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G o RFTE & 0 1970 JE 1980 A B IR o i i 4R T 908 2R W0 45 308 1 B
Mstagflation | B & » R EEAY EMLREFREMX EH A EREW
Phillips A HF AR KRHWBRBRFELAEEXTE T ARBETTH
% WEMMEILE | WKk (trade-off) MATHEHKRL AT B EHE
ERREEGAEXRMBPRNEHERE  SENBRERESRE 7K
BEREENHE  CERRERERTERNEEER - ARWAE M
MR R R i (R4 R ik S BB R4 £ 44 W 151 % & T % (supply
side shock or disturbance ) ; #( T » H 5| EAMBESELEHENHE LA THE
RTHEWNERRBC - ERGETRZEELY "TEUFHLIK
(rational expectation school )» "E H FE R R B W & HHH T &8 W
BB THAREESEENEATERTRNEN -

B RESECBEUHIERERTAABRIRRERMEE BB K
BB EARRE HR > FLCHBEE # %t AT ek
RH - DB FHHT - ANSENESERECEYE LD HE—
BEABBHAG - P& —EAXWRYEEE (inflation
targeting)* MER R A A O RB RN ES EHEENHATHEWELTH
HFHHAE  —HEREIRITREKE  BRERKE AL ERHL
UL R RERBE AR ENEERE REGB Y RALREN 4R
ERRERERR Y BERFANERBREAY EUEEETERWAY
J& Bk % - Mishkin (2001) EE— S HHBRBREIEE R ERERE P&
SRAT K ¥ 8 £ 3% (the wave of the future for central bank strategy ) * o & X Fif
B E EfFE (price targeting) R E¥E B TR BN —HER © &%
ERRAEMEAREREB LR A S THRWEKE: TR E¥YA

1 R FangandLai (2002b) WWE 1 -

2 RBERNBRERARUEA RN BEBREMAEN ERETE S5 84
FO0%~3% WARARBKER RHFSEZXEUERNANEAE -

3 R Fangand Lai (2002b) #y3— -
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MAFEYEAEEBMN GRS B3 BEH LB FH B
ARMRERERER  EREMERWTA RV EHNEEEEN
RO TEFSWRREN BT T EEEEWRTH R T UEERE
EAE AR WRE -

RAXRTAREFZERENFAY  ZERMAE AT YR 1991

£ %, 3 %, 4% (John Bates Clark Medal ) 4% & Paul Krugman - Krugman # 1988
£ 1 B R B#EF R E (National Bureau of Economic Research ) Fi & Bt &
b FTREWHIEEHE FEE (Target Zones and Exchange Rate
Dynamics”—C » B & # # s % LML 7 (stochastic differential
equation) M T LB EMERWEBE > AU HVBTEXERER
AWETHREXEAZENER IR EREFERENEEY MBS
% A 3% 2 (honeymoon effect ®cKrugman #3 S i T & 4 8 F 1991

57 T B e KB P i IR 89 28 3 ZF ) (Quarterly Journal of Economics ) »
BERUE  AEFRNEREAFCBRARANARXEEEN B ESR
B BT ARFORARET LR 258 - REEWRBIENTME
?»> fl4n : Flood and Garber (1991) % 7 & X+ 0 R E K4
(smooth-pasting condition ) f& & 7 RATHE SN B H 5 B IE R EH BT X K EW

TH  MREEEZSFELER N THE - Krugman and Rotemberg (1992)
Delgado and Dumas (1993) Ri# [ % E A% & A S 88 ) B8 0 R AL T DAAT

4 B YRAE 193] ERTAYFERERR > FTREENALE-—RITENFEEEE
BORE B K - 1992 Smlty P RETERFLRTUFEFERR AR BEBEK
ERE -

5 Svensson (1999) #H UM BEEEEWRITTEEAREWEANIR  WEFBTE N
KBTI

6 Taylor (1993) %l » XEWHA L EHNER AL S EFREHERANEL RAR
AR ZEMH REN— RBE WP B ERITHEEEERR -

7 R Siklos (1999) -

8 AMEE (1994) WH 337

9 RHFEE (1994) WH 338 -
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¥ o Froot and Obstfeld( 1991a~1991b )~ Svensson( 1991a~1991b ) k& Delgado
and Dumas (1993) ST EBRXTHEETMBH RS > Rt T —4Y
(drift & trend) W B 8 FUEETEEEEPNEE ML ERZNE
£ %), %% - Bertola and Caballero( 1992 ) fll 5] i [ & E 42 [E W ¥ A F {8 (central
parity) B¢ % H E¥ (realignment) HEF - W ERER HARE W wATH
REBHZEEXETREWBRES -

