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Hysteresis Effect and the Redesign of Aggregate Demand Management Mode
Gao Ming

(School of Economics, Renmin University of China)

Abstract: Having found that there exists the hysteresis effect in some representative economies’
potential output growth rate, the paper constructs a state space model for aggregate demand
management in the presence of hysteresis, which is integrated by the definition function of hysteresis
and the classic IS — MP — AS model. The equilibrium result of the model, which is obtained through
numerical stimulation with parameters gained by literature and econometric, shows that in negative
shocks, the target — following policy is more effective to relieve the negative hysteresis effect,
whereas the conservative policy rule or an adjusted target is more appropriate in positive shocks.
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