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Motivation : Rise in Prices and Decline in Quantities?
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A Glance at Disaggregated Price Series
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® During the same period, the prices of typical durable consumption goods stopped falling.



What We Do and Find in This Paper

® Documents facts about Japanese economy.

- Give evidence the economy has experienced tech slowdown in durable and ICT goods sectors.

® Constructs an accounting model.

- Our model can explain the facts about the Japanese economy together.

® Quantifies the effect on inflation of the technology stagnation.

- The technological stagnation accounts for a sizable fraction of the rise in inflation and the stagnation
of consumption since 2014.

Explore the implication for European countries.

- We uncover a version of hidden stagflation.

Provide extension and various robustness exercises.



Empirical Context



Main Datasets : JSNA and KLEMS

® National accounts of Japan (JSNA 2011)

- Sample Period : 1994-2018.
- Variables: consumption expenditure, deflators, capital stock, and GDP.
- Types of consumption (C) : [food + service (excl. imputed rents) + other nondurable goods] and durable (D).

- Exclude the effects on inflation from VAT hikes implemented in year 1997 and 2014.

- [Used Later] Types of capital stock (Z): (1) total non-residential investment (structure); (2) transportation
equipment; (3) information and communication technology equipment (ICT); (4) other equipment; (5)
weapons; (6) cultivated assets; (7) R&D; (8) other intellectual property products; (9) computer software.

- Use (chain-linked) PCE deflator as our measure for the inflation. * CPI-VS-Consumption

® The labor service sequence in JIP2021 (KLEMS) is used as labor input.
- JIP2021 adjusts the quality of labor by the same method as the EU-KLEMS.

® We exclude housing from our analysis.



Fact 1' : Decomposition of Aggregate Inflation

® Recall the statistical relation: * VAT Hike

Ty = E Sit—1 X 8P;
R e ad ~—~

Nominal Share |nflation by good

Average Inflation

-2011 2014- Change 10k

Annual Inflation Rate (%)
a1

— Non Durable Composite Good
Durable Good
15 . . . .
1995 2000 2005 2010 2015

Aggregate —0.82%  0.35% 1.18%

Non Durable —0.13% 0.42% 0.56%
Durable —6.71% —0.32% —6.39% Inflation by Subcategory




Fact 2 : Weak Consumption Puzzle (Hausman and Wieland (2015))
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Fact 2' : Weak Consumption Due to Durable Consumption Stagnation

® Recall the statistical relation:

g =D Sii-186, ol
! =
Il -0.21
=
Average Growth S -04f
-2011 2014- Change ED 06k
=
Aggregate 0.70% 0.18% —0.52% E -08}
3 af — Non Durable Composite Good
Durable Good
Non Durable 0.03% 0.11% 0.08% 10l . . . .
1995 2000 2005 2010 2015

Durable 6.19% 0.74% —5.45%

Real Consumption per Capita by Subcategory gc; ,
® The decline of the growth entirely comes from

one for the durable good.



Fact 2 : Weak Consumption in Durable Good Is Due to the Deflator

® Recall the accounting identity: 0/\/\,\_\/\//*¥, —
(==}
8D = 8PpD — TPp- o2y
= -04f
%
Average Growth 0 -06[
-2011 2014-  Change 2 o8l
<%
5
Real 6.19% 0.74%  —5.45% 5 Ir — Nominal Durable Expenditure
12k Durable Good
Nominal —0.11% 0.83%  0.94% 1995 2000 2005 2010 2015

Deflator ~ —6.30% 0.09% —6.39%

Real Consumption per Capita and Deflator



Fact 3 : Technology Stagnation Specific to Durable Good
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® There had been a directed technology progress specific to the durable good (Hulten (1992)).

® Since 2014, the technology progress significantly slowed down.



Fact 3’ Is Not Specific to Durable Good, but ICT Goods
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® The declines in the relative prices reflect specific TFP improvement (Greenwood et al. (1997)).