ENHEEREBEBRTAMERERMNARRSMEFEER
EREREM N RE TR HERSBREBTFHHEREEREM WA
FUEHZREB AL AR ABSESY LTS T  Klein (1990) %
I—EAEHBEERBFEHAYFLHFENNHLEARL TERA 0 A
F #4947 (simulation analysis) 7 %#H » EXBERR A AHEHER
WHHERTEN  REEARTEXERE  HAER - UEAELKE
MERZEWER EAESHEBRAREHEARERONERTHER  EX
EREENTR HREXEEA L EWINE  BHLAMTEHEEE DK
BT %2 MARAE - Gerlach (1994) th ¥ B ¥ EX EZEWBRER T TR
RERABEER T A WY EAERE 5 FEL - Sutherland (1995 ) 3
HEXERENBAEATEXRIHERHNE CUBEREFREORE R
FREWERTEe ¥ By (B RE KRy MR - %4 > Svensson
(1997) B T UUE K& RTAH E4ZE (inflation forecast targeting) 2K
B8 8 WAk B AR B W9 3% - Fang and Lai (2002a) ¥ {847 oy Y11 3 2k
HELBEAMOBRLBYET > 435 Bean (1983) SHWAER" - B
ERBEATHEBELAT TERN HOFRUETERURENEREIRE
% E Fi4% E 4% B (nominal income targeting ) & & B H % & JE H /K 2 15 F 1Y
MEEZ MEEXLABEWNBBAKEEZT LHRERENRITE

10 7 At ey Bean (1983) &R E#  EXABBATBEMF RO THR > LEHMHE
REZEBRK W4 B4R E (money supply targeting) & € EH KB LE RN S £
ERBBATBRARAETER  SHFGERERALERATRHETERENR
BERUNHRTA BN RLEREEREEL KELFANK -
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BYMEEENE R FAEREL KRNI B—FE  WEEEE
MERE AR EN RN R AR E N R ER BN
(variability ) # 8|4 i ; 77 Lai and Chang (2001) 75 {8 4 &) 34 B 48 75 4
FUABARMT A AAEAL TS EN THEME, KRR
LEBUATHRLTTES WREEENWE R EF RN EN D&
ENRTEHREE L ARRBENTREE: Ry EEARATEE
RETFES YIE EEE R0 B KRR - Bt
%4} » Fang and Lai (2002b) JI7E 5] 37 H & S8R (Lucas) By F48
MAMOHARET  IRESHEAOBHLERRARELTTH
o WEEEENERE D EA RN ENRE  BEEERSERTT
Fer o MEEEE R R TE A REE AR ST REEE -
$ DL b B A T o 0 I K AR B M T LUK (B A R A B A
BAEE BT R E KA E BB 3 LK BT A 5 23 -

12 AxzHR B

HE®E AN RERERRBERTHOEH —HER B &
WERRAEMBE AR LIRS T RAKERT RN E M 4 €85 T
RUFEAE: SR EHERMATRYBALEER N A EFH - B
ERREEHEFET > BREREAHRRAELEMANYHEEREARL
HEERERUENEETE  RZBKWTEE (credibility) - Bt K
FREBHFARBERNBO EMEXFHELET — WA > HHE
REBRRNRFITECMEAZ S MARBERBBREBR? 2T Hu0k
BN BRTHE T UMY R E AR E WA R A SCH A Fang
and Lai (2002b) Y ERFHMBRHNALERAUFERERE - FLUE
WE "THELRERT RN R TYUEECPEEETHE L AER
A KGR FEEMATE RN T RO WS TRARS > WFE

11 #HEIR (1995) BRA#K (2001) h ¥ H#AE "THEZTHRBEK, T EXEHEE
BRERT HAWAEEERERT AR LR RN ER -
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EREWRTRSMARTZEHHREBEERENER > A&t es
F| Lai and Chang (2001) R FAIW X #iT 7 Ew "HEME, RE—F
RBRMFAHGER" -

1.3 AXHARZF

AXFELLE  WTAEWHE RIS F_ERAEREBNEL
EAHEREBERATERRTREONERTEY WEEEENRITES
ERZEMMABEERB R AE > KMt e Lai and
Chang (2001) 7 "3 E M%) RE—FRBEMAMBINER A
ETREMTMER - E=ZFR HHRLEREFTHREWFILT - LHHE
AMAEEREFRENERTHES WRERENRITREBMARZE
HRABEELRERN N FUENAMBZFOPREET IS
BAT  BEEBRNATERWTROWERTER  WFREREHRT
EEARZIAMABEERBIEANIN S FRLERN AR B -

