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0. Introduction

Reference to the Lucas critiquec@mmon knowledgeithin the macroeconomic li-
terature and discussions nowadays. But the meafiiigs quite different from its original
content. The exegetical story of the Lucas criticegularly outlines the failures of Keyne-
sian macroeconometrics and macroeconomics, regeioifinbergen. Considering the his-
tory of macroeconomics it is surprising that Tirdeasr's theory of policy is identified with
so-called Keynesian economiefiich was the reason for a critique of Lucas anchlsians.
Exegesists of Tinbergen and Keynes tend to conchatekeynes's critique on Tinbergen's
method, published in 1938, was grounded on a teahmisunderstanding of Tinbergen's
work. Keynes was accused of being a dilettanteliebe that this misinterpretation can be
avoided by investigating some of Keynes's writinQsere is no textual evidence that Key-
nes agreed with Tinbergen, while Lucas disagredd Winbergen. Therefore, the aim of
this paper is to provide some hidden argumentstwaie of interest to the Lucas Critique

and Lucasianism.

The first part of my paper introduces the Tinbergad Lucas model of economic policy;
the second part refers to some basic premisesaddianism and its implications, and the

third part outlines Keynes's gracious oppositiom&thods of modeling economic policies.

Lucas's view on Tinbergen

In this paragraph | am concerned with some basitufes of both Tinbergen's view
on the theory of economic policy and Lucas's imgdion of it. The Lucas critique

focuses on Tinbergen's model, particularly the iogpion of expectations modeling. From
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a viewpoint of the history of macroeconomics itngeresting that the Lucas critique is (i)
identified with rational expectations and (ii) theject of his critique is identified with

Keynesian macroeconometrics and macroeconomics.

1. A note on Tinbergen's theory of economic policy

Tinbergen's formal approach economic theory aridypemerged in two book€)n
the Theory of Economic Polic§i952) andEconomic Policy: Principles and Design
(1956). His view on the theory of policy was widelgcepted among economists and the
community of sciencé.His approach to economic theory was normative.dis¢anced
himself from both the Manchester school of 'laisisz’ which denied any effects of eco-
nomic policy and the 'apriori-belief' of a sociaNgew which identified the state as a gua-
rantor for social welfare.

Tinbergen emphasized the idea of steering theagwgpiby certain instruments con-
cerning particular economic variables. The objédhe theory of economic policy is con-
cerned with the findings of a social welfare fuontithat he called the "collective ophe-
limity function”. Individual preferences are to been as given. The deduction of policy
targets from the indicator ophelimity function, tbleoice of appropriate instruments, the
determination of the quantitative values of thdrunment variables and the formulation of
a special proportion between targets and instrusnangé further steps to a model of
economic policy. These operative steps are depéndeneach other: a choice of
instruments is not independent of targets and aidrs.

Tinbergen outlined problems of this method, fatamce, determining the structure

of the economy. Evaluating the targets resultingmfrbargaining processes between

1 Knoester/Wellink (Eds.) (1993)
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distinct social groups, finding numerical valuesl adentifying the nature of instrument
variables is required. A model of the economy limkstruments and targets and in prin-
ciple makes it possible to steer a special outguhb process of maximizing the ophelimi-
ty function. With the determination of an optimurntlois social welfare function it is also
possible to calculate the social costs of a dedndtiom this optimum (loss function).

Besides the qualitative aspects Tinbergen haedlishe argued more attention
should be drawn to quantitative aspects. In hisyédrtheory of economic policy he distin-
guished between variables defined as policy instntsn and other variables defined as
objectives of policy makers. Policy instruments trébe interpreted as exogenous since
their values are free to choose. Other policy imsgnts are exogenous as well because of
some external conditions policy makers have to @tcé@bjectives are endogenous, their
values are derived from exogenous variables. Tgdrethen differentiated between prima-
ry propositions and secondary propositions. Prinpappositions are guided by the inhe-
rent logical relation between the chosen varialtbgh are determined by economic be-
havior or the logic of definition. Therefore a mbaan be separated into equations of
supply, demand, definition, or technical equatiainsch are linearly modeled. The secon-
dary propositions are named side issues which dhbel understood as a corrector of
linearity; they are non-equations. Tinbergen argheati they should mitigate the linearity.

