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Target Zones and Stabilization of

Commodity Prices: Agricultural Spot and

Futures Prices

Meng-Yi Tai’

The stability of price level is the question which is cared deeply about
by the economy. In addition, an increasing in transactions of agricultural
futures price and reacting between agricultural spot and futures prices,
this paper extend the model of Frankel (1986), Lai, Hu, and Wang (1996),
Lai, Wang, and Hu (2000), and Lu et al. (2008) and investigate if a
honeymoon effect as described in Krugman (1991) exists after the target
zones policy was announced. On the positive side, it is found that
whether the honeymoon effect exists depending on the relative
magnitude between the spot price effect and the degree of speculation in
relation to the agricultural product. Moreover, not only are the above
condition able to influence the stability of the agricultural futures price, but
also the relative magnitude between the degree of asset demand and the
degree of speculation, and the relationship between agricultural spot and
futures prices. Finally, an announcement of an agricultural spot price
target zone will stabilize manufactured product prices regardless of the
prevailing situation. In the normative side, it is found that honeymoon
effect is not the main reason to affect the government to defend the
agricultural spot price target zone under social welfare loss-minimizing.

Keywords: Agricultural Futures Price, Optimal Target Zone, Honeymoon
Effect
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