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A RATIONAL EXPECTATIONS APPROACH TO
MACROECONOMETRICS: TESTING POLICY INEFFECTIVENESS
AND EFFICIENT MARKETS MODEL
Inflation is regarded by the many as a menace that damages business and can
only make life worse for households. Keeping it low depends critically on ensuring
that firms and workers expect it to be low. So expectations of inflation are a key
influence on national economic welfare. This collection pulls together a galaxy of
world experts (including Roy Batchelor, Richard Curtin and Staffan Linden) on
inflation expectations to debate different aspects of the issues involved. The main
focus of the volume is on likely inflation developments. A number of factors have
led practitioners and academic observers of monetary policy to place increasing
emphasis recently on inflation expectations. One is the spread of inflation
targeting, invented in New Zealand over 15 years ago, but now encompassing
many important economies including Brazil, Canada, Israel and Great Britain. Even
more significantly, the European Central Bank, the Bank of Japan and the United
States Federal Bank are the leading members of another group of monetary
institutions all considering or implementing moves in the same direction. A second
is the large reduction in actual inflation that has been observed in most countries
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decade or so. These considerations underscore the critical – and
largely underrecognized - importance of inflation expectations. They emphasize
the importance of the issues, and the great need for a volume that offers a clear,
systematic treatment of them. This book, under the steely editorship of Peter
Sinclair, should prove very important for policy makers and monetary economists
alike.

Rational Expectations
This book develops the idea of rational expectations and surveys its use in
economics today.

Lectures on Behavioral Macroeconomics
The Oxford Handbook of Computational Economics and Finance provides a survey
of both the foundations of and recent advances in the frontiers of analysis and
action. It is both historically and interdisciplinarily rich and also tightly connected
to the rise of digital society. It begins with the conventional view of computational
economics, including recent algorithmic development in computing rational
expectations, volatility, and general equilibrium. It then moves from traditional
computing in economics and finance to recent developments in natural computing,
including applications of nature-inspired intelligence, genetic programming, swarm
intelligence, and fuzzy logic. Also examined are recent developments of network
and agent-based computing in economics. How these approaches are applied is
examined in chapters on such subjects as trading robots and automated markets.
The last part deals with the epistemology of simulation in its trinity form with the
integration of simulation, computation, and dynamics. Distinctive is the focus on
natural computationalism and the examination of the implications of intelligent
machines for the future of computational economics and finance. Not merely
individual robots, but whole integrated systems are extending their "immigration"
to the world of Homo sapiens, or symbiogenesis.

Post Walrasian Macroeconomics
This book examines new classical macroeconomics from a comparative and critical
point of view that confronts the original texts and later comments as a first
dimension of comparison. The second dimension appears in a historical context,
since none of the new classical doctrines can be analyzed ignoring the parallelism
and discrepancies with the theory of Keynes, Friedman or Phelps. Radicalism of
new classical macroeconomics has brought fundamental changes in economic
thought, but the doctrines got vulgarized and distorted thanks to the mass of
followers. Nowadays, economic theory and policy, trying to find their ways, have a
less clear relationship than ever. Therefore, this volume is aimed at mapping and
reconsidering the policy instruments and transmission mechanisms offered by the
new classicals. Its central question points to the real nature of new classical
macroeconomics: what consequences are grounded by the assumptions new
classicals used. Moreover, issues raised by automatic fiscal stabilizers and fiscal
reforms are analyzed as well, even if they were out of the range of classical texts.
The book draws a picture of new classical macroeconomics stressing the analogies
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countercyclical policies, instead of the discrepancies commonly
held.

Rational Expectations and Econometric Practice
This volume of Advances in Econometrics contains articles that examine key topics
in the modeling and estimation of dynamic stochastic general equilibrium (DSGE)
models. Because DSGE models combine micro- and macroeconomic theory with
formal econometric modeling and inference, over the past decade they have
become an established framework for analy

A Search-equilibrium Approach to the Micro Foundations of
Macroeconomics
DSGE Models in Macroeconomics
Recognising that the economy is a complex system with boundedly rational
interacting agents, applies complexity modelling to economics and finance.

Prisoners of Reason
Economists make confident assertions in op-ed columns and on cable news—so
why are their explanations at odds with equally confident assertions from other
economists? And why are all economic predictions so rarely borne out? Harnessing
his frustration with this contradiction, Schlefer set out to investigate how
economists arrive at their opinions.

