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Recap the paper

• The paper estimates a new measure of trend inflation for Thailand 
using the Multivariate Unobserved Components model with 
Stochastic Volatility and Outlier adjustment (MUCSVO) as 
proposed by Stock and Watson (2015).

• The paper uses disaggregated data (3, 7, and 10 components) for 
estimations.

• Main findings:

i) The multivariate trend estimates are more precise than the 
univariate trend estimates.

ii) Trend inflation has become “well-anchored” since the 
adoption of an IT regime.

iii) The out-of-sample forecast inflation performs better than 
existing measures of trend inflation. 
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Discussion Point #1: Inflation Rates

• The dataset for estimation consists of quarterly data for the 
sample 1995Q1- 2015Q3…(p.10)

• …Tables 2 and 3, which contain the standard deviation and 
persistence of the month-on-month sectoral inflation 
series….(p.11)

• Note (Figure 1): The inflation series are calculated as year-
on-year changes in the consumer price index. (p.7)

• Figure 3 shows CPI inflation ..(p.15) 

--- I plot inflation rates and find that Figure 3 is 
quarter-on-quarter headline CPI inflation (annualized).
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5Source: Ministry of commerce and my own calculation

%



6Source: Ministry of commerce and my own calculation

%



Standard Deviation of Annualized Headline Inflation

1995-1999 2000-2004 2005-2009 2010-2015

M-o-M 5.93 3.83 9.54 3.63

Q-o-Q 3.97 1.81 6.25 2.52

Source: Ministry of commerce and my own calculation
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Discussion Point #2: Outlier Adjustment

Stock and Watson (2015)

- St = 1 with probability (1 − p), and St ~ U[2,10] with 
probability p. This mixture model allows for outliers in 
inflation − that is, large one-time shifts in the price level − 
which occur each period with probability p. (p.5)

This paper,

- St = 1 with probability p, which has a prior distributed Beta 
(, ). The prior parameters  and  are calibrated to reflect 
information that an outlier will occur every 4 years in a sample 
of the length 10 years. (p.13)
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Discussion Point #3: Implied Weights

Could they 

be less than 

ZERO?
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From Stock and Watson (2015)
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Discussion Point #4: Anchoring Inflation 
Expectations

Stock and Watson (2015) and this paper

Trend inflation = the long-term estimate of the inflation rate 
based on prices through the present.

• Figure 5  UCSVO and MUCSVO trend inflation have 
become relatively stable since the year 2000  success in 
anchoring of long-term inflation expectations

• How about Figure 1?

• Is the target or the target range relevant?
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Clark and Garciga (2016)

• The Federal Reserve’s Federal Open Market Committee 
(FOMC) has set a long-run objective for consumer price 
inflation, as measured by the price index for Personal 
Consumption Expenditures (PCE), of 2.0 percent.

• According to this method (Stock and Watson, 2007), the 
recent disinflation in PCE prices looks to be caused by both 
the decline in the trend and temporary deviation from it.
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Discussion Point #5: Inflation Forecasts
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• It would be better to include the figure of inflation forecasts 
based on UCSVO and MUCSVO models (+ PCA?).
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