Fact 3’ Is Not Specific to Japan, but Common Across Developed Countries
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Fact 3' : Our Measure Correlates with The TFP Estimates by KLEMS

® The literature often interprets the secular

. o-‘ -
decline of the relative prices as sector-specific l e
technology improvement. %) 20l . .
Q % . e
[ ] u ]
® But, the final good prices might not reflect 5 101 : “A.
0 | |
technology correctly. (E.g. import, export, and g ol R oA Loyptm . 19941998
exchange rate...) * Exchange Rate = ap 1999-2003
£ = 2004-2008
g -10f R A 2009-2013
. . o 2014-2018
e KLEMS (JIP) directly estimates sectoral TFP %l . . . : : :
growth rates with a general CRS production F g <€ © € T B & 2
CoZ Average Growth Rates of Our Measure (%)

Yn,t = An,tF (Kn,t> Ln,t» Mn,t) .

® The naive regression gives a significant and positive slope (.51).



Fact 3' : The TFP Estimates by KLEMS Also Exhibits Stagnation
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® We aggregate the sectoral TFP estimates by using consumption and investment weights.



Fact 3’ : Imported Computer Hardware Price Exhibits Stagnation

® Import price of “computers and peripheral

=
N
1

equipment” relative to the other “electric and

0)

electronic equipment” shows the same pattern.

o
®

o
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e Computer hardware price used to decline
significantly, but stopped doing so.

Logged Value (2014
o o
NS

® N.B. the computer hardware used to decline
faster than other electronic equipment.

o
T

. . . 1995 2000 2005 2010 2015
- The rise/decline of China arguably affects

both sequences.



Fact 4 : Unit Elasticity of Demand
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® The relative price of durable goods declined consistently.

® But the relative share in consumption has stayed stable. > From 1980



Fact 4 : Unit Elasticity of Demand

- Nominal Durable Share (Data)
— CES-Implied Shares
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® The relative price of durable goods declined a lot.

® But the relative share in consumption has stayed stable. — The demand is roughly Cobb-Douglass.



Fact 5 : Effective Lower

= Ten Year Government Debt = Housing Interest Rate
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Taking Stock

® The inflation rate in Japan has shifted since around 2011.

® The real side of the economy has stagnated since around 2011.

The growth rate of the durable and ICT good productivity suddenly has declined since around 2011.

® \We examine how much we can explain these facts based on the shock to the growth rate.

- Need a model which connects the technology stagnation with inflation, consumption, and GDP.

The primal goal is to quantitatively explain the dynamics of inflation and consumption, and their

respective long-run shifts.,
d7 = average (m;) — average (7;) = 1.18%
£>2014 £<2011

dgc = average (gc,) — average (gc,) = —0.52%
£>2014 £<2011



Frictionless Monetary Model



Overview of the Model

Extend the frictionless monetary model by incorporating many goods.

- There are many consumption and investment goods.

- The consumption goods can be durable.
® A representative household owns capital stocks and rent them to firms.
® Firms produce one of the investment goods or consumption goods.

® The government sets its interest rate.



Graphical Overview of the Model



Main Players : Households and Firms
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Representative Household's Problem

® The maximization problem for the household is
max XY
(Cr;Dt1&71+1,Bt)ZO Zﬂ ( )

Sol ZPItCIt+ZR,&,t+1+7<Z rie + (1 —96;) Pj,¢) Ki,t + wele + Be—q

ieC JEZ JET

Xe =Dy + (1 —dp) Xe—1.
- L; is the number of (effective) workers and inelastically supplied.

® The Euler equation w.r.t. B; is

(c:x}*”)l"’.

At = BAey1 Re/MNceyr with Ay = -
N— t

="

t+1

- ™ is the index for the non-durable consumption good.