2. MHEMAE L

A FE B A7 Fang and Lai (2002b) F K47 ¥ &8 28 A W E 7 & K
AR REAETERR UEERERRNRTRERET AR EHNAEERE

12 #3148 (2001) ¥ & # Fang and Lai (2002a) H3 & BB HERAWEEERE
PANERZEAMARSHESBNHALSEEAEY  FUEME "ELRER
TrERW B TYEFP O EEETHEY ) WEHN  ROFTRERERRAT
BEESERONERTERES LB EEAN B EENRTETMAR
ZERMAESERENER? ACREZFE (2001) oM EEMER > #E
Kt "TUELERERTHESE B TYEFPOTEEETHIE BEBAT &
FEHEENRARCEAALEN MBS RSB AERIEALRIXRAHT
Bl 0 —RAX WA 44 BB A Fang and Lai (2002b) WEMFEH BIREAHEL
BB REMELETEHAREREEHARMOEIE R FFHE (2001) R
%4 Fl Fang and Lai (2002a) WHEAYE A ERMARARY > R HMBLAYE
KEEFEMMORE  —RAXHHEBRTEREGFRFEOREERT > WEAH
(2001) WMEM TRAFREFEHSERT -
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BENENHASHEBALTY  FUEHNE AN ECRBATERYS
REWER TR WEIRERROTREE MR A R A AR
BBWER  FR > R4 Lai and Chang (2001) # "7 B A% |
RE—DRBERMFTBINER  UMARTHEMM THETHSZ, £
R AR - h—HARER A EREN SR THWEREE

LENFEROFE—EERTHEE  ELMETEEIRR—T 4404
By (drift) WAEER A EESH (standard Brownian motion) »

QRBERUAEFYBENEEER AR —WES -
SRAHYENTAEHBE R EHTEE (rational expectation )
B RPTUZBBETHYEEZEASE HEHEA

- y=h-7(%):7>0 ................. )
y=—a[i—%]+g sa>0 . )
m—-p=9y-Ai—-¢: $A>0 3
de=o0,dz L @)

EBE - BT ARBME (i) Bl (1) 240 HRBBEHUEAHK
WRRRT - yREFEEL v, REXXIOREWEL > pREY
A gREBUXE mRxksHEREL  cREREERTHM
BTEE > yRopfIRKBEHEHFHBRBRBWREABERE
FRHEFHANENRBARE s HARKERFRNABERLAN KL E
M (semi-elasticity ) > E(dp)/dt X &x Y B TER B8 % -

AKX ENFEHLZIRKY Lucas BERALIE WRBGREHELETR
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MERBEEEZHAMEBMORE  EF&EIE > BREERTERE AR
BrRw  ZRATHNOERA S LES  AeREBRSWAELERET
Mo RBEAMTRAAGEELRRD  WHARY AL E TR Hik
RERHTMARWREN A4 W HK" - Lucas and Rapping (1969) >
Lucas (1972): Barro (1976 )+ Kydland and Prescott (1977 ) % #5 % % Lucas |
BUECRBRBBFENCHRBELR - KQRXMERRYC EFTEA
i~ [E(dp)/df] LA # 4 BKBE L BBSWHET » X R RE
FHERREZZHATMMAGRE - ROREX BT ESRE L&
BBRUE AR HERYREL BN EN R XOREEEERT
MR TERENRERE  HPZ RN FRN AR EY LR ARH2E
WAMZHER 0 (E@D)/d=0) BEMBHMEHNEEHE 1
(Var(dZ)/dt=1) - B} > LK EHEYH (random walk) B EWHEZ BE
WUEMSHNHZEMESLO0(Ede)/d=0) SEMBHBH B RSS2
(Var(de)/dt=c?) -

BRMD~G) > RIATURBET HEETER :

1.0 0y (-7IEdp)/a]
1 0 alpl=|alE@)/a)+g| 5)
¢ 1 -A)\i m+eg

£ F Cramer’s % f » 89T AR E T 8 E B4 B X (pseudo reduced

form) :

E(d
y= _7(%) ................. ©)

p=(m+%g)+£+C(E—pr—))

