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In this paper we answer the question which dynamic target paths can be achieved in an
economy described by a linear time-varying difference equation. Additionally, we discuss the
advantages and disadvantages of various policies that yield tracking of those paths. These
problems are of great relevance for the theory of economic policy (e.g., in optimal cost problems
and the tracking of equilibrium paths). Usually, economic models can be controlled appropri-
ately by just simple, robust controllers which facilitate a short-period adaptation with respect to
new information. Therefore, we study the design problem of stabilizing minimum variance
controllers in more detail. The design of appropriate weights for the controllers is related to the
available future knowledge on the economy.

1. Introduction

Many (economic) papers have discussed the problem of target path con-
trollability (also called dynamic path controllability or perfect controllability).
This problem concerns a prespecified time interval. The question is whether
any time path of target variables can be attained in this interval by means of
an appropriate choice of the policy instruments.

For linear time-invariant systems this problem has been studied in Aoki
et al. (1975, 1979), Brockett et al. (1965), Buiter (1979), Maybeck (1982),
Preston et al. (1972, 1974, 1982), Tinbergen (1952), and Wohltmann et al.
(1981, 1983, 1984); for linear continuous time-varying systems in Albrecht et al.
(1986), Grasse (1986), and Wohltmann (1985); for linear discrete time-varying
systems in Engwerda (1988b,d); and for nonlinear discrete time-varying
systems 1n Niymeinjer (1989).

From a policy point of view, the target path controllability property of an
economy 1s a very nice one. For, anything a policy maker wishes to achieve
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