Representative Firm in Sector ne CUZ

® The representative firm in non-durable good producer i* solves

max At (IH ) L%ia — Z ’:i,t/{j,t — WtLt.
(Kje)sLe jeT
® The other firms for n £ i* solve

max PrtAneMpt — Pix My ¢ — Pn,t = Pn,t/Pi*,t = 1/An,t-
i v
FONC

® The change in growth rate of relative price of good n reflects the directed tech progress.

ngn,t = _dgAn,t °



Our Objects of Interest : Long-Run Implications

® Consider negative permanent shocks on the growth rates of TFP (Fact 2), denoted by (dga,),c -

® We are interested in the permanent changes in macro variables induced by the shocks.

® By focusing on the steady-state changes, we can obtain their closed-form expressions.

- Useful when we want to decompose the changes into various factors.

- For an analysis of transition, see the Appendix of our paper.



Quick Review : Long-Run Implication for Growth

® The standard growth model with Y = AK®L1=% implies

1
dgepp/L = dga  +adga+a’dga+--- = ——dga.
~ 1—«
Direct Effect Indirect Effect

® Qur model is a generalization of the standard growth model, Y = AHJ.eI Kf"aLI*“.

- dgA Oﬁj
dgGDP/L—l_a+ Zlfu X dga,

JEZ

Investment Specific TFP Progress



Implication for Aggregate Inflation : Start with Accounting ldentity

® Start with the accounting identity:

7TE(1—SD)7Tc+SD7TD=7T(j—|-SD X (7TD—7Tc)=7T(;—SDgAD.
———

=—8&Ap

® Note that the benchmark inflation rate 7¢ is an endogenous variable.



Object of Interest

® The object of interest is how much aggregate inflation permanently increases due to the
technology shocks to the durable and ICT good holding the nominal interest rate constant.

0
dr'e = —spdga, + Z e « dga, dga, <0.
ieT8 Ai

- T ={D,ICT}.

® The BOJ's policy rate has been at the effective lower bound.

® \We are interested in the pure effects from technology shocks, not the compounded effects.



Implication for m¢

® Recall the Euler equation: LNl
(@x. )

)\t = ,BAHl Rt/nC,H—l At = C
—— t

=R

IR =r"=InB ' +gc+(c—1)(vgc+ (1 —7)ep).
® Since the interest rate is pegged, r = F, the following holds (Fisher effect).

or* 7({97TC

agA,‘ - 8gA[ ’

® So, d7"*" is decomposed to two pieces:

0
dﬂ,Tech — *SDdgAD . Z = r
ieT “A

x dga,



Implication for Aggregate Inflation : Sign Restriction Approach

® Mechanically speaking, Om¢/0ga, is determined by the Fisher effect in our model.

Negative Tech Shock dga, <0 _—  Lower natural rate 9r* < 0_— Rise in inflation dm¢ > 0.
~~ ~~

Euler + BGP or=0

- The model gives the exact mappings.

® There are valid concerns for relying on this method to obtain dr¢/0ga,.

- The Euler equation and BGP assumption might not characterize the economy well.

- The strong form of the Fisher effect is empirically questionable.

® To overcome these critiques, we develop a sign restriction approach. Assume:

1. when a negative TFP shock happens, the natural rate increases, 9r*/9ga, > 0;

2. when the natural rate increases, the inflation rate declines dmc/9r* < 0.



Implication for Aggregate Inflation : Informative Lower Bound

® Under the sign restrictions, we obtain the lower bound for dz <",

ar* —0ga.
JET N~ 8A; ) =0

=0 <0

dgp.. ar*
drTech — SDdgAD 4 E P ( r ) X (—dgA,-) > _SDdgAD > 0.
~———

® This lower bound for dw ™" is actually obtained when (a) the utility function is log, ¢ = 1 and;

(b) there is a shock only to the durable good, dga,.

- If we work with NK model in non-stationary environment, we get the same result as a steady state
analysis, i.e., BGP analysis. (Aoki (2001))

® The lower bound is informative only if we have many goods.

- If the economy has one good as standard macro models, the lower bound is zero.



