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Abstract

Sincethe Taylor ruleiswidely adopted by the U. S., Germany and some other industrialized F
nations, this means that the central bank conducts nominal interest rate instead conventional
money supply as monetary policy. Based on a simple stochastic macro model, this paper
addresses the relative stabilizing performance between targeting nominal income and targeting
nominal interest rate from the viewpoint of target zones. Contrast to the conclusion found in
Fang and La (2002), upon the different shocks but stabilizing through Taylor rule, we find
that the elasticity of aggregate demand to real money balances is not the factor for the
desirability of targeting nominal income. We also find that a nominal income target zone
tends to lower price variability at the expense of higher output variability when output supply
shock. However, when the economy experiences a output demand shock, a hominal income
target zone will actually lower the variability of both domestic prices and output relative to
a floating nominal income policy.

Keywords: Taylor rule; Nominal income targeting; Target zone policy; Stochastic processes.
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