According to his distinction it is hardly reasoteatn interpret primary propositions
as being determined both by economic behavior aachiges, and therefore to confuse ob-
servations with premises as a logical starting fpaitheoretical reasoning.

According to this distinction outlined by Tinbergehe simple case is a compatibi-
lity of targets[t] and instrumentH]; but the occurrence of a non-compatibility, §by i ]
or [t > i], is more likely. Furthermore there mustreérdependeninstruments. For instan-
ce, two instruments and two targets do not guaeathke final output since fiscal and mone-
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tary policy are collinear instruments. The conseges are that the outcome of a particular
employment and inflation or aggregate supply andatel is due to a specjablicy mixre-
gardless of whether one accepts the Phillips ctrage offor not. Besides that, there are
many kinds of monetary sub-instruments which cdudof interest for the results as a

whole.

2. Tinbergen versus Lucas

In this paragraph | would like to introduce Lucasddel of economic policy which
also enlightened the divergence to the Tinbergedenducas's widely known artickeco-
nometric Policy Evaluation: A Critiqyevas published in 1976. He discussed the meaning
and failures of "the theory of economic policy" édn the traditional meaning, referring
to Tinbergen and the long run unemployment-inflati@de-off of the Phillips curve which
incorporates wage-price sect@rall of this needs to be revised. Lucas stated: fé&/joarti-
cularly, I shall argue that the features which léaduccess in short-term forecasting are
unrelated to quantitative policy evaluation, tha tmajor econometric models are (well)
designed to perform the former task only, and imatulations using these models can, in
principle, provideno useful information as to the actual consequencedt@ative econo-
mic policies” (1981a, 105). Lucas disclaimed beimg first one to have drawn attention to
what he will later refer to as the 'hypothesisational expectation§'.

Box 1on this page demonstrates the Tinbergen or seecaihditional model.His

approach to economic policy is based on an aggregatiel; see equations (1) to (4). Lu-

2 | am quoting from the reprinted article in: Luc&&E. (1981)Studies in Business-
Cycle TheoryOxford, particularly 1981a, 104-130; Lucas's m@adical reinterpretation of
Friedman's view was published in 1972.

3 He referred to Friedman, Muth and Knight (1981G5).

4 Many authors call it the Keynesian model of macomometric and macroeconomics.
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cas' critique on that is described with equatid)dd (6) on page 10. Now let me describe

each equation of the model based on the presemtitioucas.
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Box 1: Traditional Model of Economic Policy
D Y = (% %.6)

@) 1(x)= F(%.x0.6)
@ X Bu(y. x.8)

4 Ya=F% X%.60.)

Equation (1) shows an economy in a particular getio y; is the vector of
endogenous variableg; is the vector of exogenous variables andaptures a vector of
independent variables known as distributed randoockss; finallyf is not directly known
and assumed to be fixed. This revealed the probliepolicy makers sincéis a result of
an estimation. More precisely this estimation @wial factor in every macroeconometric
model. For one periofl can be incorporated i, which leads to equation (2). This equa-
tion shows how the view of an estimafetbuld be expressed by a vectbiLucas focused
on the determination of this unknowalblgince it relies on past values»pf Thereforex; is
"arbitrary" in a mathematical sense (Lucas 1981).1Referring to (2) it is easy for
policymakers to initiate policy advisories by a plmreapplication of past data into pro-
spective values, i.e. infé.