Implication for Aggregate Inflation : More Structure Leads Tighter Bound

® By imposing more model structures, we can obtain a tighter bound.

1. When TFP shocks happen, the natural rate increases by more than:

or* o}

0 0
=—gc+(—1)|sc—gc+sp—&
O S Tt e

>0 =dgc

2. Assume the Fisher effect:

*

or
1;|7rTeCh = —SDdgAD — E X dgAI,
ieT agAf
ab;
> —spdga, + E 1o ( dgA)

i€T

| S —
Additioan| Effect Coming from BGP



Summary of Our Results, dr e

® Recall the natural rate:
r*=Ing~ '+ gc+ (o —1)(vac + (1 —7)ep).

® \We have various lower bounds.
dﬂ_Tech > 75DdgAD

[Loose Bound (No Fisher Effect)] :
. ab
[Tight Bound] drech > —spdga, + 1 ,IC(T, (fdgAm)
-
8AcT T8C—rT
—dgA. ab;
d Tech — _spd {2 J (7d )
us pdga, + I—a +jezzl_a 8A;

[Exact Expression]

ab
+(o—1) 7 _'C(T} (—dgacr)+ (0 — 1) (—dga,)

dgAD —gp—r*

dgacr —8c.8p—r*



Implication for Nominal Consumption and GDP

® Using the tight bound, we can bound the growth rate of nominal consumption.
ng,'eCch _ dﬂ_Tech + > 0.

® The same argument is applied for the nominal GDP, dgﬁeccgp > 0.
® The implications are consistent with the fact that:

- growth of real consumption and GDP has stagnated but;
- growth of nominal consumption and GDP hasn't.



Implication When the Monetary Policy is Unconstrained

Consider the Taylor rule with the Taylor principle with fixed intercept:

re = ¢my.

The real interest rate along the BGP is

r—m=(¢—1)m.

® To deliver the lower real interest rate, long-run inflation declines.

So the technology stagnation does not necessarily induce higher inflation.

- It is critically important that the monetary policy is constrained or not.
- Moreover, short-run implications also differ.



Mapping The Model To Data



Parameter Specification

® In order to to estimate (6;) we use the method by Gourio and Rognlie (2020). * pesi

JET
® KLEMS estimates the time-series of o (excluding housing) so we use the average. *> Timeseries

® Unlike (6));.7 , it is hard to estimate (7;);cc. But along the BGP,

0 <7y <s.



Estimated Parameters (a, (ej)jeI) and Consumption Shares (s;), .

Capital Share

Rental Cost Share

Consumption Share

o 0; Sj
32% * *
Services * * 50.2%
Non Durable * * 22.4%
Food * * 17.3%
Durable * * 10.1%
Structure * 34.2% *
Other Equipment * 26.2% *
R&D * 15.6% *
Software * 8.6% *
ICT equipment * 8.1% *
Transportation Equipment * 6.4% *
Weapons, Cultivated Assets, Other IPP * < 0.6% *




Estimation of Sectoral TFP and Shock

® The Solow residual corresponds to the aggregate TFP A,.

geop, — Y 058K, —(1— ) g1, = 8a,

JET =~~~

JSNA JSNA JIP
8pn,t = —8An,t
——
JSNA

® We use JSNA, JIP, and the estimated parameters.

VneneCUTL.



Negative Technology Shocks to Durable and ICT Goods

151 151

10,

/|y

\

Annual Growth Rate (%)
Annual Growth Rate (%)
a1

Computer Hardware

5} -5+ — Other Investment Goods
1995 2000 2005 2010 2015 1995 2000 2005 2010 2015
Consumption Goods Investment Goods

® We interpret that only dga, and dga, reflect a supply shock.



Quantitative Implication for Long-Run Inflation

® Use the sufficient statistics to quantify the effect from the tech slowdown of durable and ICT goods.

