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Th is book is – as far as I know – the fi rst Polish publication on the important theo-
retical concept of indeterminacy of equilibrium and its application in monetary pol-
icy studies. Jacek Wallusch does much more in this book than simply presenting and 
reviewing major strands of theoretical literature on sunspot equilibria in monetary 
theory. He applies these ideas to the comprehensive empirical study of the Polish 
monetary policy in the period of disinfl ation and plausibly shows how this policy 
should be designed and implemented to avoid sunspot equilibria.

Th e book begins with an introduction that addresses some major issues and in-
troduces a framework for the empirical work conducted by the author. Let me focus 
on a single methodological question from amongst the issues addressed by Wallusch 
in the introduction: how (and whether) should we use the mainstream theories and 
models, developed for advanced economies, when studying transition economies like 
Poland? Th e answer Wallusch suggests is to use mainstream economics but to adapt 
it – as he writes early in the book it is not the mainstream economics that is the ma-
jor cause of the crisis but rather it is its undiscriminating application to all and any 
question that may arise.

Th erefore what he does in his own research presented later in the book is exactly 
that which he suggests in the book’s introductory chapter. He begins his own study 
in chapter two where he concentrates on the disinfl ation process described with vari-
ous kinds of the Phillips curve. Th e mainstream approach would be to use the New-
Keynesian Phillips Curve, possibly in its hybrid version (the latter includes both 
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forward-looking and backward-looking elements). Wallusch presents this strand of 
the literature. However, his own approach is driven to a substantial extent by some 
empirical features of the Polish infl ation, e.g. its (lack of) stationarity and its strong 
persistence. Wallusch is of the opinion that these features justify modelling the Polish 
infl ation with a classic Phillips curve.

Th is notwithstanding Wallusch shows later on in this chapter that it is impossi-
ble to empirically prove what is the “true” model of Polish infl ation, as the classic 
Phillip’s curve and its New-Keynesian version are, in the Polish case, observation-
ally equivalent1.

Nevertheless it is the classic version of the Phillips curve that is used further 
throughout the text. Th e next chapter of the book applies a small new-Keynesian 
macroeconomic model (though with a classic Phillips curve) to defi ne the equilibri-
um determinacy conditions that are fully determined by the monetary authority. In 
a nutshell the results obtained here are a generalized version of the traditional out-
come: monetary policy has to aggressively react to infl ation and in some cases also to 
output changes. Th e next chapter extends the theoretical analysis of model features 
by deriving reactions of output and infl ation to fundamental and sunspot shocks un-
der diff erent monetary policy rules. Here again the results – though obtained with 
a modifi ed version of the mainstream model – are qualitatively the same as those 
from the mainstream literature. Indeterminacy of equilibrium is accompanied by the 
strong increase in the volatility of both infl ation and output.

Th e focus of the fi nal chapter of the book is Polish monetary policy. Wallusch at-
tempts here to identify what rules have been used by the Polish central bank – vary-
ing not only the type of rule, but also their degree of looking forward-, the infl ation 
indicator implemented as a model variable, and the sample. Th at serves as a basis 
for assessing whether Polish monetary policy has fulfi lled all conditions needed for 
maintaining the determinacy of equilibrium or not.

As is oft en the case in empirical research the answer to this fi nal question is 
not simply “yes” or “no”. To quote the author himself “ periods, when the reaction 
of the NBP [the Polish central bank] guaranteed the determinacy of the equilib-
rium, alternate with periods of possible sunspot equilibria. 2000–2002 and 2010–
2011 are the periods of continuously aggressive reaction [of the monetary policy]” 
(pp. 114/115).

As the author stresses himself in a few places in his book the methodology applied 
is its very important feature. Wallusch takes the orthodox model approach to mone-
tary policy, shows how this model may be adapted for an emerging market economy 

 1 Sargent introduced this concept in his 1975 working paper “Th e observational equiv-
alence of natural and unnatural rate theories of macroeconomics”, published a year later as 
an article in the Journal of Political Economy. A clear exposition of this concept applied in 
a more general context can be found in chapter 15 of “Advanced Macroeconomics: A Primer” 
by Patrick Minford and David Peel.


