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BENNETTT. McCALLUM

The Significance of Rational
Expectations Theory

An accurate understanding of how expectations are
formed leads to the conclusion that short-run
macroeconomic stabilization policies are untenable.

Ever since the “Keynesian Revolution™ in the 1930s
and 1940s, it has been widely agreed that a major
responsibility of any national government is to uti-
lize monetary and fiscal policy actively in an effort
“to promote maximum employment, production,
and purchasing power,” as stated in the U.S. Em-
ployment Act of 1946. Most economists, in other
words, have accepted what Franco Modigliani terms
“the fundamental message of [Kevnes'] General
Theory: that a private enterprise economy using an
zed, can be sta-

intangible money needs to be st
bilized, and therefore should be stabilized by appro-
priate monetary and fiscal policies.”

There have been recent developments in macro-
economic theory, however, that suggest that the
activist stabilization policies favored by Keynes-

ians will be unsuccessful—not because of inept be-
havior on the part of policy-makers, but for more
fundamental reasons.

These developments have resulted from a revised
conception of the way in which individual economic
agents—consumers, workers, and firms—{form
their expectations about future values of economic
variables relevant for current behavior. The revised
conception, usually referred to as the hypothesis of
rational expectations, was formally proposed by
John F. Muth in 1961. It was adopted by analysts
of financial markets during the 1960s but had little
impact on general economic thinking until the pres-
ent decade. The principal contributions in macro-
economics were made by Robert E. Lucas, Jr. be-
tween 1970 and 1973. Some profound implications

BENNETT T. McCALLUM is Professor of Economics, University of Virginia,

January-February 1980/Challenge

37

Log in via your institution

> Access through your institution

Log in to Taylor & Francis Online

> Login
Restore content access

% Restore content access for purchases made as guest



https://www.tandfonline.com/action/ssostart?redirectUri=%2Fdoi%2Fpdf%2F10.1080%2F05775132.1980.11470578
https://www.tandfonline.com/action/showRestoreContentAccess

Purchase options * Save for later

PDF download + Online access
e 48 hours access to article PDF & online version

e Article PDF can be downloaded
» Article PDF can be printed

EUR 48.00 ™ Add to

cart

Issue Purchase
» 30 days online access to complete issue

e Article PDFs can be downloaded
» Article PDFs can be printed

EUR 152.00

* Local tax will be added as applicable

Related Research @

People also read Recommended articles Cited by
10



https://www.tandfonline.com/action/saveItem?doi=10.1080/05775132.1980.11470578
https://www.tandfonline.com/action/addToCart?id=SSHAP_N_2014-SSH%20ARTICLE%20PURCHASE%202025%20EURO%20%E2%82%AC-ELECTRONIC-EUR-10.1080/05775132.1980.11470578-655088
https://www.tandfonline.com/action/addToCart?id=MCHAPF_ISS_2025-MCHAPF_ISS_2025_Z5-ELECTRONIC-EUR-10.1080/05775132.1980.11470578-682609

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources
by email

QSignmeup
O"M
i o ¥¢|

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions eTaonr&Francis Group

an informa business

Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