How does the process of evaluation work? GivenftinetionsF and 8, a policy
maker transforms equation (2) into equation (3) Trhplication of (3) is thathe stochas-
tic behavior of the giveny(, % , & ) is specified, defined in this sequence as randam
ables. This makes it possible to find out its sfpeation by numerical simulation. Equation
(4) shows thaF and fare deduced from decision rules of agents whichabe interpre-
ted as suitable for a special environment. Lucgaeat that the main problem is an estima-

tion of @which is compiled from past values and experierigestressed only that in so far
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as dor the observed policy is invariant, the estimatallie of @ will be invariant. "There
is, as remarked above, no presumption ha&will be easy to discover, butig the central
assumption of the theory of economic policy thateotheyare (approximately) known,
they will remain stable under arbitrary changeshia behavior of the forcing sequence”
(Lucas 1981a, 110). He state&verything we know about dynamic economic théuafy
cates that this presumption is unjustifid®81a, 111). (...) To assume stability under alter
native policy rules is thus to assume that agerga/s about the behavior of shocks to the
system are invariant under changes in the truevi@haf these shocks. Without this ext-
reme assumption, the kinds of policy simulationéedafor by the theory of economic po-
licy are meaningless” (ibid). The implication éfis a model of adaptive expectations
which is an obstacle not only to forecasting modwls also to economic theory, Lucas
argued.

The traditional model is regularly used to transfeupposed stable parameters into
prospective values. Referring to tleeonometric societyLucas confessed that it is
certainly not the case that any economist who waevkh such a model is neither con-
vinced of a stability o#@in the short run nor in the long run. From thenpaif view held
by Lucas, the defect of equations (1) to (4) isiobs, since a microeconomic approach is
lacking. However microeconomic elements are necg$salemonstrate the supposed im-
pacts of economic policy.

Lucas intended to show the microstructure, whichoibe seen as a representation
of individual behavior responding to economic pglidherefored moves with policy
changes more rapidly than expected in traditionatl@es. His model of the theory of
economic policy is expressed in equations (5) &dThis structure promised to avoid the

mistake of arbitrary sequencgs] from future shocks. He modeled economic policies
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("shocks") as stochastically disturbed functionstlod system. Equation (5) shows its
parametrical versionG is known A is a fixed parameter vector, ang is a vector of
shocks. The economy is then determined by a spesationship between the behavioral
parametel@ and parametet which is guided by shocks. Any regime change wikmgeA

as well. Any regime change affectsand the behavior of;, and therefore the behavioral

parameter# (A). The latter concerns the economy as a whole.

Box 2: Lucas's model
) x =G6(y,,A./7)

(6) Yia = F(¥, X,6(4).,)

Lucas stated: "Evidently, the way this latterodification can be expected to occur
depends crucially on the way the policy changersied out. (...) If, on the other hand, po-
licy changes occur as fully discussed and undedstb@anges imules, there is some hope
that the resulting structural changes can be fsteoa the basis of estimation from past
data ofé& (A). (...) (According to Muth and Knight, EM) it assethat agents' response be-
come predictable to outside observers only wheretban be some confidence that agents
and observers share a common view of the natutieecshocks which must be forecast by
both" (1981a, 125). Lucas, referring to Knight dvdth, does not imply a certain pro-
phecy. It rather leads to the proposition of a si@ommon viewor model and would
make a prophecy possible. As a result, Lucas didancept it as empirical evidence (see
Lucas 1981a, 25-6).

To sum up the Lucas critique, then, the estimatioélis useful only for the regime

for which is was established, but it is useless dtternative regimes and forecasting
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models. A specification of a workable model regsli@emodeling of the regime changes in
case there will be any. In so far as macroeconoamcsmacroeconometrics use variables
to demonstrate how the economy responds to newttarg is required to have more justi-
fication for this than reference to past drivengpagters. This is due to a different view on
how private agents respond to a change in econpalicy. They are not guided by past
events and experience. A microfoundation as prapbgd_ucas would abandon the aggre-
gate structure, therefore leading the strong btitcbavincing assumption of a traditional
model behind it. Since private agents anticipatenetery disturbances, any monetary
policy is ineffective. Any real effects in the econy occur only through price level
surprises, or in other words, differences betweawitipated and non-anticipated monetary

shocks.

