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Expectation and Stabilization of Commodity
Prices — An Application of Target Zone Theory

Vey Wang™  Shih-Wen Hu™

Abstract
We apply the target zone theory of international finance to industry economics and
then set up a two-sector model including agricultural and manufactured markets. The main
purpose of this article is to discuss whether the stabilization policy for agricultural price
will support honeymoon effect under two kinds of assumptions. One is the investment
demand for manufactured product is a function of nominal interest rate and the other is it

is a function of real interest rate.

According our analysis we find the honeymoon effect of stabilization policy for
agricultural price still stand if the investment demand for manufactured product is a
function of nominal interest rate. While the existence of target zone for agricultural price
may induce the instability of agricultural price when the investment demand for

manufactured product is a function of real interest rate.

Keywords : Target Zone, Honeymoon Effect.
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