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Abstract

The study adopted the Autoregressive Distributed Lag (ARDL)
model cointegration technique (or bounds testing) onto monthly data,
covering the period extending from April 2013 (the adoption of
Quantitative and Qualitative Easing) to June 2019, to investigate the
exchange rate pass-through effect (ERPTE) to the Japanese consumer
price index (CPI). The Japanese CPI is regressed against the nominal
effective exchange rate of the Yen (NEER) and CPI of major trading
partners (i.e., China and the USA), the industrial production index (IPI),
and the Nikkei225 stock index. According to the ARDL results, there
exists a long-run equilibrium relationship between the Japanese CPI and
the explanatory variables with incomplete ERPTE. In the long run, a 10%
depreciation of the NEER increases the Japanese CPI by 0.2% whereas a
rise of the Chinese CPI by 10% increases the Japanese CPI by 2%.
Moreover, a 10% increase in the Japanese IPI results in an increase of the
Japanese CPI by 1.37%, indicating that improved demand conditions lead
to higher CPI in the long run. A 10% rise in Nikkei225 results in an
increase of the Japanese CPI by 0.08%, in the long run, implying that the
effect of the portfolio rebalancing is moderate. It is worth mentioning
that the short-run elasticities are lower than their long-run counterparts.
The short-run coefficient of the IPI has a negative sign which does not
agree with prior theoretical expectations. It seems that Japanese firms
find it difficult to raise their sales prices, and, thus they adopt the
discount-based marketing strategies.

Keywords: Exchange Rate Pass-through Effect to Consumer Prices;
Cointegration; ARDL Model; Quantitative and Qualitative
Monetary Easing in Japan.

P L4 PR | Vi Yo¥Y 5l ot suall - AIL ot



