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Introduction
by Lars Peter HANSEN and Thomas J. SARGENT

We doubt that the material in this book could be described as “clas-
sic”, but so much of it has been ‘underground’ for so long that we seized
the opportunity to publish it in the “Underground Classics” series.! The
papers in this volume were written over a period of about twelve years,
with versions of most of the papers being written between 1979 and
1982. These papers report some of our efforts to make the hypothe-
sis of rational expectations econometrically operational. We delayed
publishing these papers for one reason or another, mostly because we
believed that some of the arguments could be improved or because we
were too busy with other projects to put the finishing touches on these
papers. We welcome the opportunity to publish these papers, rough as
some of them are, in the “Underground Classics” series, whose editor
Spencer Carr has told us that polish and finish would only detract from-
the underground flavor.

We are macroeconometricians, and have come at the hypothesis of
rational expectations from the perspective of macroeconometrics. In
the last two decades, the hypothesis of rational expectations has in-
vaded economics from a variety of sources, including game theory and
general equilibrium theory. But in macroeconomics, the first invaders
were time series econometricians, who in the late 1960’s were seek-
ing methods of restricting the parameters of lag distributions in their
econometric models.? In the late 1970’s, the focus of attention changed
from restricting distributed lags to restricting vector autoregressions.
The papers in this volume are intended to carry on and contribute to
this tradition.

For macroeconometricians, an exciting aspect of rational expecta-
tions models is the way their solution (or equilibrium) restricts an entire
stochastic process of observables. Subsumed within the restrictions are
explicit models of the various sources of ‘disturbances’ or errors in eco-
nomic relations, aspects of econometric models that drive estimation
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