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In this research, it constructed the model where the monetary authority is
conducting the minimization of quadratic objective function with the variance of
output-inflation-rate trade off is formulated. The main result from this theoretical
analysis is that, with the response from the public, there are two discretionary
equilibriums; one is to result in less inflationary under more aggressive discretion and
another is more inflationary under less discretion. Furthermore, dynamic-simulation
model, under development, will reflect this theoretical result, and resulting parameter
estimates are expected.
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