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		Abstract

		The data across time and countries suggest the level and variance of inflation are highly correlated. This paper examines the effect of trend inflation on the ability of the monetary authority to ensure a determinate equilibrium and macroeconomic stability in a sticky-price model. Trend inflation increases the importance of future marginal costs for current price-setters in a staggered price-setting model. The greater importance of expectations makes it more difficult for the monetary authority to ensure stability; in fact, equilibrium determinacy cannot be achieved through reasonable specifications of nominal interest rate (Taylor) rules at moderate-to-high levels of inflation (for example, at levels around 4 percent per year). If monetary policymakers have followed these types of policy rules in the past, this result may explain why moderate-to-high inflation is associated with inflation volatility. It also suggests a revision to interpretations of the 1970s. At that time, inflation in many countries was at least moderate, which can contribute to economic instability. The results suggest that some moderate-inflation countries that have recently adopted inflation targeting may want to commit to low target inflation rates. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Monetary policy, equilibrium determinacy, Taylor rule, sunspot fluctuations

	
	

	
    

    
	

	
	
		JEL Classification: E3, E5

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kiley,  Michael T., Is Moderate-to-High Inflation Inherently Unstable? (July 2004).  Available at SSRN: https://ssrn.com/abstract=632343 or http://dx.doi.org/10.2139/ssrn.632343 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Michael T. Kiley (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Board of Governors of the Federal Reserve System]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Board of Governors of the Federal Reserve System  ( email )

			

			
			
				
				
				
					20th Street and Constitution Avenue NW
Washington, DC  20551
United States
202-452-2448 (Phone)
202-452-5296 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      366

			

		
		
		
			Abstract Views

			    3,075

		

		
		 
		
			Rank

			  150,138

		

		
	


	
		
            
            	       32 Citations
		

	

	
		
			
				       39 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,900

                                    

                                

                                
                            

                        

                    

                
	
                    Board of Governors of the Federal Reserve System Research Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Board of Governors of the Federal Reserve System Research Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,053

                                    

                                    
                                        PAPERS

                                            3,218

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Board Research Library at Board of Governors of the Federal Reserve System

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Nominal Rigidities and the Dynamic Effects of a Shock to Monetary Policy

                        
                            By
                                
                                
                                    
                                    Lawrence J. Christiano, 
                                    
                                
                                    
                                    Martin Eichenbaum, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Nominal Rigidities and the Dynamic Effects of a Shock to Monetary Policy

                        
                            By
                                
                                
                                    
                                    Lawrence J. Christiano, 
                                    
                                
                                    
                                    Martin Eichenbaum, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        An Estimated Stochastic Dynamic General Equilibrium Model of the Euro Area

                        
                            By
                                
                                
                                    
                                    Frank Smets
                                     and 
                                
                                    
                                    Rafael Wouters
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            An Estimated Dynamic Stochastic General Equilibrium Model of the Euro Area

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Monetary Policy with Staggered Wage and Price Contracts

                            
                                By
                                    
                                    
                                        
                                        Christopher J. Erceg, 
                                        
                                    
                                        
                                        Dale W. Henderson, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in Us Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in US Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shocks and Frictions in U.S. Business Cycles: A Bayesian DSGE Approach

                            
                                By
                                    
                                    
                                        
                                        Frank Smets
                                         and 
                                    
                                        
                                        Rafael Wouters
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Resuscitating Real Business Cycles

                            
                                By
                                    
                                    
                                        
                                        Robert G. King
                                         and 
                                    
                                        
                                        Sergio T. Rebelo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Has Monetary Policy Become More Effective?

                            
                                By
                                    
                                    
                                        
                                        Jean Boivin
                                         and 
                                    
                                        
                                        Marc P. Giannoni
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.092 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