The Macroeconomics of Self-fulfilling Prophecies
"Several areas in economics today have unprecedented significance and vitality.
Most people would agree that stabilization policy ranks with the highest of these.
Continuing inflation and periodic serious acceleration of inflation combined with
high and secularly rising unemployment combine to give the area high priority.
This book brings us up to date on an extremely lively discussion involving the role
of expectations, and more particularly rational expectations, in the conduct of
stabilization policy. . . . Anyone interested in the role of government in economics
should read this important book."—C. Glyn Williams, The Wall Street Review of
Books "This is a most timely and valuable contribution. . . . The contributors and
commentators are highly distinguished and the editor has usefully collated
comments and the ensuing discussion. Unusually for a conference proceedings the
book is well indexed and it is also replete with numerous and up-to-date
references. . . . This is the first serious book to examine the rational expectations
thesis in any depth, and it will prove invaluable to anyone involved with
macroeconomic policy generally and with monetary economics in particular."—G.
K. Shaw, The Economic Journal

The Behavioral Economics of Inflation Expectations
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In mainstream
economics, and particularly in New Keynesian macroeconomics, the
booms and busts that characterize capitalism arise because of large external
shocks. The combination of these shocks and the slow adjustments of wages and
prices by rational agents leads to cyclical movements. In this book, Paul De
Grauwe argues for a different macroeconomics model--one that works with an
internal explanation of the business cycle and factors in agents' limited cognitive
abilities. By creating a behavioral model that is not dependent on the prevailing
concept of rationality, De Grauwe is better able to explain the fluctuations of
economic activity that are an endemic feature of market economies. This new
approach illustrates a richer macroeconomic dynamic that provides for a better
understanding of fluctuations in output and inflation. De Grauwe shows that the
behavioral model is driven by self-fulfilling waves of optimism and pessimism, or
animal spirits. Booms and busts in economic activity are therefore natural
outcomes of a behavioral model. The author uses this to analyze central issues in
monetary policies, such as output stabilization, before extending his investigation
into asset markets and more sophisticated forecasting rules. He also examines how
well the theoretical predictions of the behavioral model perform when confronted
with empirical data. Develops a behavioral macroeconomic model that assumes
agents have limited cognitive abilities Shows how booms and busts are
characteristic of market economies Explores the larger role of the central bank in
the behavioral model Examines the destabilizing aspects of asset markets

Empirical Macroeconomics for Interdependent Economies
A crucial challenge for economists is figuring out how people interpret the world
and form expectations that will likely influence their economic activity. Inflation,
asset prices, exchange rates, investment, and consumption are just some of the
economic variables that are largely explained by expectations. Here George Evans
and Seppo Honkapohja bring new explanatory power to a variety of expectation
formation models by focusing on the learning factor. Whereas the rational
expectations paradigm offers the prevailing method to determining expectations, it
assumes very theoretical knowledge on the part of economic actors. Evans and
Honkapohja contribute to a growing body of research positing that households and
firms learn by making forecasts using observed data, updating their forecast rules
over time in response to errors. This book is the first systematic development of
the new statistical learning approach. Depending on the particular economic
structure, the economy may converge to a standard rational-expectations or a
"rational bubble" solution, or exhibit persistent learning dynamics. The learning
approach also provides tools to assess the importance of new models with
expectational indeterminacy, in which expectations are an independent cause of
macroeconomic fluctuations. Moreover, learning dynamics provide a theory for the
evolution of expectations and selection between alternative equilibria, with
implications for business cycles, asset price volatility, and policy. This book
provides an authoritative treatment of this emerging field, developing the
analytical techniques in detail and using them to synthesize and extend existing
research.

Principles of Microeconomics 2e
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Rethinking Expectations
Roger Farmer is to be congratulated for editing this splendid set of essays in
honour of Axel Leijonhufvud. . . I am sure that most of the readers of these essays
will be excited and stimulated by their contents. Economic Record This book
honors the work of the influential economist Axel Leijonhufvud. His work in
macroeconomics, monetary theory and European economic history has spurred
great discussion over many years, and the authors of this book comprise some of
the very best economists active today. The broad influence of his work is evident in
the variety of subjects his readers address. The topics range from Keynesian
economics and the economics of high inflation to the micro-foundations of
macroeconomics and economic history. The reader will find an intriguing
compilation of ideas ranging from bankruptcy and collateral debt, the
macroeconomics of broken promises, interest rate setting, growth patterns of
macro models, innovation history to macroeconomics with intelligent autonomous
agents. Scholars and students of economic history, Keynesian economics and
alternative monetary theory will be delighted with the work inspired by this
influential thinker.