[Loose Bound] : dn"" > spdgp,

0
[Tight Bound] : dr'" > spdgp, + (;{ €T dgpcr

- dgp, = —dga, and dgp; = —dga;-

® \We can also obtain bounds based on the full model.

abict

abict
1— ngICT :

Tech
1— ngICT <dr*" <o (SCDurablengDurable +

[Full Model] : Scpurable 48Ppuraple T T T

- Inequality follows since we do not have an estimate for ;, 0 < ; < s;.
- When o < 1, then the upper and lower bounds are reversed.



Quantitative Effect of the Technology Stagnation on Aggregate Inflation

Data Type of Bounds for 7 Lower Bound Upper Bound
Loose Bound 0.59% 0
Tight Bound 0.88% 00
1.18% & .
Bounds Based on Full Model (o = 2) 1.17% 1.76%
Bounds Based on Full Model (o = 2/3) 0.59% 0.78%

e Using the loose bound, the model can account for around 50% of the observed rise of inflation.

- The only channel is that the relative price of durable goods has stagnated.

e Using the tight bound, the model can account for around 80% of the observed rise of inflation.

® Even 0 = 2/3 < 1, half of the observed increase in inflation is explained by the model.



Quantitative Effect of TFP Slowdown on Other Macro Variables

Quantification Decomposition

Durable Goods ICT Goods

Variable Data Model  (Fraction)  (Weight)  (&ap) (Weight) (dgpict)
-0.59% -0.29%
&c/L -1.33% -0.88% (66%)

(0.10) (6.4%) (0.03) (8.6%)
3 0.48% -029%  (60%) 0% 0.29%
epp/L  TREEA - TREEA ’ 0% 0% (0.03)  (7.2%(8.6%)

[Consumpti L] : &c/L=spd obicr
ption per L] :  gc/ = spdga, + 1 o8
abict

[GDP per L] : Zcpp/L = T o 8Acr



Validation Exercise

® |f the technology stagnation is common across the countries, should we see the rise in inflation

everywhere?

® No because of the monetary policy.

® \We explore the implication for countries in the Euro ares.



Implication For Countries in the Euro Area

® Qur model predicts that for each country c in the Euro area,

7/1\—c = 7/%C(i'\) +(1_'Vc)§c,AD-
~——

Common Across Countries ¢

® The change g 4, of country ¢ can be measured by the relative price of the durable good.

8e.Ap = average;>oo14 (Te,ct — Tepe) — average, <oo11 (Te,ct — Tept) -

® Both terms, 7, 7¢,c,t, and 7 p+ are observable and we download them via OECD Stat.



Hidden Stagflation in European Countries as Well

15f @)

101

o f

Data : dn (%)
X [N
(6]
Data : dgp (%)
o

® °©
-3 -2 -1 0 1
Model : ga, (%)

-6 -5 -4

-0.1 0 0.1 0.2 0.3 0.4 0.5 0.6
Model : # = —(1 —7)ga, (%)

Aggregate Inflation Durable Consumption



Extension
Two Goods NK Model



Objective

® The previous model does not have any nominal rigidity.

® Extend the three equation NK by adding one more consumption good.

- There are two goods: non-durable and durable goods.

® The model is similar to the NK model with investment-specific technology progress.

- Here there is no investment, but are two consumption goods (Aoki (2001)).
- There is non-stationary technology progress specific to the durable good.
- The durable good producer converts the non-durable good to the durable good by a linear technology.



Graphical Overview of the Model



Main Players : Households and Firms

Households Non Durable Producer
= 1 =
max tu (Cy, Dy, N, _ N1
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Non-Durable Good is Consumed and Used for Intermediate Inputs

Households
t
C4, Dy, N;
(Co.DeNABL20 ;’Bu( )

B
s.it. PciCi+ PpD: + ﬁt <wiNi + By
t

Durable Good Market

Y = C + M;
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Labor Market

1
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e
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Linearized Equilibrium System

® The linearized economy is characterized by familiar equations:

[Euler Eq] K¢, = EtRc,e41 — (P — Eev1fic e41)

[Philips Curve] #c,: = k&t + BERC 41

fce+(1—9)7 normal rule
[Monetary Policy] # = ¢ (rfice +( ") o)
0 pegged rule

[Relative Price] #p: = ftc,e — 8ap,-

® Notation:

- Xc,+ is the output gap, the log-deviation of C; from its efficient allocation C;" = yAc,¢.

