1 A SOE model with fiscal policy shock, no capital accumulation
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Monetary Policy Choices for Domestic and Foreign Economy

Tit = Qnf* Ty Foreign’s Taylor rule

e =0 No CPI deviation
m =0 Strict inflation targeting (CIT)
et =0 Exchange rate peg (PEG)

e =0 Domestic inflation targeting (DIT)
Ty = Qn * Tt Domestic Taylor Rule