Macroeconomics in the Small and the Large
A Rational Expectations Approach to Macroeconometrics
This textbook offers a unique approach to macroeconomic theory built on
microeconomic foundations of monetary macroeconomics within a unified
framework of an intertemporal general equilibrium model extended to a sequential
and dynamic analysis. It investigates the implications of expectations and of
stationary fiscal policies on allocations, on the quantity of money, and on the
dynamic evolution of the economy with and without noise. The text contrasts and
compares the two main competing approaches in macroeconomics within the
same intertemporal model of a closed monetary economy: the one postulating full
price flexibility to guarantee equilibrium in all markets at all times under perfect
foresight or rational expectations, versus the so called disequilibrium approach
where trading occurs at non- market-clearing prices and wages when these adjust
sluggishly from period to period in response to market disequilibrium signals.

Inflation Expectations
Brings together leading researchers from the USA and Europe to examine the
literature on the new macroeconomics.

A Great Leap Forward
øThis important textbook offers a comprehensive look into the two main traditions
in contemporary macroeconomics _ New Classical and Keynesian _ and examines
the work of economists who have drawn on principles from both traditions to form
a new, integr
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The Assumptions Economists Make
Farmer argues for the future of macroeconomics as a branch ofapplied general
equilibrium theory. His main theme is thatmacroeconomics is best viewed as the
study of equilibrium environmentsin which the welfare theorems break down.

Dynamic Macroeconomics
This book originated from a 2010 conference marking the fortieth anniversary of
the publication of the landmark "Phelps volume," Microeconomic Foundations of
Employment and Inflation Theory, a book that is often credited with pioneering the
currently dominant approach to macroeconomic analysis. However, in their
provocative introductory essay, Roman Frydman and Edmund Phelps argue that
the vast majority of macroeconomic and finance models developed over the last
four decades derailed, rather than built on, the Phelps volume's "microfoundations"
approach. Whereas the contributors to the 1970 volume recognized the
fundamental importance of according market participants' expectations an
autonomous role, contemporary models rely on the rational expectations
hypothesis (REH), which rules out such a role by design. The financial crisis that
began in 2007, preceded by a spectacular boom and bust in asset prices that REH
models implied could never happen, has spurred a quest for fresh approaches to
macroeconomic analysis. While the alternatives to REH presented in Rethinking
Expectations differ from the approach taken in the original Phelps volume, they are
notable for returning to its major theme: understanding aggregate outcomes
requires according expectations an autonomous role. In the introductory essay,
Frydman and Phelps interpret the various efforts to reconstruct the field--some of
which promise to chart its direction for decades to come. The contributors include
Philippe Aghion, Sheila Dow, George W. Evans, Roger E. A. Farmer, Roman
Frydman, Michael D. Goldberg, Roger Guesnerie, Seppo Honkapohja, Katarina
Juselius, Enisse Kharroubi, Blake LeBaron, Edmund S. Phelps, John B. Taylor,
Michael Woodford, and Gylfi Zoega.

Behavioral Rationality and Heterogeneous Expectations in
Complex Economic Systems
As one of the first texts to take a behavioral approach to macroeconomic
expectations, this book introduces a new way of doing economics. Rötheli uses
cognitive psychology in a bottom-up method of modeling macroeconomic
expectations. His research is based on laboratory experiments and historical data,
which he extends to real-world situations. Pattern extrapolation is shown to be the
key to understanding expectations of inflation and income. The quantitative model
of expectations is used to analyze the course of inflation and nominal interest rates
in a range of countries and historical periods. The model of expected income is
applied to the analysis of business cycle phenomena such as the great recession in
the United States. Data and spreadsheets are provided for readers to do their own
computations of macroeconomic expectations. This book offers new perspectives
in many areas of macro and financial economics.

Macroeconomic Theory
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Using the theory of Prisoner's Dilemma, Prisoners of Reason explores how
neoliberalism departs from classic liberalism and how it rests on game theory.

Money and Inflation: Some Critical Issues
Assumptions about how people form expectations for the future shape the
properties of any dynamic economic model. To make economic decisions in an
uncertain environment people must forecast such variables as future rates of
inflation, tax rates, governme.

