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Inflationary stability and the optimal inflation

HUANG Yan-ong CHEN Wei—=hong
School of Economics and Management Tongji University Shanghai 200092 China

Abstract: This paper establishes an optimal policy model with the fiscal and monetary policy coordination and
analyzes the inflationary stability and optimal rate of inflation. The results show that to gain the stability of in—
flation policy makers need to use policy rules to promote the change of the market structures preferences
money demand and market expectation conducive to maintaining a stable inflation. The optimal rate of inflation
under the Ramsey equilibrium is zero boundary which depends on the microscopic mechanism of the market
and policy mechanisms. Under the Ramsey equilibrium with fiscal and monetary policy coordination the gov—
ernment can use the policy of optimal inflation to induce real inflation to the optimal path and the government
can influence the market structure to promote the realization of optimal inflation. Our analysis found no evi-
dence to show that the optimal inflation rate is 2%.

Key words: inflation; macro policy; optimal rate of inflation; Ramsey equilibrium



