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Outline:

Low inflation has been a fact of economic life in many countries over the last two decades. This
tendency is particularly clear for the Japanese economy: the inflation rate was close to zero even
during the bubble period in the late 1980s; it has been staying below zero since the latter half of
the 1990s. These clearly suggest that the nature of the inflation process has changed in a manner
that has made high inflation less likely than in the 1960s and 70s. The purpose of this project is to
study the causes and implications of such a change in the inflation process. The key idea is that a
decline in the inflation rate at the macro level should be closely related to changes in firms’
microeconomics behaviors. Based on this understanding, we plan to proceed as follows: (1) we
employ high frequency scanner data to investigate changes in firms’ price setting behaviors; (2)
we then look into its implications for the Phillips curve relationship (i.e., the relationship between
inflation and the output gap); (3) we finally propose a structural economic model that could
account for a recent change in the inflation process.



