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Inflation Dynamics and Implications on Monetary Policy
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(1) msaansaidwile E(7T, )
® Perfect foresight
® [ong-run anchor

® Long-run anchor + Current inflation (Orphanides & Williams)
2) Swilaluada (7,

(3) 61";?;5'@15@151mﬂ%’ﬁ%{fﬂmwﬁmslui:umﬂiwgﬁa (rmc,)
® Labour income share (LIS), augmented with cost of imports
® Output gap
® Capacity utilization (CAPU)

WaU19&%91N Hybrid NKPC

7, = o E (7)) + @, + Armc,

[ o [ o | ?

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

1 | Perfect foresight 0.32** 0.67 ** 0.06 **
2 | Long-run anchor 0.43** 0.58** 0.00
3 | Long-run anchor + Current inflation 0.42* 0.61** 0.00

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

4 | Deviation of output from HP trend 0.39** 0.69 ** 0.06 **

5 | Deviation of CAPU from HP trend 0.12** 0.88 ** 0.00 **
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LIS = Labour Income Share ttaz CAPU = Capacity Utilization
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BE = Belgium, CA = Canada, CH = Switzerland, DE = Germany, FR = France, Llazl\‘i%lﬁ AIANTIITWLLUL
GB = United Kingdom, IT = Italy, JP = Japan, NL = the Netherlands, N
SE = Sweden, US = United States [ D] ‘]

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)
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— Taylor rule, calculated using real credit growth

% points — Filtered persistence, with time varying variances (RHS)
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