Il. Lucasianism

The advent of Lucasianism, known as New Clasdftaadroeconomics (NCM), was
recognized in the early 1970's. NCM defined itsalfa new paradigm opposed to the so-
called Keynesian tradition. NCM particularly obgdb the view of an inherent instability
in the economy which needs to be governed by matioyp therefore by the state. Luca-
sianism and Monetarism maintained that no stagrvantion is necessary. The argument
strongly suggests that all instabilities and flations in the economy are due to the erratic
behavior of the authorities. The emergence of Liacésm at this time can be explained by
fundamental theoretical upheavals among economigtseconomic theory. First of all the
phenomenon o$tagflationled to controversies and terminological changetadfitional

Keynesian notions.

That meansq(/A)), EM.
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Considering the history of macroeconomics, ¢tbasequencef the Lucas critique

is more important than the proposition that agemils respond to a change in policy
regimes or that parameters do not remain constastianges in the policy regime. The sig-
nificant result of the Lucas critique and the taél expectations hypothesis' is that applied
to monetary policy all changes in monetary targelisbe anticipated by private agents and
therefore do not have real effects in the econdviore precisely, all nominal magnitudes
are useless for the economy since agents adapb#tevior to regime changes. The impli-
cation of this view which was developed further apgplied to economic theory hyca-

sianismwas the hypothesis of a neutrality of money.

3. Some Principles of Lucasianism

Derived from monetarists, Lucasianism (NCM) fetpelled to overcome the fai-
lures of both Keynesian and Monetarist models. kiazasm rejected the view of adaptive
expectations and focused instead on the hypotbésadional expectations which original-
ly came from Muth (1961). The main pillars of Luigassm are: (1) representative agent
models and the ‘rational expectations hypothe®)stgjection of Keynesian macroecono-
mics and macroeconometrics (3) the neutrality oh@yo These main premises created a
vertical Phillips curve which was interpreted as thonument of supra neutrality on mac-
ropolicy, i.e. both monetary policy and fiscal pyli®

The first pillar was a challenge to both Monetawrisand Keynesian since

Lucasianism promised to provide a microfoundatimnrhacroeconomicsln this sense it

6 Animportant contribution to the "Lucasians" vadiahn (1982).

7 Sargent emphatically described the challengespide the appearance of its early in-
carnations like Lucas's 72 JET paper, the canonsatbnal expectations models -
individual maximazation within a consistently unstend environment - were evidently
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is to be seen as a continuity of the neoclassaai@my. It relies on methodological indivi-
dualism which entered economic debates throughdis of marginalism represented by
Walras, Gossen and Jevons, the founders of ecomoasica pure science. The micro-
foundation for macroeconomics was first of all gique on the aggregate demand models
since they could not bridge the gap between indadicctions and preferences and the ge-
neral output.

Methods of microfoundation are grounded on widsdgepted instruments in eco-
nomic theory: game theory, the Walrasian modelesfgetly competitive general equilibri-
um and the model of representative agents. Alhe§¢ instruments are applied in the field
of economic investigation, but they have not reptalamentable aggregate models.

Given the flaws of aggregate models, microfoundataused methodological pro-
blems of tautology, or of interference. ReferrimgSolow (1986), Kirman explored the
claim that a microfoundation was actually a claondn integration of macroeconomics in
Walrasian models. Kirman concluded that "the pnobleems to be embodied in what is
an essential feature of a centuries-long tradittoeconomics, that of treating individuals
as acting independently of each other. (...). Tquarin this way, however, suggests that
once the appropriate signals are given, individbatsave in isolation and the result of their
behaviour may simply be added together" (1989, .1B&yree with Kirman: the whole is
not just simply an addition of its parts.

