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How Were the Monetary Policies Implemented during the
Period from End of World War | to the Showa Depression?
—An Interpretation with the Taylor Rule

Harada Yutaka - Sato Ayano

Summary

Few studies have made an empirical analysis on objectives and process of the monetary policies
implemented during the period from end of World War I to the Showa Depression. Did the
monetary authorities in those days, as well as the central bank in these days, have the objectives of
avoiding inflation and stabilizing economic fluctuations? Did the monetary policies aim to go back
to the Gold Standard System using the old parity?

The purpose of this study is to analyze the goal of the monetary polities in those days by applying
the Taylor Rule to monthly data.

Our study results show that the Japanese monetary policies tended to increase both inflation and
deflation, as shown by Shizume (2002). Our results, unlike the proceeding study, show also that the
Japanese monetary policies for trade balance and exchange rate had been implemented to some
extent, considering external equilibrium rather than internal equilibrium. However, they also

indicate that the monetary policies aimed at smoothing of interest rates rather than control of long-
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term price decrease or active responses to economic climate. Although the Japanese authorities
appeared to aim to go back to the Gold Standard System with the old parity, our empirical results

show that the actual monetary policies during this period were unlikely to have such an objective.
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