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Inflation Dynamics and Implications on Monetary Policy
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Annualized %qoq, 
seasonally adjusted

Second 
oil shock 

(1979)

Baht devaluation

Baht devaluation
Financial crisis

Lifting of 
oil subsidy

2/A7�: ก��2�����.
@�6 :����.���BFC	�/��

First 
oil shock 

(1973)

Peak 
at 33% ?����0/A24���52/AB���7� I2�I7�I�C7/-QRH�	�
�	���1���� 

�ก	�C�?�@���0�G�h 2/A7/ Supply shocks 
H�J�ก��	-�/A���-������������ก	-�/A��2/A0��:�R

?����0/A24���52/AB���7� I2�I7�I�C7/-QRH�	�
�	���1���� 
�ก	�C�?�@���0�G�h 2/A7/ Supply shocks 

H�J�ก��	-�/A���-������������ก	-�/A��2/A0��:�R
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���?�����H��� Supply shock 7/:��7���	�JA���;G�7�ก 2�G���:��G��7��j

Logarithm of price in 
US dollar per barrel 

2/A7�: BP :����.���BFC	�/��

First 
oil shock

Second 
oil shock Gulf War

Violation of 
OPEC quotas

1970 r 1979
(excl. 1974m1)

4.34
1.57

1980 r 1989 -0.35
1990 r 1999 0.71
2000 r 2008m7 1.91

Average monthly %∆∆∆∆��:��G��7���FI�
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2/A7�: World Economic Outlook, IMF

1980 r 1989 -0.11
1990 r 1999 -0.15
2000 r 2008m7 0.82

Average monthly %∆∆∆∆
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�:C�	ก5��

7
Supply shock 2/A7/��ก5.����	�JA��	-y�B�K�กก��	-�/A���-��	@
��:��0�C��

2/A2��?HC����0
�:C��D:D�.E6�;�������	�JA���������IH����-QKK������C�77�ก�;G�

��:��G��7�����0
�:C�	ก5��

� 	�
A7�;G�I�C��������	�JA��

� �1��0F�	-y����@���	7JA�	ก
�
�����C��

� �����7B��B��ก���?���/�

:��7�C��ก����
�D:0F��;G�7�ก������	�JA��

� ���I�C2/A	�
A7�;G�

� �������2��2�K�ก�J@	ก5��

� :��7�C��ก����21�?�0
�:C��D:D�.E6 Invest

Income

� Geopolitics
�  0D����ก�4	���C��

z�����C��{ 	ก
�����:��G��;G�
ก��	กL�ก��I�

��� Hedge funds

���B�B�
�I7�:���	�/�������:��7�C��ก��

� �1-2���G��7��I7�:���
���0��������:�2/A0F��;G�

o �H����G��7��?H7�H���ก
���7/�C�21�0F��;G� 

o NOC vs. IOC

� OPEC 7/�
23
��?�ก��
ก��H����:�7�ก�;G�

ก�������1-2��
0
�:C�	ก5�� 

7/�C�K��ก��7�ก�;G�
Constraints

D�������2/A�;�������	�JA��
2��?HC:��70�7��9?�ก��
������ z�����C��{ 7/�C����

Spare

Shock

8
Supply shocks 2/A7/��ก5.���ก����I-K�ก?���/�

2��?HC	�
�	��0F��;G����7/�����C72/AK�I7�-�������	�L���������ก���

	�
�	��
7/�����C7

2/AK�0F����	�JA��
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�1-0�:6
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�������@C�
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�:C��D:D�.E6

:��7I7�07�1���H����
�1-0�:6����1-2��
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:��7I7�07�1���H����
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�
����:��G�

��:�ก����
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���K�0F����	�JA��

��� Supply shock I7�?@�-QKK��	�/��2/A7/B����	�
�	����� Supply shock I7�?@�-QKK��	�/��2/A7/B����	�
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������ก�����	0��
10

