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The rational
expectations theory is
a concept and theory

10

used in
macroeconomics.
Economists use the
rational expectations
theory to explain
anticipated economic
factors, such as
inflation rates and...

Rational
Expectations Theory
Definition
In economics, "rational
expectations" are
model-consistent
expectations, in that
agents inside the
model are assumed to
"know the model" and
on average take the
model's predictions as
valid. Rational
expectations ensure
internal consistency in
models involving
uncertainty. To obtain
consistency within a
model, the predictions
of future values of
economically relevant
variables from the
model are assumed to
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be the same as that of
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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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Approach to
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volume from the
National Bureau of
Economic Research
Volume Title: A
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Approach to
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A Rational
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Approach to
Macroeconometrics

Rational expectations
is an economic theory
that states that
individuals make
decisions based on the
best available
information in the
market and learn from
past trends. Rational



expectations suggest
that people will be
wrong sometimes, but
that, on average, they
will be correct.
Understanding the
Concept of Rational
Expectations

Rational
Expectations -
Definition, Theory,
and Practice

Rational expectations
are the best guess for
the future. Rational
expectations suggest
that although people
may be wrong some of
the time, on average
they will be correct. In
particular, rational
expectations assumes
that people learn from
past mistakes. Rational
expectations have
implications for
economic policy.

Rational
expectations -
Economics Help
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Rational Expectations
Two particularly
controversial
propositions of new
classical theory relate
to the impacts of
monetary and of fiscal
policy. Both are
implications of the
rational expectations
hypothesis, which
assumes that
individuals form
expectations about the
future based on the
information available
to them, and that they
act on those
expectations.

Reading: New
Classical Economics
and Rational
Expectations ...

In economics, rational
expectations usually
means two things:
1They use publicly
available information in
an ecient manner.
Thus, they do not make
systematic mistakes
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when formulating
expectations. 2They
understand the
structure of the model
economy and base
their expectations of
variables on this
knowledge.

MA Advanced
Macroeconomics: 6.
Solving Models with

The rational-
expectations point of
view, in the most
extreme case, holds
that if policymakers
are credibly committed
to reducing inflation,
and rational people
understand that
commitment and
quickly lower their
inflation expectations,
then the sacrifice ratio
will be approximately:
0 both sticky price and
imperfect information
model imply that

Chapter 14 MACRO

Flashcards | Quizlet
Rational excectations
is a school of thought
that argues people
form expectations
based on all available
information, including
the likely future actions
of government policy
makers. true

Best ECO 3203 Ch 18
Stabilization Policy
Flashcards | Quizlet
The rational
expectations version of
the permanent income
hypothesis has
changed the way
economists think about
short-term stabilization
policies (such as
temporary tax cuts)
designed to stimulate
the economy.
Keynesian economists
once believed that tax
cuts boost disposable
income and thus cause
people to consume
more.



Rational
Expectations -
Econlib

The rational
expectations approach
has been used by
economists to test the
accuracy of inflation
forecasts. Suppose P e
tis an individual’s
forecast, made in year
t - 1 of the price level
in year t. Suppose also
the actual price level in
year; be P t. Then the
difference between the
actual price level and
the individual’s
forecast measures his
forecast error for year
t.

Theory of Rational
Expectation |
Theories|
Macroeconomics

11. The rational
expectations approach
postulates two
aggregate supply
curves: a. an upward-
sloping short-run

14

aggregate supply
curve and a horizontal
long-run supply curve
at the maximum price
level. b. an upward-
sloping short-run
aggregate supply
curve and a vertical
long-run supply curve
at zero unemployment
rate level of GDP. c. an
upward-sloping short-
run aggregate supply
curve and a ...

The rational
expectations
approach postulates
two ...

Advocates of the
rational expectations
approach predict that a
credible policy to lower
inflation will ___ the
sacrifice ratio. A) raise
B) lower C) not change
D) sometimes raise
and sometimes lower
B) lower The
hypothesis that
hysteresis may play an
important role in
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macroeconomics
implies, among other
things, that: A) the
history of economic
thought is important to
macroeconomics.

Advocates of the
rational
expectations
approach predict ...
In this chapter we
introduce the concepts
of dynamic stochastic
models and rational
expectations. Dynamic
stochastic models, and
an appropriate
expectations
hypothesis are
indispensable if one
were to model
conditions in which
there is uncertainty
about the future.

9. Dynamic
Stochastic Models
with Rational
Expectations ...
rational expectations
solution that conforms

to the predictions of
theMonetary Approach,
The above stillleaves
something of a
guandary in
explainingexchange
rate determination
sincemultiple solutions
exist. Again,
theessence of
theKareken-Wallace
approach isthat- since
there isno
explicittransactions
demand fora

Rational
Expectations,
Uncertainty and
Exchange Rate ...

In a nutshell, that is
the rational
expectations
hypothesis. The
rational expectations
hypothesis is that the
expectations relevant
to economic outcomes
are appropriately
proxied by the
forecasts derived from
the economist’s model.



To keep the algebra as
simple as possible, we
will work with the log-
linear version of the
monetary approach
model.

Lecture Notes 4 The
Monetary Approach
under Rational ...
According to rational
expectations, if policy

16

makers consistently
stimulate aggregate
demand when real
output falls below the
economy's potential
output, then people will
not be able to
anticipate the effects
of this policy on the
price level,
unemployment, and
the real output
level.True False
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