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Rational Expectations And The Theory Of Economic Policy
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The conundrum facing the economist can be put as follows. In order for a
model to have normative implications, it must contain some paramcters whose
values can be chosen by the policymaker. But if these can be chosen, rational
agents will not view them as fixed and will make use of schemes for predicting
their values. If the economist models the economy taking these schemes into
account, then those parameters become endogenous variables and no longer
appear in the reduced-form equations for the other endogenous variables. If he
models the economy without taking the schemes into account, he is not imposing
rationality.
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