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The purpose of this research is to elucidate effects of monetary policy in a growing 

economy with heterogeneous firms. This year's main research outcome is the following 

paper joint with Takeo Hori (Tokyo Institute of Technology) and Ryo Arawatari (Nagoya 

University): 

  "On the Nonlinear Relation between Inflation and Growth: A Theoretical Exposition" 

  (Kyoto Institute of Economic Research Discussion Paper No.950, 2016). 

 This paper constructs a monetary endogenous growth model in which R&D activities of 

firms sustain continuing growth. Our key assumption is that firms' efficiency of R&D is 

heterogeneous. Due to the presence of heterogeneity, there is an endogenously determined 

cutoff level of efficiency, and the firms that have efficiencies higher than the cutoff 

participate in R&D. Given this setting, a rise the rate of inflation cause by an 

expansionary monetary policy affects the cutoff level of R&D efficiency. Since such an 

effect of monetary policy is absent in the standard model with homogeneous firms, the 

long-run impact of monetary policy in our setting would be different from that found in 

the standard model. In fact, we find that the relation between inflation and growth is 

highly nonlinear in our model, while the relation is almost linear in the model with 

homogeneous firms. More precisely, in our model, when inflation is relatively low, there 

is no prominent correlation between inflation and growth. However, if the rate of inflation 

exceeds some threshold level, there is a substantial negative relation between inflation 

and growth. Our numerical analysis reveals that under plausible parameter values, the 

threshold rate of inflation is about 20% per year. This result coincides with findings of 

many empirical studies on the relation between inflation and growth.  

  Since the existing theoretical studies have not derived explicit nonlinear relation 

between inflation and growth, our study is a useful addition to the literature. The paper 

was presented at several universities and at the 2016 Asian Meeting of the Econometric 

Society. It is now under review at a refereed journal specializing in macroeconomics. 

 I also investigated the effects of monetary policy in a model with firm heterogeneity as 

well as price rigidity. I am planning to write a paper based on the research outcome of this 

topic. 

 


