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The 1979 Konstanz Seminar

. The eleven papers presented were of very varying qualities
and rather than write much about any of them, I will circulate the more
interesting to the relevant parties* and make here just a couple of

general comments.

The first is that the rational expectations proponents at
this Conference are obviously concerned to clarify what is and is not
assumed about the information set available to economic agents when
forming their expectations; in particular Brunner and Meltzer
produced two papers utilising the framework that shocks to the system
may be transient or permanent and economic agents are initially unable

/

to distinguish between them’ . In such cases they are able to derive

a short-run Phillips curve - ie money is not strictly neutral in the
short run. However, the authorities are not able to exploit this
systematically in any way (to temporarily raise output, for example, by
raising the money supply) because, it is argued, agents would quickly

pick up and allow for this behaviour.

Such an approach is thus conceptually =~ different from other
ways of accepting and explaining the short-run non-neutrality of
money (eg because of the fact that there are long-term contracts in
the goods and labour markets or because firms face costs in changing
prices in the short-run and therefore may not react instantaneously
to new information). However, both Parkin and Minford, the discussants
of the Brunner-Meltzer papers, admitted that they found it difficult

to establish exactly what was going on in the model presented.

The second feature of the Conference was the very obvious
proliferation of the forms in which rational expectations were being
incorporated into models and the very fancy econometrics employed

thereafter. Much of the latter was way above my head but my suspicions

*A list is attached.

fThis differs from the confusion assumed in some models between
aggregate and relative price movements as perceived by economic
agents.
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of the moral fibre of econametricians were not reduced by some of the
technical discussion. Jacob Frenkel, who presented a very impressive
paper on exchange rates in the 1920s, was honest enough to say that

"if the data don't shout loud enough, it is the econometricians' job
to massage them until they do". It transpired in his case that this
had involvedreporting impressive quasi-RZfigures for difference
equations - ie he estimated the equations in both level and first-
difference form and then reported the coefficients of the second with

the R2 of the first. Nevertheless, several of the papers may be of

interest, not for the models so much as the way in which they are tested.

One final point to be made is that there was general
agreement (including by Ben Friedman, one of the few Keynesians
present) that the programme of work by Sargent, apparently reported
in articles recently in the JPE(2) and the JME, represented the best
testing yet of rational expectations propositions. In Friedman's
view, the score on the three tests so far was 1% each to the
proponents and opponents of rational expectations. Others may wish to

follow me in catching up on this literature.

Economic Intelligence Department,
18th June 1979.

M.D.K.W.Foot (4315)
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Author Paper

1. Brunner, Meltzer Information structure and optimal
monetary policy.

2. Brunner, Meltzer, Cukierman Stagflation, macro-economics '
and the permanence of economic
shocks.

Korteweg The economics of stagflation -
. theory and Dutch evidence.

Frenkel Exchange rates in the 1920s -
a monetary approach.

De Grauwe Exchange rates and monetary
policies in a multi-country
model.

Vaubel International shifts in the
demand for money and their
implications for exchange rate
changes and the pre-announcement
of monetary expansion.

Langohr The banking system's refinancing
and base determination.

Reding Bank borrowing and the control
of the money stock in Belgium.

Kantor Rational expectations and economic
thought.

Alexander, Loef Unanticipated monetary variables
and real effects in an open
economy .

NB.

The eleventh paper presented (and the sole English offering) -
Felix Fitzroy, Wage contracts and risk-sharing by implicit and
firm indexation - can be obtained by writing to the Strandhaus Hotel,
Richenau and asking if they have kept the contents of my waste-paper
basket.
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