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Abstract

The paper studies dynamics and stabilization conditions in the case where the
central bank adopts the monetary policy at discretion by means of the growth rate of
nominal money supply, especially in a 'short run' Keynesian model with a liquidity trap.
In addition, the formalization of the inflation is the mixture of the ‘forward looking’ and
‘backward looking’. The framework of the macro model is based on Asada(2010).

If the credibility of the inflation targeting by the central bank is not enough and the
speed of the aggregate demand influenced by the growth rate of real money is lower, in
the model as mentioned above, the central bank can stabilize a macro economy by
means of discretionary monetary policy. But if the speed of adjustment of the aggregate
demand is larger than 1, the long-run equilibrium point of the system becomes locally
unstable in the area of an intermediate value of the marginal national income of the
expected inflation rate. As the conclusion of this study, because the effect of the
monetary policy generally influences a real economy with a lag, the speed of
adjustment of the aggregate demand is lower and the system satisfies a stabilization

condition enough.
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