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Over the last two decades, a substantial body of empirical studies has been devoted
to the question of the dynamic responses of agricultural product prices and manufactured
product prices to money shock. However, comparing with empirical studies, few theoretical
models are set out to highlight the dynamic pattérns of both agricultural and manufac-
tured product prices. Frankel (1986) develops a theoretical model that links money market,
agricultural product market, and manufactured product market. He examines how unan-
“ticipated monetary policy might affect product prices given that the public’s expectation
formation is rational. Lai, Hu and Wang (1996) develop a model that involves agricultural
and manufactured sectors. They investigate how the agricultural and manufactured prod-
uct prices will exhibit when the monetary authorities announce that the money supply will
experience a permanent rise at a specific time in the future.

In the real world, the message from the authorities that an expansionary monetary
policy will be undertaken in the future, is not as clear as it is supposed to be. Based on
the Frankel (1986) model, this paper develops a rigorous model to address the uncertainty
of monetary policy announcement. Two issues are addressed in this paper. First, how the
dynamic adjustment of the agricultural and manufactured product prices will react given

that the amount of expansionary money supply is uncertain. Second, how the dynamic
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adjustment of the agricultural and manufactured product prices will exhibit given that the
timing of money policy implementation is uncertain.

Keywords: uncertainty, policy announcement, dynamic adjustment, rational expectations,
commodity prices, anticipated policy.