ก��4;ก5�	ก/A��ก��-QKK��0��:�R2/Aก��H����������	�
�	��I2�

	�JA����:��9�70��:�R���

� 2/AB���7�7/ก��	-�/A���-��?�ก�����ก��	ก
������M��ก�����	�
�	��
H�J�I7�  	7JA�I�  ���?���ก5.�?�

�
3/ก��4;ก5�: �FK�ก�~�
ก��7���	�
�	��	�� (Univariate models) I�C�ก� 
(1) Autoregressive (AR) Model ��� 
(2) Unobserved Components (UC) Model

� -QKK����I�7/0���ก��H��	�
�	��

�
3/ก��4;ก5�: �F:��7	@JA�7�����H����	�
�	�����-QKK���JA� (Multivariate model)  
��2
  	�
�	��?���/�  	�
�	��:��ก��.6  ������@/G��������ก��?@C-QKK��ก��B�
�
?�����	4�5�ก
K (Indicators of resource utilization) B��� Hybrid New 
Keynesian Phillips Curve (NKPC)

11
B�K�ก AR Model @/G���?�@��� 40 -�2/AB���7�

7/ก��	-�/A���-��0��:�R?���������	�
�	�� 2 :��G�

� AR(1) Model:

� H�@���	���2/A7/ก��	-�/A���-�����:�� µµµµ  H�J� ρρρρ  �����7/���0��:�R
�C�� Quandt-Andrews Test

� ��ก��	-�/A���-��0��:�R 2 :��G� :J� @����C�24���5 1970 ���@���
�C�24���5 1980

� ก��	-�/A���-��	ก
�ก�� CPI �����:6-��ก������ (first level 
disaggregation) ��� CPI 21ก���?�	���2/A?ก�C	:/��ก��

� ��H�����C� 1970 r �C� 1980  Inflation process 7/:��	T�/A� (Mean H�J� µµµµ) 
0F�ก������7/:��7H�J� (Persistence H�J� ρρρρ) 7�กก���@���	����JA�h

� ก��	-�/A���-�����ก����I7�0�7��9�3
���I�C�C�� Supply shocks 
2�G�H7�  K;����K�7/-QKK���JA�	�C�7�-��ก���C�� 

Shifts

ttt ερπµπ ++= −1 Rho

12
	��?@C Unobserved Components (UC) Model @�����ก��:6-��ก�����	�
�	��  

	�JA�2��?HC	HL�ก��	-�/A���-����� Mean (µµµµ) ��� Persistence (ρρρρ) @��	K��;G�

� Unobserved Component (UC) model

� ��1R��?HC:��7B��B����� Shock (σσσσηηηη2222,  σσσσζζζζ2222 ��� σσσσνννν2222) I7�	2��ก��?�
�����@���	���  ����;G���F�ก����ก5.���� Shock 2/A	ก
��;G�K�
�

ttttt ηπρµπ ++= −1

ttt ζµµ += −1

ttt νρρ += −1

with  ηηηηt being serially uncorrelated (0, σσσσηηηη
2)

with ζζζζ
t

being serially uncorrelated (0, σσσσζζζζ
2)

with  νννν
t

being serially uncorrelated (0, σσσσνννν
2)

ηηηηt,  ζζζζt and  ννννt are mutually independent shocks

Observed 
signal

Unobserved
components
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Filtered mean (µµµµ)
of the inflation process

Filtered persistence (ρρρρ)
of the inflation process
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� ��72~5�/	�
�	��9Fกก��H��K�ก 3 -QKK��H��ก

(1) ก��:��ก��.6	�
�	�� Et(ππππt+1)

� Perfect foresight

� Long-run anchor

� Long-run anchor + Current inflation (Orphanides & Williams)

(2) 	�
�	��?���/� (ππππt-1)

(3) ���@/G��������ก��?@C-QKK��ก��B�
�?�����	4�5�ก
K (rmct)
� Labour income share (LIS), augmented with cost of imports
� Output gap
� Capacity utilization (CAPU) 