- 7ic,t is the deviation from the steady state inflation rate for the non-durable good.

® We begin by analyzing the steady state, and proceed to study the dynamics.



Impulse Response Functions When the Government

[Euler Eq] %c,: = Eifc.ev1 — (Fe — Ery1fic,er1)
[Philips Curve] #c: = kXc,t + BERc e1
[Monetary Policy] # =0

[Relative Price] #p,: = fic,e — 8ap -

® There may be possible sunspot fluctuations.

® But the IRF (relative to the sunspot equilibrium) is the same:

XC,t = 7ATC,t =0, ﬁ'D,t = _QAD,[

fe=Fce+ (L =) fpe = —(1—7)8ap,

Bes = (1 =7) 8o .-

® Note that the nominal consumption does not stagnate, but the real consumption does.



Dynamic Response

® Use the following equation to back out ga, ..

127
8Ap. = TC,t — TD,t- 108
® We take the shift of the average growth rate as = 8f /\
<5
a permanent shock, ga,. 2 6f T N
e
E 4
® At t = 2011, the TFP growth rate for the (%
durable good suddenly declines. AL e
- The economy reaches the new steady state in of — 9an =7cr — oy (Data)
three years. 1995 2000 2005 2010 2015

® \We solve for the perfect foresight equilibrium.



Impulse Response Function for Various Calvo Parameter 0p

or IRFs of 7P for Various 6p

® The economy make a smooth transition to the = IRF (6p = 0) =
“IF . IRF (8p = 0c = 30%)
new steady state for any fp. * ¢ L = IRF (0 = 50%)

® The inflation rate with higher p responds
more at the beginning of the shock.

- NB : permanent shock not transitory shock.

Inflation (Annualized %)

- If a firm has a chance, it changes its price a
lot.

2006 2008 2010 2012 2014 2016 2018




Impulse Response Function for Inflation

® |n the data, the average inflation rate increased

1.
0,
by 1.18%.  IRF
: © 057 _ mnflation (Data)
® The model predicts that the technology shock =
increases the inflation by around 0.59% at the & ©f
<
Z -05f
steady state. A VAV VA R
= af
: \/
® The model can account for around 50% of the < -15¢
=
observed increase. S -2t
® Without having TFP stagnation, Japan 25 . . - .
1995 2000 2005 2010 2015

inflation rate would stay negative (—0.23%).



Robustness



The Rise in Price Might Come from Rise in Markup

® The rise of the relative prices might reflect the rise of markup of durable goods producers.

- There are many papers which show the rise of markup (at least in the US.)
® We can extend the model so that the firms have markup power. Then:

gpn = gﬂn _gAn — gpn 2 _gAn'
~—~—

Change in Markup

- So the change in the growth rate of the relative price might overestimate the technology stagnation.

® Here we provide an sectoral evidence of the markup for the durable goods sector.



Sectoral Markup and Aggregating Markup

® Using the KLEMS dataset, we can measure the sectoral markup for each sector n:

Poe  PacVis Payt Yoe
MCn,t MCn,tYn,t Zj l}',tK',t+ Wn,th,t+P{an,t.

Mn,t =

® Compute the aggregate markups for durable and ICT goods:

D ~D |CT ~ICT
Mt = E Sn,thn,t, E Sn,t Mn,t-

neé nEI

- C consists of: household electric appliances; misc electronic equipment; image and audio equipment;
communication equipment; computer; and motor vehicles.

- T consists of: image and audio equipment; communication equipment and; electronic data processing
machines, digital and analog computer equipment and accessories.

- §,',Dt is the share of consumption good n between the sectors in .

