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Abstract 
 
We propose a new core inflation measure for the Euro area which places the emphasis 
on the more lasting, i.e. persistent, price developments at a disaggregated level. The 
importance of each component of the HICP is reweighted according to its relative 
persistence, as measured by the sum of the autoregressive coefficients or by an 
indicator of mean reversion. Unlike headline inflation, our baseline core inflation 
measure is highly correlated with ECB monetary policy decisions, which could mean 
that it contains ex ante (pre monetary policy) information on inflationary pressure. 
 
 
Keywords: core inflation, inflation persistence. 
 
JEL codes: E31. 
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Non-technical summary 
 
 
Central banks typically define their inflation objective in reference to a medium or 
long term horizon. The ECB for instance is committed to maintain price stability 
defined as a year on year increase in the Euro area Harmonised Index of Consumer 
Prices (HICP) of below 2% over the medium term. In the literature, one of the 

core inflation measure that would exclude the most erratic or volatile components. 
Indeed, most statistical institutes have built various core inflation measures by 
excluding a fixed list of presumed volatile items, such as food and energy in the 
United States or unprocessed food and energy in Europe. Some central banks have 
also chosen to monitor particularly closely such measures, like the Bank of Canada. 
Instead of permanently excluding the presumed most volatile components, it has also 
been proposed to measure the variance of each component at each period of time and 
then use this information to re-weigh the basket by giving less weight to the more 
volatile components. 
 
In this paper we take a somewhat different approach and build a measure of core 
inflation excluding or giving less weight to the less persistent processes. Blinder 
(1997) first made very clearly the case that this view differs from the first approach 
and that it may be closer to the question policy-makers typically have in mind, 
namely: "what part of each monthly observation on inflation is durable and what part 
is fleeting?". 
 
In particular, in this paper we build three alternative persistence-weighted measures of 
core inflation in the euro area and we analyse their properties in terms of correlation 
with current and future headline HICP inflation and with the ECB monetary policy 
decisions. In fact, in an environment of price stability in which the central bank reacts 
aggressively and in a timely manner to inflationary pressure it is highly unlikely to 
find core inflation (or any other) indicators that may be systematically correlated with 
future headline inflation. More revealing about the potential usefulness of a core 
inflation indicator should be its correlation with the monetary policy decisions. We 
show that our baseline measure of persistence-weighted core inflation scores 
remarkably well in this respect. However, it goes without saying that, given the wide 
information set taken into consideration by the ECB, it is highly unlikely that any core 
inflation indicator can be a "sufficient statistic" to explain monetary policy decisions 
in the euro area. 
 
A further interesting result of this study is that there appears to be significant time 
variation in the persistence of the sub-components of the euro area HICP. In contrast 
with the findings of the Inflation Persistence Network, we find services prices to be 
under-weighted in our persistence-weighted indicator, while energy and food prices 
are over-weighted compared with the original HICP weights. This reflects, in our 
view, the different nature of the shocks which have predominantly hit prices in the 
sample period we use in this paper (from 1995 onwards) compared with the longer 
sample period studied in previous work. 

possible ways to disentangle noise from the more lasting developments is to refer to a 



6
ECB

Working Paper Series No 905

June 2008



7
ECB

Working Paper Series No 905

June 2008



8
ECB

Working Paper Series No 905

June 2008



9
ECB

Working Paper Series No 905

June 2008



10
ECB

Working Paper Series No 905

June 2008



11
ECB

Working Paper Series No 905

June 2008



12
ECB

Working Paper Series No 905

June 2008



13
ECB

Working Paper Series No 905

June 2008



14
ECB

Working Paper Series No 905

June 2008



15
ECB

Working Paper Series No 905

June 2008



16
ECB

Working Paper Series No 905

June 2008



17
ECB

Working Paper Series No 905

June 2008



18
ECB

Working Paper Series No 905

June 2008



19
ECB

Working Paper Series No 905

June 2008



20
ECB

Working Paper Series No 905

June 2008



21
ECB

Working Paper Series No 905

June 2008



22
ECB

Working Paper Series No 905

June 2008



23
ECB

Working Paper Series No 905

June 2008



24
ECB

Working Paper Series No 905

June 2008



25
ECB

Working Paper Series No 905

June 2008



26
ECB

Working Paper Series No 905

June 2008

European Central Bank Working Paper Series

For a complete list of Working Papers published by the ECB, please visit the ECB’s website 

(http://www.ecb.europa.eu).

877 “What are the effects of fiscal policy shocks? A VAR-based comparative analysis” by D. Caldara and C. Kamps, 

March 2008.

878 “Nominal and real interest rates during an optimal disinflation in New Keynesian models” by M. Hagedorn, 

March 2008.