Hybrid New Keynesian Phillips Curve (NKPC) 	@JA�7���	�
�	��ก������-��JA�h 
K;�@���@/G���-QKK����I�7/0���ก��H����������	�
�	��

ttttt rmcE λπωπωπ ++= −+ 1211 )(

15

B����0���K�ก Hybrid NKPC

0.06 **0.67 **0.32 **Perfect foresight1

0.00 **0.88 **0.12 **Deviation of CAPU from HP trend5

Vary choices of RMC (inflation expectation = Long-run anchor)

0.06 **0.69 **0.39 **Deviation of output from HP trend4

Vary choices of inflation expectation (RMC = deviation of LIS from HP trend)

0.000.61**0.42 **Long-run anchor + Current inflation3

0.000.58 **0.43 **Long-run anchor2

λω
2

ω
1

��� ** H7��9;�7/���0��:�R2��09
�
�C��:��7	@JA�7�A�2/A�C���� 90 ��� 95 ��7������
LIS = Labour Income Share ��� CAPU = Capacity Utilization

ttttt rmcE λπωπωπ ++= −+ 1211 )(

16

� 2�G�	�
�	��?���/����	�
�	��:��ก��.67/0���0��:�R?�ก��ก��H�������	�
�	��
���I2�  

� ���	:�JA��@/G���ก��?@C-QKK��ก��B�
�?�����	4�5�ก
K7/B��C�� 0��:�C��ก��B�
K�กก��4;ก5��������-��	24

B�K�ก Hybrid NKPC @/G����~�
ก��7ก����G���:�?�����	4�5�ก
K
���K�7/2�G�0���2/A�
��C�7F�	�
�	��?���/����0���2/A7�������C7	�
�	��I-�C��H�C�

-0.03

0.00

0.03

0.06

0.09

0.12

0.15

0.18

BE CA CH DE FR GB IT JP NL SE US US
KT

US
M

US
CS

BE = Belgium, CA = Canada, CH = Switzerland, DE = Germany, FR = France, 
GB = United Kingdom, IT = Italy, JP = Japan, NL = the Netherlands, 
SE = Sweden, US = United States

Sources: All estimations are from White (2008) during 1993-2005, except 
US KT (Kozichi and Tinsley [2002] during 1947-2001), US M (Mehra [2004] 
during 1997-2003) and US CS (Cogley and Sbordon [2002] during 1962-2002)

� K�กก��2�0��	�
A7	�
7�����
��ก�D
����6 (Globalization) 
2��?HCB���� RMC ���	�
�	��
����	กJ��2�G�H7� ���7���ก��
:��:170
�:C������
ก��I7�7/
���0��:�R2��09
�


� B� Robust �������-� RMC 
���	�
�	��:��ก��.6���
����h 
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(1) Supply shock I7�0�7��9�3
���ก��-���
0F��;G����:��7H�J����	�
�	��I�C2�G�H7� 
��2
 @���-���-� 1976 r ก���-� 1979 2/A
I7�7/ Supply shock 0��:�R	ก
��;G� 

(2) ก��	-�/A���-��0��:�R	ก
��;G�ก�� CPI ���
��:6-��ก��21ก���?�	���?ก�C	:/��ก�� 
K;����K�	-y�B���� common factor

(3) 	�
�	��:��ก��.6 �;A�2��2~5�/	-y�0���
2/A������ก��	�
��F��I�C 7/0���0��:�R
?�ก��ก��H�������	�
�	�����I2�

0�1-B�ก��4;ก5�	@
�-��K�ก56 (Empirical evidence)

� :��7H�J� (Persistence) ���	�
�	��-���0F��;G�?�@��� 1970 r 1980
������01�ก�����-���0F��;G��/ก:��G�

ก��	-�/A���-��
��������	�
�	��

��K7/
:��70�7���36ก��
������ก��	�
�
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	-�/��	2/���������ก	�/G�H�J���@�/D���ก��	�
�ก�� Simple monetary policy rules