The microfoundation for macroeconomy should belé@mented by a representative
agentmodel. It was devoted to the Lucas critique and'liypothesis of rational expec-
tations'. The promise of the representative agetteinwas to eliminate any reasons for a

Lucas critique. A disaggregation of these modetsikhhave provided a method of analy-

wide enough to include Lucas's elegant brand ofatasism"(1996, 545).
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zing individual activities on the basis of a sudggdsaverage behavior regarding macropoli-
cy. In light of NCM, agents were considered as afdled in certain circumstances, acting
and reacting to changes in state actions. Macropalas not assumed to be invariant for
agents, on the contrary, macropolicy was due tagent's response. The definition and
specification of the utility function of the modeld to further methodological questions on
how economists could seriously know it.

Regardless of the size of the group which theesgtative agent should represent
(large or small group of the economy) the repredess agent therefore became an essenti-
al part of the aggregate environment which govetmedaction. This could be the end of
the story if there were no further interesting deti tell. Representative agenbdels eli-
minate the aspect of coordination which is impdriara decentralized economy. "This is
because typically they assume that the choicd teldiverse agents in one sector - consu-
mers for example - can be considered as the clobioee ‘representative’ standard utility
maximizing individual whose choice coincide witletaggregative choice of the heteroge-
neous individuals" (Kirman 1992, 117).

Since dealing with all individually distinct utii function is not that simple, a re-
presentative agent model is reduced to a singletifum for the average (supposed)
response. This reduction should depict how theessmtative agent will change his
decision in light of a new policy. More precisehetpicture which arose out of this method
was not different from the aggregative model. "Tégresentative agent turned out to be a
macroeconomic model in disguise. It did not solve aggregation problem; it merely hid
it. It did not solve the problem of keeping exoges@and endogenous variables straight; it
obfuscated it. And ultimately, the final indignitgme when the representative agent turned
out not to be a microeconomic model at all. (.hgTucas critique was obviously true but

unfortunately unsolvable” (Hartley 1997, 199).
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The intention of the representative agent modal ighly ambitious. As | have al-
ready said, the agent maximizes his utility functamnsidering the aggregates of the eco-
nomy as given budget constraints. The methodolbgteating point had failed since given
aggregates therefore configure the scope for asideciand action of the agent. The
consequence is that the representative agent manleth was forced to avoid the untenable
and "unrealistic” performance of aggregative econpomtated to a justification for aggre-
gative models. The representative agawidel therefore is not an implementation of the
microfoundation for macroeconomy since it only es@nts a certain feature of the micro-
economy.

Besides the representative agent as outlined alteehypothesis of rational ex-
pectations' (REH) was celebrated as a theoretdi@mement and revolution applied now to
economics by Lucas and Lucasians. All of the acaclel®bates seem to produce further
theoretical defense strategy attempts to protast REH® Another defense strategy re-
qguests economists not to assume that people &cthéy do in the coweb-model, acting
without learning. Focusing on the process of leggras if it were so-called human nature
should be a better view of people. That is to sgpfe's behavior is guided by rationality
and not irrationality. The rationality of the Lucasgtique and Lucasians occurs only in
stable environments in which rational agents, erstbwvith rational expectations,
anticipate the regime choice.

Hoover, then resumed: "The root of the problerthis: economic theory uses va-
riables to describe economic processes which drebservable; observable variables are,
in part, the outcome of interactions among thesgbsarvables, and without further infor-

mation it is, in general, not possible to infer behavior of the unobservables from the ob-

8  See Chari (1998), Sargent (1996).

http://userpage.fu-berlin.de
elke.muchlinski@fu-berlin.de




PD Dr. E. Muchlinski 17

servables" (1991, 190yhis divergence of observable and unobservabléienis solved,
so it is said, by the NCM by an incorporation of REH? The identification of economic
policy with a divergence of observable and unolegle; as maintained by Hoover, is per-
haps one way to deal with uncertainty. This isaastvincing since the hypothesis of ratio-
nal expectations is not observable at all. Therdeece might be seen in a premise which
leads to a consistent result of a model or whi@npse leads to a result which is linked to
the ‘contemporary world'. The notion of a conterappmworld goes back to Keynes (see
my part lIl.)

