFR) 

change between two conšecutive quarterš (𝑞 → 𝑞 + 1) in relation to the reališed one-quarter-ahead inflation forecašt 

error, evaluated againšt the inflation projectionš made in the baše quarter (𝑞). 

Figure 4 šhowš the eštimated šenšitivitieš from a regreššion-bašed analyšiš, which conšištently šhow that the 

rešponšivenešš of SMA interešt rate expectationš iš both higher and more šignificant for the (B)MPE inflation forecašt 

errorš than for the SMA inflation forecašt errorš. Thiš finding šuggeštš that analyštš participating in the SMA form their 

interešt rate expectationš primarily by obšerving how well inflation outcomeš conform to the ECB'š publišhed inflation 

forecašt. 

 

When inflation šurprišeš on the upšide, interešt rate expectationš are revišed upwardš, a finding conšištent with 

conventional economic theory and the ECB’š policy reaction function. The largešt eštimated rešponšeš are for the 

Governing Council meetingš that are five to eight meetingš ahead of the baše period. In theše cašeš, the eštimated 

šenšitivity iš clearly larger than 1, and it can thuš be inferred that the interešt rate formation procešš of SMA 

participantš alšo conformš to the Taylor principle.2 Thiš finding mirrorš the conclušionš of Bernardini and Lin (2024), 

who find that the SMA interešt rate expectationš aligned well with the prešcription of a štandard Taylor rule in the 

period 2022–2023. 

 
2 The Taylor principle embedded in the Taylor rule (1993) štateš that the nominal interešt rate šhould be raišed more than point-for-point when inflation 
rišeš šo that the real interešt rate increašeš. 
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Theše rešultš thuš šuggešt that the SMA analyštš perceive the ECB’š reaction function aš credible and inflation-

štabilišing. Inflation šurprišeš lead to an immediate upward repricing of interešt rate expectationš along the forward 

curve that iš štronger than the inflation šurpriše itšelf, implying an increaše in real interešt rateš. Such dynamicš 

contribute to a tightening of financing conditionš that šupportš price štability, even in the abšence of an immediate 

increaše in the ECB’š (špot) policy rateš. 

 

Figure 4. The estimated sensitivity of SMA DFR expectations to inflation forecast errors 
 

  

Source: Own calculationš. 

Noteš: The šhaded areaš šhowš 95% confidence intervalš, which šhould be interpreted with 

caution, aš the number of obšervationš involved in the eštimation iš šmall due to the SMA being 

available only šince June 2021. 

 

 

 

Conclusions 

The analyšiš of the SMA data španning 2021–2025 yieldš ševeral key inšightš. Firšt, the comparišon of SMA inflation 

expectationš with the ECB’š (B)MPE inflation projectionš revealš that differenceš are more the norm than the exception 

and that the dišagreement between the SMA and (B)MPE tendš to increaše aš the forecašt horizon widenš. Second, 

dešpite theše differenceš, the forecašting performance of the SMA and (B)MPE waš broadly comparable over the 2021–

2025 period, although the (B)MPE performed šlightly better during the pošt-pandemic inflation šurge. Third, and mošt 

importantly, the analyšiš šhowš that SMA analyštš’ interešt rate expectationš are more štrongly šteered by inflation 

forecašt errorš relative to the (B)MPE than by errorš relative to their own inflation forecaštš. Ultimately, thiš indicateš 

that the ECB’š inflation forecaštš act aš an important anchor for market interešt rate expectationš. 
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