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[ At least since the time of Wicksell it has been known that, in the

context of a static analysis of a full - employment model with wages

and prices that are flexible instantaneously, it can happen that the

price level is indeterminate if the monetary authority pegs the interest

rate. In such a static analysis, the indeterminacy of the price level

depends critically on output and employment being exogenous with

respect to shocks to aggregate demand or portfolio balance ; that is,

the Phillips curve must be vertical. In our model, however, the Phillips

curve is not vertical, but Wicksell's

indeterminacy still arises.|
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