13 Turnovsky (2000 > H 97-104) ¥ 4% i #(#& Lucas 4 H B oh i ¥ #3E -
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._ 1 a+y( E(dp)
l—ag+ p ( it ) ................. 8)

EF» C=gr+i+(Ay/a)>0 - aX(NE KBNS TR » FH Itd's
Lemma ®] LK JE THEH — MR A ¢

p=(m+%g)+s+Ae“+Be‘” ................. L))

R ARBEGHESY > s AR WRAs=42/Ca? >0
HKOAFERKXDEXOH LS > TR FENYERHE T ULT
=

E[p) _1( 150 , p-se)

dt C

#HRXAORAX(O)EXGB) > P RKATFHEER AL BRI RAEWN— M
A

4 -
.V——E(Ae”+Be ss) ................. (11)
=1 Y[ se -s¢
t—ag+ 2C (Ae + Be ) ................. (12)

BT BRFELEER " HANEBRMO TRABE > ROATD K
EREBRNRITHANNMECER R T AR e RWER |
R » B A Laiand Chang (2001) ®y "3 EM %  RE—FS A8 T HEN
MM TR R FTREIWER -

2.1 1% & oy R AR o 7 A2 X AR ik

AR M EE R SRR TN ERE R TR
o REMEARME ETHRAR  RUERESRA KB THEAT
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BB ERERTELTRAE: F—FH EWEAEEEERE
ERWE REEREERELGWmFEH AT > BREANERERT
FEAl > RO AAEARENBRAIZTHT ¢

P ;28"
p= (m+%g)+£+(Ae“+Be‘”) i€ <Ee<E .. (13)
P 3ESE

KU)W PpHEpAANRKBRERFTEEWIELTRAE Tz Ee Al
ARBERESTRYES  FHEN R ERMRTELEL L TR
B ERERAARKEZEBRELBR  Tie Re QAN Aez
LR R E LR -

FEETHELT AW EFEGRERAERYE  RPTURSE S
A~ B~ FHe WEAMES KN

Pe=P— (14)
Pe=P- i (15)
op,-

==0 (16)
op .+

==0 amn

BRADAARANRAOEATF > T4 -

17=(m+g—g)+é_+(Aes‘"_+Be"“T) ................. as)
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(m+%g)+g+(Aes€+Be's§)=_p_ ................. 19)
1+ s(Ae* —Be™¥)=0 (20)
1+s(Ae’ —Be *8)=0 21

FUR & A SRR Q20)EQY) AR BB ARBNERAAE He
MR

—SE -5
—e

_ e =
A= A(g,8)= {0 e ] <0 (22)

}l(es‘E - esé)

B=B(§,£)= s[ es(;._ﬁ)_es(g_é—,) ]>0 .................

BRMEEREN ETRAERBERE Wp=-p  BHWUAHBKTE
ZERGHLERBRIEATHNHEAT (m=g=0) EHHEMFHXAS)
B9 ¥ BE K,

p=&+A(¢,e)e? +B(,e)e™® (24)
p=c+Ag,s)e+B(E,e)e s L. (25)

#R(22) ~ RN LA - R4

E=—& . (26)
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AQOFLRBRE—HEERSE FATEMYUHBRTHEEREHER
BREXHERFHART MY FEREHBOHELTRARYT IEHR
BHBENETRAEMERERTHEE -

HAQOWE =-e RAKXQY) - QOWAF - B RSB A~ BiE
—F LA

1
- 2s[ cosh (s¢) ] <0

A=-B=

10 BAKQDRARO)  RADFXA2) > LEEZHM AR BERTH L
EEBHEERBAX L ATR (m=g=0) ATUXFHNFEFERR
T -YE FRELRS EMNE AR ARG RO WT

e [ sinh (s&) ]

p"'g S[ COSh (SE) ] ................. (28)
_ y[ sinh (s¢) ]

ol eosmesy)] e (29)

. i=—(a+7)[ sish(se) ] (30)

Cas[ cosh (s¢) ]

BERBERRUWFRKEDHFTEE  WEN ETRAES I €F5L AL
REFR MERQOT Y EHETRAELFIMMAATEEEE AT
BRWE >ofle > -0 AHERQ2)RR)THA ~ BHLKEARE
WRRRAENRE HF M T > HUREBEA LARTRETY
PRl EHREHAERET HE - FHELEL EHEAENHRE
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Bk
p=€ . &)
y=0 OO 32)
i=0 . 33)