- 5,',CtT|s the share of investment good n between the sectors in 7.



Markup of the Durable Goods Sector Has Barely Moved
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Markup Relative Prices

® Nakamura and Ohashi (2019) estimate firm-level markup, and confirm the same pattern that the

markup has not increased in Japan.



What if Prices Are Mismeasured by the Statistical Agency?

® |t is difficult to measure the prices of durable goods since quality keeps changing.

- Conceptually the prices P; ; in the model should be quality-adjusted prices.

® To analyze this mismeasurement issue, consider the following extreme case.

- the TFP growth rates have not changed at all, g4, = 0 for all goods i.
- the true growth rates of prices have not changed at all, go;, = 0 for all goods i.

® Information set and (mis)measurement.

- All the agents in the model correctly see the prices, but not the statistical agency.
- Let I3,-,t denote the measured price of good i.

- The statistical agency mis-measures prices, and wrongly concludes that,
85, > 8, =0, &5, =8,=0 i#D

- The statistical agency correctly measures the values V; and shares s;.



What if Prices Are Mismeasured by the Statistical Agency?

[ ] o fd o=~ = 1
Call g5, ( gPD/PNmDmbIe) the mismeasurement shock.

® Since ga, = &p, = 0 for all goods i, the economy is along the BGP all the time.

- So, the true consumption growth rates and inflation rate don't change, gc, = 7 = 0.

® What happen to the measured consumption g and inflation 7?7

ge=) sigc T= sigp,

ieC ieC

where
8¢, = 8v; — 8p, 7 &C-



The Measured Consumption Growth and Inflation

® We find:
g—& == SD X g’ﬁD <0
~—
Measured Consumption Growth Change Durable Share  Mismeasurement Shock
7 = s X 8pp > 0.
~~ ~—~

Measured Inflation Rate Change Durable Share  Mismeasurement Shock

® The mismeasurement shock g5, behaves as if the economy experiences a negative shock.

- The effects of g3, are the same ones of ga, under the loose bound in our model.

® So our conclusion still holds, but the interpretation differs.



Implications



Various Monetary Policies Have Been Implemented

Matsushita Hayami Fukui Shirakawa Kuroda
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Various Monetary Policies Have Been Implemented

1.5
Comprehensive
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The Rise in Inflation Is Often Attributed to QQE

® In its assessment of QQE (Bank of Japan (2016)), BOJ says that:

- "QQE has lowered real interest rates by raising inflation expectations and pushing down nominal
interest rates.... As a result, economic activity and price developments improved, and Japan's

economy is no longer in deflation, which is commonly defined as a sustained decline in prices.”

® Bernanke expresses a similar view by saying that:

- “Kuroda's program of “qualitative and quantitative easing” has had important benefits, including
higher inflation and nominal GDP growth and tighter labor markets.”

® Hausman and Wieland (2014, 2015), Caldara et al. (2020), and Ito (2021) reach a similar

conclusion.

We challenge this interpretation by providing a different interpretation.



Conclusion

® Exploiting the sufficient statistics results, our counter-factual analysis finds:

- the depressed TFP growth can explain more than half of the observed rise of inflation since 2014.
- the aggregate inflation rate would be around 0% since 2014 without the technology stagnation.

The depressed TFP growth induced lower consumption and GDP growth, consistent with the data.

® |n sum, we argue that the recent rise of inflation is largely attributed to hidden stagflation.

Central banks in developed countries would face a similar situation to Japan in the future.



