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Extended abstract 
 
Since the 1970s the rational expectations hypothesis has been predominantly used to model 
economic expectations. However, in many recent models it has been replaced by the adaptive 
learning hypothesis. Adaptive learning means that economic agents have a forecasting rule 
which they adjust in response to incoming new information including the forecast errors from 
the previous periods. One important conclusion from the adaptive learning literature is that 
the monetary policy which is optimal under rational expectations, may not be optimal when 
agents use a learning process. Given the sensitivity of the optimal policy to the expectations 
formation process it is necessary to provide empirical evidence on the mechanisms by which 
expectations are formed. 

In the paper we investigate the nature of learning exhibited in the expectations formed 
by manufacturers in Poland concerning the rate of change of producer prices. The data used to 
derive monthly quantitative measures of Polish producers' inflation expectations come from 
business tendency surveys. Quantification of the survey data is based on the probability 
method. Expectations formation is modeled using information on the growth rates of GDP, 
wages in the manufacturing sector, the exchange rate, fuel prices and the dynamics of both the 
central bank's and retail interest rates. Several alternative adaptive learning mechanisms, 
including constant gain least squares and decreasing gain least squares, are considered and the 
relevant parameters are estimated. The models' out-of-sample performance is then evaluated 
and the model with the learning mechanism providing the best fit to the inflation expectations 
series is chosen. The block bootstrap method applicable to recursive estimators is used to 
derive measures of uncertainty associated with the parameter estimates describing the strength 
of the learning mechanism. 

The results support the adaptive learning hypothesis but the ranking of the learning 
mechanisms is sensitive to the specification of the forecasting model and the initial 
conditions. 