Mishkin asks, "was it a revolution?" He answergsY"Policymakers now recog-
nize the importance of expectations to the outcomparticular policies because of the
rational expectations revolution: before the adwentational expectations, expectations
were typically ignored by policymakers when conéhgtpolicy analysis” (1995, 21). |
would like to mention that a disregard of expeoiaitan not be addressed to Keynes's ana-
lysis.

No doubt, the REH is misleading for at least twainmreasons. First: The hypo-
thesis of rational expectations implies a convergeof the "true model” which is percei-
vable and acknowledged by the economic agents laaid éxpectations. This premise is
hardly acceptable. It is due to a consistency afaael. "Granted this premises the rest
follows" (Keynes 1936, 21). Second: Permanent stesyatic mistakes by the agents are
excluded. Furthermore: REH advocates Knight's de&fim of risk which has to be
distinguished from uncertainty. The latter is ndurable. As | have already stated repre-
sentative agentsiodels are constructed similarly. The premise stadle environment ex-

cludes explanations on how agents learn. Furtherrier agents in the model of REH are

9  For a further investigation, see Muchlinski (1298
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forming expectations on the basis of a 'true mawfeahhe economy which is identical with
the model of the NCM itself. Therefore REH is nddeessed to so-called human nature
and rationality, but to a special model of ratioagpectations building. It is important to
distinguish rational expectations in the manneratibnal use of information (Hahn 1982,
Lawson 1995) from the model of REH (Muth 1961, L1¢876).

The second pillar can be briefly described by ititention of Lucasians to reject
both Keynesian macroeconometric models and theatlassound macropolicy. The aim of
the NCM was a replacement of Keynesian macroecarsoand macroeconometrics with
models avoiding the Lucas critique based on anradice to REH. This should have led to
refinements of equilibrium models and finally te tieal business cycle modelBhe latter
is not part of my concern he¥e.As Mishkin outlined, the Lucas critique has been
important since the revolution by REH has chandredperception of the economists and
the structure of their models.

According to some authors the Lucas critique tetheoretical improvements, for
instance to models of time consistency. The sucogssacropolicy depends on precom-
mitments to a particular policy regime. "Achieviegedibility has thus become an im-
portant goal for policymakers” (Mishkin 1995, 2Zjhe theorem ofules versus discretion
is a further refinement of that idé#lt tries to explain the reputation and the dedgiitsitof
pre-commitment by central banié.

Other authors objected to central assumptionsustsianism. The assumption of

surprise inflation and the willingness of the cahtvank to fool private agents by abando-

10 For an investigation to that point, see CharB@9Cooley (1994).

11 ] only want to refer to a few of them: Barro aBdrdon (1983), Kydland and Prescott
(1977), Rogoff (1985), mentioned in Blinder (1998).

12 As Blinder comments implication of basic premiséthe NCM "The harsh but simple
fact is that no central bank directly controls atitbn, unemployment, or nominal GDP - as
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ning the announced target of monetary policy isdlyaacceptable. This model of in-
teraction demonstrates first the supposed homotyeokprivate agents and an invariant
divergence between both agents and the central. ligimider (1998, 1997) and Spahn
(1999, 1998), for instance, state that the alleged tatiggt of central bankers for an
inflation surprise in models of the time consistetiterature asserts the capability of a
central bank to solve inflation through a rule andt there is an "inflation bias" problem.
This postulates that an abandonment from an anedunmnetary target focuses on the
behavior of the central bankers neglecting hisébriacts and events. Once it happens, pri-
vate agents will not tolerate it anymore, theretbieecentral bank loses its credibility.

