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Narrative Economics and the Role of Expectations in Monetary
Policy: Case Study of Bank of Japan’s QQE
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Abstract

Policy makers often make statements intended to influence people’s expectations. However,
working with these people’s expectations often fails.

Of course, there are various reasons for each case. However, one of the important reasons is
that a statement that fails to reach people’s expectations does not correspond to people’s anxiety
or hopes.

This paper deals with qualitative and quantitative monetary easing (QQE) adopted by the Bank
of Japan in April 2013 as a case study. The Bank of Japan attempted to raise inflation expectations
by QQE and “achieve the inflation target of 2% within two years”, but it failed completely. This
article examines why this attempt failed and explores lessons learned.
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