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B. Suppose that the relations面p between the inflation rate 1r and the unemployment rate u is described by

equation (1) (P面llips curve), and'that the central bank's loss function L(1r, u) is represented by equation (2).

7r = E1r － 一 （U- 砂），
　a 

L(1r, u) = 0.5研＋0.5ぞ．

翫is the expected inflation rate，砂is the natural rate of unemployment, and a is a parameter. For 

simplicity, we assume that the central bank can completely control the inflation rate through monetary 

policy. 

(1) 

(2) 

(a) Derive a standard short-term aggregate supply curve using a sticky price model or an incomplete

information model, and then show that equation (1) can be derived from the short-term aggregate supply

curve.

(b）When the central bank commits to a particular level of inflation under a fixed rule, what is the optimal

恥ed rule for the central bank? Why is that the optimal fixed rule?

(c) When the central bank conducts discretionary monetary policy, find the optimal inflation rate for the

central bank. Then, fmd the inflation rate that prevails when private agents expect the central bank to

choose this optimal inflation rate.

(d) By comparing the unemployment rate and the inflation rate in cases (b) and (c) above, discuss which

monetary policy is preferable. Intuitively explain why the consequences of optimal monetary policy

differ between(b）and(c)疇

(e) Find a loss function L(1r, u) for the central bank such that the optimal monetary policy is the s皿ein
(b）and (c) above.
