A History of Macroeconomics from Keynes to Lucas and Beyond
Study Guide to Accompany Dornbusch and Fischer
Macroeconomics
A Great Leap Forward: Heterodox Economic Policy for the 21st Century
investigates economic policy from a heterodox and progressive perspective.
Author Randall Wray uses relatively short chapters arranged around several
macroeconomic policy themes to present an integrated survey of progressive
policy on topics of interest today that are likely to remain topics of interest for
many years. Rejects neoclassical orthodoxy as the appropriate tool for
understanding 21st century economic and social life Considers subjects such as
innovation and technological progress Explores public institutions, global trade,
and financial regulation

Learning and Expectations in Macroeconomics
This paper is a review of rational expectations models used in macroeconomic
research. The purpose is to examine in some detail the differences between the
models, the advantages and disadvantages of alternative models the empirical
support for the models and their policy implications. The main theme is that there
os a wide diversity among rational expectations models in macroeconomics,
despite their common expectational assumptions and methods of analysis.
Information-based and contast-based theories are reviewed as alternative models
of aggregate supply. A brief review od rational expectations models of the demand
side is also provided, along with a discusion of some problems with the rational
expextations assumption.

Macroeconomics
A Rational Expectations Approach to Macroeconometrics pursues a rational
expectations approach to the estimation of a class of models widely discussed in
the macroeconomics and finance literature: those which emphasize the effects
from unanticipated, rather than anticipated, movements in variables. In this
volume, Fredrick S. Mishkin first theoretically develops and discusses a unified
econometric treatment of these models and then shows how to estimate them with
an annotated computer program.
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The Theory of New Classical Macroeconomics
Rational Expectations
A crucial challenge for economists is figuring out how people interpret the world
and form expectations that will likely influence their economic activity. Inflation,
asset prices, exchange rates, investment, and consumption are just some of the
economic variables that are largely explained by expectations. Here George Evans
and Seppo Honkapohja bring new explanatory power to a variety of expectation
formation models by focusing on the learning factor. Whereas the rational
expectations paradigm offers the prevailing method to determining expectations, it
assumes very theoretical knowledge on the part of economic actors. Evans and
Honkapohja contribute to a growing body of research positing that households and
firms learn by making forecasts using observed data, updating their forecast rules
over time in response to errors. This book is the first systematic development of
the new statistical learning approach. Depending on the particular economic
structure, the economy may converge to a standard rational-expectations or a
"rational bubble" solution, or exhibit persistent learning dynamics. The learning
approach also provides tools to assess the importance of new models with
expectational indeterminacy, in which expectations are an independent cause of
macroeconomic fluctuations. Moreover, learning dynamics provide a theory for the
evolution of expectations and selection between alternative equilibria, with
implications for business cycles, asset price volatility, and policy. This book
provides an authoritative treatment of this emerging field, developing the
analytical techniques in detail and using them to synthesize and extend existing
research.

Macroeconomics
Dornbusch, Fischer, and Startz Macroeconomics has been a leading intermediate
macroeconomic theory text since its introduction in 1978. This revision retains
most of the texts traditional features, including a middle-of-the-road approach and
very current research, while updating and simplifying the exposition. The text is
now even easier to teach from. The only prerequisite continues to be principles of
economics.

Time Series Analysis and Macroeconometric Modelling
Macroeconomics is evolving in an almost dialectic fashion. The latest evolution is
the development of a new synthesis that combines insights of new classical, new
Keynesian and real business cycle traditions into a dynamic, stochastic general
equilibrium (DSGE) model that serves as a foundation for thinking about macro
policy. That new synthesis has opened up the door to a new antithesis, which is
being driven by advances in computing power and analytic techniques. This new
synthesis is coalescing around developments in complexity theory, automated
general to specific econometric modeling, agent-based models, and non-linear and
statistical dynamical models. This book thus provides the reader with an
introduction to what might be called a Post Walrasian research program that is
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the antithesis of the Walrasian DSGE synthesis.
The New Macroeconomics
NBER Reporter
An attempt to revitalize the traditions of nonmarket clearing approaches to
macroeconomics. Using tools from dynamic analysis, the text introduces a
consistent, integrated framework for disequilibrium macroeconomic dynamics and
explore its relationship to the competing equilibrium dynamics.