(B 1) ¥ > AW p - yRity L1F PTZ 2 PFF 2 A KK M B EHFE
BHEDF O HF SN - R WBRERB P B R E SRS
g My BRI RS SRy BRI BRI HERY
FRONMRTEEERLER G LR EREETITUWHEEEE R
H A E K B B8 BN AR B S B ) T O R B e
o RRERFAOVURERERRAAHWEAREALZERR  THE
HEHREZ BRI FARUNTERZERR - BAILEBEELR T X REBA
HHEERAEN AR FEAERAELERNTRETE (s ) &
JEeXZAHTHEEABHEML EMPEHE AR EWBE FTRERR
BHEmE MEEANENRENEHERLTR THEFRALE
HERITHEARE WEAEH LRI EBE L BHRE S ZE R AL
(ERXR@THiT He MR FWREMEBE R FEARR - KA
BHEBEREBRO REURLUARNEERERS - RATHETHRBEK
CEZRRFEHAYERNTER (Eldp)/dt<0) T ERSL HF EKEHE
MEFRNNBELHRNTRARK EREELAKEBEREHMERANES
BT ES - U EWBR T ERAXWRRET  ELHEAE
ERWFROMER TR FREERATITURERERR  RAHEK
RUKBBEEERD RTEAZERR  EREEL AL BRI RKEN
KEBWEREBRK > TREZRBE -
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2.2 Lai and Chang (2001) &% W &%

A # 14 UL Lai and Chang (2001) A& EERY "HEME - &
EFRBU AT AIANER UHMEFRE THYEEEENEREES
RAEZERR MHTHEINEAABRERBNBEHEY -

¥k ATERTEMED)dREA » BHRQFUKER
i=r+[(g-y)/al E—FBHELRANKXQ)F B REHEF R BB

I NN P

BG4 TRFARRFRTHREETERNGEE IR R W
AR SR AMEFTREADER » HHETRTH

op
oy

= _(¢ + i) <0 (35)
a

AD

A BRI HAORETHEARTH p 5y WASFTR RN
o LR AMeBRERASK > AMFLTRTA

op

=00 e, 36
o (36)

AS

Btz st > HAG)RMET KB RERB T H WA Ry e
BRHIBES » SR A RB T IHITERLM & > KA R % -

i
oy

¢>0
=>0 37
LM A
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Eh RPBEXQWEE TR GHEME TEE R4 — 18 o7 o 1408
Sl B BEEH e M IR THBNRRREELAHR -
HER BRI (B 2) RExTe

1 2 3 4 State

(@ 2)

BRE—Meble HHBE  T—HH 2HBENEBHEs > FI2W
MEATBBE:, BHeo THEB BN o fife, ERGHE - I
si—go=—(e1—6) FE EE-_H Bwetihars T—HAULH2
WREGE LB T REETHES e -a=—(60-8) ks S—H
cEMBHT RN MNP E  WeEuBLEAMBAB ISR <
BT MR ERER TR A 2 A S — MM
Bl F—Me WM E B A ((61/D+(a/D=6) F-Mea i MZE

14 BUHEEREBEEE (1994) 3 Laiand Chang (2001) -
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B ((2/)+(e0/D)=6) Hit» S—HHATHERESH 2 B2 @
BE B E—M e EHREE 0 ((6-8)/2+(4-8)2) TI%=
%’36‘1 WA BT A0 ((32—31)/2"‘(50—81)/2:0 )e

BEMWEBELEREUERTHEBTEAES S Am R s >
RAFMUELHES 0 (2°=0) KW E MR AD (50, mo, 7° = 0)
JRAS (¢ = 0) Bk E AW 30 8 Qo B> ORI W0 M9 0 0 JE b A (B Ak B 4
HEyfp, EEBUATERSERTNHRTE et BmE
& » Bl AD(g,my,7°=0) # & H B E AD(g,mp,n°=0) & 15 >
AD (51, mg, 1° =0) I AS(n° =0) R R M O B > FI M I EH E 8
KENF By Bp - R —Eeihea ¥ EREEBRTYEEEERK
KT REHNAUEEBNRHRT AR TR AR REBLRNY
R TREE  SRBBAE T e e B HE o BB SEEYE
EREp  MEBAMEARN LR RABEN KU ERERRTRLT
B MRRABMe AAMBE BT AT EEF120Ml% T
e e, RERD T g« E e MME &, ¥ AD (50, m, 7° =0) B H
B E AD (63,mo, 7° = 0) B » J AS (n° = 0) BAM XK O, B > Ft ¥ & b 411 1K
KE#p, c BeRDEa B o AD(som, ' =0) REEEEH E
AD (59, my, m° = 0) $ » S AS (7° = 0) RADR A B A M O B » O BFTH &
MERELBYEAED AN Ay Bp - EHMERBELCELWEEE
EBE  HalinEew  FIERNYEARED KRESERTREN