	�JA��F���?������@���	���������ก��	�
���F�?����2��B���:���H�J��;����

1. �������ก	�/G�	2/��ก�� Taylor rule

2. ��@�/D���ก��	�
� (Monetary conditions index 2/A�
K��.��������ก	�/G�
��C�7ก���������ก	-�/A��) 	2/��ก�� Modified rule for an open economy

tttt yci 5.0*)(5.0 +−++= πππ

ttttt yecer βγππαωω ++−+=−+ − ]*)[()1( 1

it = �������ก	�/G� rt = �������ก	�/G�2/A�2CK�
�

ππππt = �����	�
�	�� ππππ
* = �����	�
�	��	-�H7��

yt = Output gap et = �������ก	-�/A��2/A�2CK�
�

c = :��:�2/A

���2/A

ωωωω =  0.67 ;  αααα =  ββββ =  0.5 ;  γγγγ =  0.2ωωωω =  0.67 ;  αααα =  ββββ =  0.5 ;  γγγγ =  0.2

20
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1965 1970 1975 1980 1985 1990 1995 2000 2005

Taylor rule, using real credit growth

Taylor rule, using quarterly GDP

MCI (0.67, 0.33)

Accommodative

���������ก��	�
�2/A���@/G�C��0�������K�ก Simple policy rules

% points;
Index points

2/A7�: :����.���BFC	�/��

Restrictive
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Taylor rule, calculated using real credit growth

Filtered persistence, with time varying variances (RHS)

Accommodative

���������ก��	�
��FK�7/:��70�7���36ก��:��7H�J� (Persistence) ���	�
�	��

% points

Restrictive Neutral

22
ก��2�0��2��09
�
�J����:��70�7���36

��H�������������ก��	�
����:��7H�J� (Persistence) ���	�
�	��

� 07ก��2/A?@C2�0��:

� ��:�� ββββ1 2/A	-y���ก���7/���0��:�R2��09
�
 �;A�0�2C�����������ก��	�
�
7/B����:��7H�J����	�
�	��

� B� robust  ก����:J� I7�I�C�;G�ก�� policy rule 2/A	�J�ก?@CH�J�@���	��� 

t

n

i
ittn u

n
++=∆ ∑

−

=

−

1

0
10

1
δββρ

∆∆∆∆n ρρρρt = ก��	-�/A���-����� ρρρρt K�ก n I��7�0ก��� 

δδδδt-i = 0���������H�������������ก��	�
�K�
�ก�� policy rule
( +  :J�B���:��� ��� r  :J��;����)

ut = Disturbance term

n = ����	���2/A?@C2�0�� ?�2/A�/GI�C�ก� 4 ��� 6 I��7�0

���2/A

23
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Taylor rule (RHS)

��G����-� 2004 	-y��C�7� ���������ก��	�
����	�
�	��:��ก��.6 
	:�JA��IH�:����C��0��:�C��ก��

Percent % points

Accommodative

Restrictive
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������ก��	�
�7/B�0��:�R�����������	�
�	��

� ���������ก��	�
�7/:��70�7���36ก��:��7H�J� (Persistence) 
���	�
�	��

� �����?�@���2/A������ก��	�
�B���:���	ก
�ก���2/A�3
���I�CK�ก 
Simple monetary policy rule :��7H�J����	�
�	��7�ก	�
A7�;G�  
���?�2�����ก���C�7 ?�@���2/A������ก��	�
��;����ก��� rule 
:��7H�J����	�
�	��7�ก-�������
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�20�1-

� Supply shocks 7/0���0��:�R?�ก��ก��H��	�
�	�����I2� �;A�?���/�
-QKK�����ก����7/��ก5.�@�A�:������H7�I-?�	���I7����  

� B�ก��2���� Supply shocks 2/A@�A�:������	�
�	��7�กH7�I-	��
?�	���������	�L�  	�C����K�9FกH���	�/G��K�ก-QKK���JA� 	@�� ������
ก��	�
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