Additional Slides



Comparison of Various Measures of (Chain-Linked) Inflation

= PCE Deflator — Headline CPI
2F CPI 3r Excluding VAT and Rents
+ Excluding VAT, Rents, and Energy

Percentage Points
o
Percentage Points
=

-3 1 1 1 2 . . .
1995 2000 2005 2010 2015 1995 2000 2005 2010 2015

® Although the level of inflation rate differs, the movements of all series are almost the same.
- The average difference between the CPl and PCE is 0, 53%.
- The changes in inflation are d7®”' = 0.95% and dw"”‘F = 1.18%. * Go Back



Consumption Tax Adjustment

CPI CPI Consumption Deflator
Excluding Imputed Rent Excluding Imputed Rent  Excluding Imputed Rent
Fixed Weight Chain-Linked Chain-Linked

Year YoY VAT-Adjusted Diff YoY VAT-Adjusted YoY VAT-Adjusted

2013  0.5% 0.5% 0.0%  0.4% 0.4%-0.0% -0.1% -0.1%-0.0%
2014 3.3% 1.5% 1.8% 3.4% 3.4%-1.8% 2.6% 2.6%-1.8%
2015 1.0% 0.3% 0.7% 1.1% 1.1%-0.7% 0.7% 0.7%-0.7%
2016 -0.1% -0.1% 0.0% -0.1% -0.1%-0.0% -0.3% -0.3%-0.0%

e Consumption tax was raised in 1997, 2014 (5% — 8%), and 2019.



Estimation of Rental Rates {6;},.; by Gourio and Rognlie (2020)ce=m=D

® Connect the rental rates with easily measured objects by using the model.

® Assume there are no growth (for simplicity). Arbitrage implies the user cost formula:
= <r+6,-K) pi r=p"1t-1
® Nominal depreciation is related with the new investment:
riK; = (f I 5K> piKi = riK; = miK; + 6K piKi = mpiK; + pil;.
——
Investment
® The rental rate for a is expressed in terms of observables.
riK; pili piKi
9, = i g Jo —=PT L (1-sja) =200
l 2 aez raka 2 sz Pala > sz Pala
Total Investment Share N——— ——o—

Investment Share of i Capital Share of i



Time-Series Estimates of (az, (19,-),.61)
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Time-Series of Shares in GDP (S”:t)nej\f,t
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Utilization of Manufacturing Around VAT Hike
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® Both figures show that the production side might not be affected.



Estimated Consumption Response by Hino (2021)

25

® Hino (2021) calibrates his model for Japan to study the effects of the rise of VAT in 2014.

Announcement Tax Hike
(att=2)

(Non-Durable C)
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—CPE - -C GE
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QA — —- XD Xf)

s B 52 /

(Durable C)
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1 S T A — e e~
\
\

05 \

T | | (Year)

0 2 4 6 8

® The consumption level is high right before the implementation, and low when implemented.

- The negative effect from the VAT hike on the consumption growth is concentrated in the period when
the hike is implemented, t = 6. > Go Back



Robustness : Effect From Nominal Exchange Rate
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Exchange Rates Relative Prices of Desktop Computers in PPI

® The depreciation from 2012 is temporal, so that it can affect the /evel of the relative prices.
® Since 2014, the yen has not depreciated, but the relative prices stopped declining.

- The depreciation cannot explain the growth stagnation. > Ge Back



Fact 4 : Cobb-Douglass Demand

® Consider the minimization problem with a CES function.

® Then:

,'X,' i
In 220 1ng;/0; + (1 — ) In 2L
PjAj pj

® The Cobb-Douglass production function (¢ = 1) implies

piXi

PjA;j

: constant.

In



Fact 4 From 1980 : Unit Elasticity of Demand

2 251
I- JSNA 2000 + JSNA 2011 JSNA 2000 + JSNA 2011
— - JSNA 2011 - JSNA 2011
o 20+
| 15f
<
i —~
S X 15-
< L -
g
= & 101 TN T TN A AN
< 05F
>
K 5
O i 1 1 1 1 1 1 1 O 1 1 1 1 1 1 1
1980 1985 1990 1995 2000 2005 2010 2015 1980 1985 1990 1995 2000 2005 2010 2015
Relative Durable Deflator from 1980 Nominal Durable Consumption Share from 1980
°

The relative price of durable goods had declined consistently

The small difference reflects the imputed rents. * GoBack
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