879 “Government risk premiums in the bond market: EMU and Canada” by L. Schuknecht, J. von Hagen and 

G. Wolswijk, March 2008.

880 “On policy interactions among nations: when do cooperation and commitment matter?” by H. Kempf and 

L. von Thadden, March 2008.

881 “Imperfect predictability and mutual fund dynamics: how managers use predictors in changing systematic risk” 

by G. Amisano and R. Savona, March 2008.

882 “Forecasting world trade: direct versus “bottom-up” approaches” by M. Burgert and S. Dées, March 2008.

883 “Assessing the benefits of international portfolio diversification in bonds and stocks” by R. A. De Santis and L. Sarno, 

March 2008.

884 “A quantitative perspective on optimal monetary policy cooperation between the US and the euro area” 

by S. Adjemian, M. Darracq Pariès and F. Smets, March 2008.

885 “Impact of bank competition on the interest rate pass-through in the euro area” by M. van Leuvensteijn, 

C. Kok Sørensen, J. A. Bikker and A. A. R. J. M. van Rixtel, March 2008.

886 “International evidence on sticky consumption growth” by C. D. Carroll, J. Slacalek and M. Sommer, March 2008.

887 “Labor supply after transition: evidence from the Czech Republic” by A. Bičáková, J. Slacalek and M. Slavík, 

March 2008.

888 “House prices, money, credit and the macroeconomy” by C. Goodhart and B. Hofmann, April 2008.

889 “Credit and the natural rate of interest” by F. De Fiore and O. Tristani, April 2008.

890 “Globalisation, domestic inflation and global output gaps: evidence from the euro area” by A. Calza, April 2008.

891 “House prices and the stance of monetary policy” by M. Jarociński and F. Smets, April 2008.

892 “Identification of New Keynesian Phillips Curves from a global perspective” by S. Dées, M. H. Pesaran, L. V. Smith 

and R. P. Smith, April 2008.

893 “Sticky wages: evidence from quarterly microeconomic data” by T. Heckel, H. Le Bihan and M. Montornès, 

May 2008.

894 “The role of country-specific trade and survey data in forecasting euro area manufacturing production: perspective 

from large panel factor models” by M. Darracq Pariès and L. Maurin, May 2008.

895 “On the empirical evidence of the intertemporal current account model for the euro area countries” 

by M. Ca’Zorzi and M. Rubaszek, May 2008.



27
ECB

Working Paper Series No 905

June 2008

896 “The Maastricht convergence criteria and optimal monetary policy for the EMU accession countries” by A. Lipińska, 

May 2008.

897 “DSGE-modelling when agents are imperfectly informed” by P. De Grauwe, May 2008.

898 “Central bank communication and monetary policy: a survey of theory and evidence” by A. S. Blinder, M. Ehrmann, 

M. Fratzscher, J. De Haan and D.-J. Jansen, May 2008.

899 “Robust monetary rules under unstructured and structured model uncertainty” by P. Levine and J. Pearlman, 

May 2008.

900 “Forecasting inflation and tracking monetary policy in the euro area: does national information help?” 

by R. Cristadoro, F. Venditti and G. Saporito, May 2008.

901 “The usefulness of infra-annual government cash budgetary data for fiscal forecasting in the euro area” 

by L. Onorante, D. J. Pedregal, J. J. Pérez and S. Signorini, May 2008.

902 “Fiscal consolidation in the euro area: long-run benefits and short-run costs” by G. Coenen, M. Mohr and R. Straub, 

May 2008.

903 “A robust criterion for determining the number of static factors in approximate factor models” by L. Alessi, 

M. Barigozzi and M. Capasso, May 2008.

904 “Does money matter in the IS curve? The case of the UK” by B. E. Jones and L. Stracca, June 2008.

905 “A persistence-weighted measure of core inflation in the euro area” by L. Bilke and L. Stracca, June 2008.




	A persistence-weighted measure of core inflation in the euro area
	Contents
	Abstract
	Non-technical summary
	1 Introduction
	2 Measures of inflation persistence
	3 The computation of persistence-weighted measures of core inflation in the euro area
	3.1 The data
	3.2 Computation

	4 Results
	5 A closer look at the individual HICP components
	5.1 The weight of the complete set of 93 components
	5.2 What are the most persistent components of the HICP? Some surprises

	6 Conclusions
	References
	European Central Bank Working Paper Series


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (ISO Coated v2 300% \050ECI\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 100
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 72
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 1.30
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 100
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 1.30
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 300
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU ([Based on 'Smallest File A4'] Use these settings to create Adobe PDF documents best suited for on-screen display, e-mail, and the Internet.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToRGB
      /DestinationProfileName (sRGB IEC61966-2.1)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing false
      /UntaggedCMYKHandling /UseDocumentProfile
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


