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Abstract

This appendix contains the details for computing the standard deviation of the 12-
month mean inflation rate.
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This appendix contains the details for computing the standard deviation of the 12-month

mean inflation rate. To simplify the expressions, I employ the arithmetic mean in place of the

geometric mean but the quantitative effect of this approximation is negligible.

Stochastic process for monthly inflation:

πt − E (πt) = ρ [πt−1 − E (πt)] + εt

12-month mean inflation:

πt =
1

12

11∑
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πt−i

Variance of monthly inflation:

V ar (πt) =
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(12− 1)
11∑
i=0
(πt−i − πt)2

Variance of the 12-month mean:

V ar (πt) = V ar
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V ar [πt + πt−1 + πt−2 + ...πt−11]
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12V ar (πt) + 11× 2Cov (πt, πt−1)︸ ︷︷ ︸
=ρV ar(πt)

+10× 2Cov (πt, πt−2)︸ ︷︷ ︸
=ρ2V ar(πt)

+...
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12V ar (πt) + 13.8V ar (πt)︸ ︷︷ ︸
whenρ=0.4


Standard deviation of the 12-month mean:

SD (πt) =
√
V ar (πt)
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