A "second Edition" of The General Theory
This book retraces the history of macroeconomics from Keynes's General Theory to
the present. Central to it is the contrast between a Keynesian era and a Lucasian or dynamic stochastic general equilibrium (DSGE) - era, each ruled by distinct
methodological standards. In the Keynesian era, the book studies the following
theories: Keynesian macroeconomics, monetarism, disequilibrium macro (Patinkin,
Leijongufvud, and Clower) non-Walrasian equilibrium models, and first-generation
new Keynesian models. Three stages are identified in the DSGE era: new classical
macro (Lucas), RBC modelling, and second-generation new Keynesian modeling.
The book also examines a few selected works aimed at presenting alternatives to
Lucasian macro. While not eschewing analytical content, Michel De Vroey focuses
on substantive assessments, and the models studied are presented in a
pedagogical and vivid yet critical way.

The Oxford Handbook of Computational Economics and Finance
Peter A. Diamond discusses search equilibrium as a framework for integrating
micro and macroeconomics.

Macroeconomics
"Macroeconomics" builds a number of macroeconomic models applying the nonWalrasian methodology. The literature on the subject has grown so rapidly in
recent years that it would be unreasonable to try to give an exhaustive account of
all existing models in the field. We have thus chosen to present here some models
that cover as large a number of questions as possible within a simple and unified
framework. We also want to bridge the gap with traditional macroeconomics while
extending the analysis on various points, which be investigated by purposely
making each time the simplest possible assumptions about the formation of the
various prices (or, when needed, expectations) involved. This will allow us to
demonstrate in a straightforward manner the synthetic qualities of the theory, both
by making a natural synthesis with traditional macroeconomics, where similar
simple assumptions are made, and by treating a large number of topics while using
throughout a very unified macroframework.

Learning and Expectations in Macroeconomics
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Posing a major challenge to economic orthodoxy, Imperfect Knowledge Economics
asserts that exact models of purposeful human behavior are beyond the reach of
economic analysis. Roman Frydman and Michael Goldberg argue that the
longstanding empirical failures of conventional economic models stem from their
futile efforts to make exact predictions about the consequences of rational, selfinterested behavior. Such predictions, based on mechanistic models of human
behavior, disregard the importance of individual creativity and unforeseeable
sociopolitical change. Scientific though these explanations may appear, they
usually fail to predict how markets behave. And, the authors contend, recent
behavioral models of the market are no less mechanistic than their conventional
counterparts: they aim to generate exact predictions of "irrational" human
behavior. Frydman and Goldberg offer a long-overdue response to the
shortcomings of conventional economic models. Drawing attention to the inherent
limits of economists' knowledge, they introduce a new approach to economic
analysis: Imperfect Knowledge Economics (IKE). IKE rejects exact quantitative
predictions of individual decisions and market outcomes in favor of mathematical
models that generate only qualitative predictions of economic change. Using the
foreign exchange market as a testing ground for IKE, this book sheds new light on
exchange-rate and risk-premium movements, which have confounded conventional
models for decades. Offering a fresh way to think about markets and representing
a potential turning point in economics, Imperfect Knowledge Economics will be
essential reading for economists, policymakers, and professional investors.

Rational Expectations and Economic Policy
'An excellent reference volume of this author's work, bringing together articles
published over a 25 year span on the statistical analysis of economic time series,
large scale macroeconomic modelling and the interface between them.' - Aslib
Book Guide This major volume of essays by Kenneth F. Wallis features 28 articles
published over a quarter of a century on the statistical analysis of economic time
series, large-scale macroeconometric modelling, and the interface between them.
The first part deals with time-series econometrics and includes significant early
contributions to the development of the LSE tradition in time-series econometrics,
which is the dominant British tradition and has considerable influence worldwide.
Later sections discuss theoretical and practical issues in modelling seasonality and
forecasting with applications in both large-scale and small-scale models. The final
section summarizes the research programme of the ESRC Macroeconomic
Modelling Bureau, a unique comparison project among economy-wide
macroeconometric models.

Macroeconomics
Principles of Microeconomics 2e covers the scope and sequence of most
introductory microeconomics courses. The text includes many current examples,
which are handled in a politically equitable way. The outcome is a balanced
approach to the theory and application of economics concepts. The second edition
has been thoroughly revised to increase clarity, update data and current event
impacts, and incorporate the feedback from many reviewers and adopters. The
text and images in this book are grayscale. The first (previous) edition of Principles
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of Microeconomics
Imperfect Knowledge Economics
Rational Expectations Models in Macroeconomics
This second volume contains essays which relate to developments in Keynes'
scholarship and theorizing in the years since his death and demonstrates the
ongoing validity of the Keynesian tradition.
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