15 IXGHTH ¢

%Y

2 =l S0 M KM BERTHMA TR MM BB

.z

AD(gOsmO’”e =0) ﬁt% °
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WELERAED » hor RAMEREERLEEHEHHRL  dmB D
Em o fE15 AD (63, mo,n°=0) R £ % E AD (7, m3,7°=0) K" » &
AS(r =0) RAR A O B > EMMELHE LRAED - (B 3) 2
WETHERENE L ERBEWAE T o a B WEAEEp
#op o WEHERREHT - HMeWBmA & EHI2HE LB R,
HI2HETHEs REREEBERAZ SRS eRNEERE
B Bl Eo BB BN EKELSE DT, 0 BT 0 EFER
MERBWEANCELS(L - HERe » £R p-p=-(po-p) B
P<p REWHEB W ERE X A m5=(p0-p)2+(B-p)/2
=(p-p)/2<0 ERFENEEEEBHT » e o REFEY
W B & T 2 » B AD (g0, mg, 7° =0) . % E AD (6, mg, wprz <0) "7 >
AS(nf =0V BABE AS (15 <O B —HFMRXNO, B ABFREW
FUELEMEARD N Ay Bp - B—FE HRBERAELEEH

16 XG4 40 :
Oy o

>0 5 B Timg B> Emy > €8 AD (63, mg, 7 =0) REH -

om AD a¢+/1

17 B XG50

| O g Tt W A AD (5o, g, 7€ = 0) AR -

67Z'e|AD —a¢+/1

18 mAM)FH 40 ¢

D1 o yc0; BT TH B AS (15 =0) B AT -

0r°las

19 XN p=Im+(A/a)gl+e+Cr® » BT W EFER T EEERFA P24 ¢
WEG AR WTE: KT BSHpWHAETHE - ATHREBER &R
Rae BHRpWERGRAR :BBMFRNCA  Hp RS HE S R - ¥
BRBNFRRMENEAELANEE - EEBECTEARS - EREHEY

MLai and Chang (2001 ) W# B % | i -
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PRERERR  MEalimZe BRERTCEAWEKESEED
METTHE RAHAUELHNFEHN TR (”;FF=(P0_P1)/2
+(pr—-p)/2=0) RO EEAYMEBEE HAEBHTHHEE -

0.5

Po(go)

0.5

P, (5—1)

(@ 3)

Bz BRPRTHA (H4) WTEERHRS AR B
B MO EAEEANT e ¥MEan SEBEXK
LM (mq, po, £0) B # E LM(mqg, po, &) #° > T£ W&o B in E & th & 12 1
WRAE LB E p o BN A E B KSR s Mg & (LR
g — F H R LM(my, pp, &) RAEEEB E LM(my, p, &) % T &

20 g XG4

Dl L0 RTie B o B LM(mo, po,6o) BET -
Oty @
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AS(n° =0)

4D(e,,my, z° =0)
AD(g,,my,z° =0)
AD(g,,my, ¢ =0)
AD(e,,my, 78, <0)

2 I I I Nt o L T S
&o,my,w° =0)
Yo
i LM(moaPOago)=LM(moaPngl)
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Economic Stability under Price Target Zone
Policy—The Approach of Uncertainty Situation

Peir-Shyan Liaw *

Abstract

This paper extends the theoretical framework of Fang et al (2002a) closed
economy price target zone model into “the price ceiling barrier uncertainty” and “the
price central parity realignment uncertainty” two situations. In a flexible exchange rates
system with stochastic disturbance of money demand, this paper studies the
“honeymoon effect” of relevant macroeconomic variables and use “the diagram
illustration approach” which is offered by Lai et al (2001) to interpret our results. The
major finds are: (1) when the publics face the price ceiling barrier is uncertain, the price
target zone policy will increase the volatility of real output and nominal interest rate, but
decrease the volatility of price level. (2) when the publics face the price central parity
realignment is uncertain, the publics expected probability of price central parity
realignment is the major determinant of price target zone policy will increase the

volatility of relevant macroeconomic variables whether or not.

Key words: Price target zone; Honeymoon effect; Standard Brownian motion;
Ito's Lemma; Central parity realignment
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