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Core inflation and trend inflation in Japan
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This paper estimates trend inflation in Japan using univariate and multivariate state space
models developed by Stock and Watson (2016). The model accounts for stochastic volatility and
large temporary fluctuations (outliers) to capture structural changes. We investigate whether
cross-sectional information improves the uncertainty estimates and forecasting accuracy of trend
inflation, incorporating core inflations in the univariate model and sectoral inflation rates in the
multivariate model. The results show that the rise in inflation after 2022 is driven by an increase
in trend inflation. A comparison of forecasting accuracy reveals that the multivariate model, which
uses fourteen sectoral inflation rates, provides the best forecasting performance, suggesting that

cross-sectional information is valuable for estimating trend inflation.
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