Monetary policy relies heavily on inflation expectations. 
Adrian, Financial Counsellor and Director of the Monetary and Capital Markets Department of the International Monetary Fund, 23
(Tobias, 5-15-23, “The Role of Inflation Expectations in Monetary Policy”, International Monetary Fund, https://www.imf.org/en/News/Articles/2023/05/15/sp-role-inflation-expectations-monetary-policy-tobias-adrian, accessed 7-14-24)
To this day, central banks remain very attentive to ensuring that measures of long-run inflation expectations (market and survey-based) remain near their targets, and for good reasons. These measures provide a key signal of central bank policy credibility. They are also critical for monetary policy transmission through financial market channels. Moreover, they are typically viewed as important in affecting short-term inflation dynamics. Even now, central bank models, such as the FRB model for the US economy, focus on long-run inflation expectations.
As an aside—although the earlier examples mostly illustrate central banks’ concern with long-run inflation expectations becoming too high, there have of course also been concerns about long-run expectations becoming too low. Specifically, in the period following the Great Financial Crisis, central banks were very concerned that a fall in long-run inflation expectations would reduce current inflation and compress policy space. But the recent inflation surge has put at least a temporary stop to such worries.
While long-run inflation expectations are clearly critical for policy, there remain several open questions. In the current period, should central banks feel comfortable that inflation will return to target because market-based long-term inflation expectations remain well-anchored? Or are there other dimensions of inflation expectations that matter for inflation determination and monetary policy transmission?
To focus on the latter question before turning to the former, one might simply ask, “What else matters besides long-run market-implied expectations?”
Other measures of inflation expectations can be important in understanding inflation and wage dynamics, as well as policy transmission through aggregate demand. And these other measures can be grouped in a number of dimensions. Of particular importance are shorter horizons, which matter most for actual inflation both in theory and in practice. In addition, we should also consider different economic agents, such as households and firms.
We know that firms’ inflation expectations are relevant for investment, hiring, and price-setting decisions (Gorodnichenko & Coibion, 2018). And households’ inflation expectations have been shown to be relevant for consumption, saving, home-ownership, and financing decisions (Andrade et al., 2020; Duca-Radu et al., 2021), and they feed into wage negotiations and labor supply decisions. One can also examine patterns of interpersonal disagreement and heterogeneity of beliefs concerning inflation (Andrade et al., 2019).
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