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Abstract

Since 1970’s, the main achievements as for the theory of monetary policy rule
are summarized as two aspects. On the one hand, most economists consider that
monetary policy rule is better than discretion .On the other hand , they think that
inflating targeting and Taylor rule are Superior to other rules. From 20th century 80's,
including the Federal Reserve more and more central banks began to operate
monetary policy according to the above theory and did well. However, after the
outbreak of the subprime mortgage crisis in the United States, the above-mentioned
theory faces severe challenges. Some economists consider the reason why these
theories of monetary policy rules encountered difficulties in practice is that these
theories are set up on the assumption of rational and rigid people and the assumption
is not correspond to reality. On the contrary, in the paradigm of behaviora
economics the theory of monetary policy rule is set up on the assumption of
heterogeneous and societal people. Because the assumption is more correspond to
reality , thetheory of monetary paolicy rule in the paradigm of behavioral economics
is considered to be better in practice. Some economists at home and abroad began to
study on the problems of monetary policy rules in the paradigm of behaviora
economics; however, there is not systematic research. At the basis of related research
this paper tries to build systematic theory of monetary policy rulesin the paradigm of
behavioral economics .The research brought forward in this paper is of high academic
and practical value.

The conclusions in this paper are as follows. Firstly, inflation expectations are
bounded-rational and heterogeneous. Secondly, even on the assumption of
bounded-rationality the monetary policy ruleis till better than discretion.Thirdly,by
constructing the macroeconomic model in the paradigm of behavioral economics the
paper compares inflation targeting rule, price level targeting rule and inflation
-price hybrid targeting rule ,the author considers that inflation-price hybrid targeting

rule may be optimal , however, it is not feasible. Choice of inflation targeting or price



level targeting rule should take into account inflation expectations, inflation inertia
and external factors such as economic openness. Fourthly, on the assumption of
bounded-rationality these two goals of price stability and financial stability are not
uniform. Sometimes these two goals are even contradictory. So central banks should
take into account the objectives of financial stability. Fifthly, because of the
asymmetry effect of monetary policy and the asymmetric objective loss function of
monetary policy, the author suggests that the form of Taylor rule should be non-linear.
Finally, the paper considersthe  interest rate rules including currency factors should
be adopted during the bubble period.

The major contributions of this paper, as well as its innovations, are primarily
manifested in the following aspects.Firstly,the paper puts forward the hypothesis of
the anchoring effect of inflation expectations .Under the hypothesis the paper
proves that the inflation expectation in China is bounded-rational and heterogeneous.
Secondly, the model of Barro and Gordon was amended at the basis of
bounded-rationality. With the revised model the paper proves even on the assumption
of bounded-rationality the monetary policy ruleis still better than discretion. Thirdly,
in the paradigm of behavioral economics the some existing questions about traditional
Taylor rules are discussed. For example, the paper sets up the model to solve such
problem as the multicollinearity of Taylor rules. Making use of Chinese relevant data

the empirical research has been carried out.

Keywor ds. Behavioral Economics; Monetary policy; Rule
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