The premise of fooling does not have any linkhdontemporary worldKeynes)
that is the perceived world and therefore the psershould be interpreted adrg bonel3

As Blinder stated "recent history has not beer kim the view that central banks
have an inflationary bias" (1998, 40). The refeeettca historical argument did not express
the attempt of a falsification of a hypothesis siftinder has already mentioned that mo-
dels should have a link to reality, otherwise in® clear what the discussion is about.
Concerning solutions for uncertainty in forecastimgdel selection and parameters, Blin-
der explained "my intuition tells me that this fing is more general - or at least more wise
- in the real world than the mathematics will supp@L998, 124 Although the REH has
been initiated to a specification by new classioaldels, it has not replaced Keynesian

macroeconometrics and macroecononics.

as economic theorist would like to pretend otheewi998, 37).

13 See Muchlinski (1998).

14 See his further notes to methodological issu88§178).

15 Blinder states, that the Tinbergen-Theil framdwoould be seen as one of many mo-
dels capturing important aspects on central batikypdn this model, some variables are
endogenous and others are exogenous. The Tinb@&hghmodel does not work on the

assumption the central bank could control eithertiflation rate or the unemployment rate
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The problems identified with Keynesian macroecoizsnand macroeconometrics
interpreted by advocates of Lucasianism is rather @ their interpretation of Keynes's
view than to Keynes himself (see my next paragraphis method ostylizedopinion re-
garding Keynesian policy as "who knows what theurfeitwill bring” (Mishkin 1995, 7)
was the starting point to maintain a shift in tlaegaligms in the 1970's to Lucasianism. Ne-
vertheless, Keynesian macromodels are not outstiida. "As the result, the Lucas criti-
que of policy evaluation using Keynesian macroeoogtoic models does affect the way
policymakers make use of these models” (Mishkin519®). Policymakers have been
drawing more attention to expectations.

The third pillar of Lucasianism caused an impdrtzontroversy within macroeco-
nomics. If expectations are rational, monetaryqyotiannot produce systematic gaps be-
tween the actual and announced inflation. The pm@tion of REH implies a neutrality of
money. The hypothesis of the neutrality of moneyg wdvocated originally by Friedman in
196816 Lucas was devoted to this proposition with momiaalism and rigor. He stated
that only unanticipated monetary policy could hasal effects. According to the discus-
sion about the Phillips curve, Lucas and Lucasmaredjected to théong termedrade off
between unemployment and inflation as stated by .APWllips and Samuelson/Solow.
This opened up never ending controversies wither ébonomy of science as is widely

known, so | am sure | can be brief on that p&int.

(1997). Against those criticism who deny any reteeof models since there is no know-
ledge on the "true" or "right" model at all, Blirdargues, that "speaking now as a former
central banker, | think such know-nothingism is aotery useful attitude. In fact, in my
view, we must use the Tinbergen-Theil approachth @s many of the complication as we
can handle - even if in a quite informal way" (1968

16 Thepresidential address the American Economic Association (AEBY Friedman
implemented the concept of NAIRU, the nonaccelegainflation rate of unemployment.
which implies that inflation will increase if unetogment remain below its natural rate.
171 am not going into much details on the histang amplications of the Phillips curve,
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Hahn objected to thisew paradignof the NCM as follows: "This is the claim that
there is no permanent trade-off between unemploy@eah inflation. This is often expres-
sed by saying that the long-run Phillips curve estical at the natural level of unemploy-
ment. More circumspectly and less imprecisely, ghaposition might be that the set of
rational expectations equilibria is invariant te iinflation rate. Money, so the jargon goes
is not only neutral, but 'superneutral’. The inflatrate, at least in the long run, is thus irre-
levant to the real state of the economy and is lsiggverned by the rate of increase in the
monetary stock” (1982, 71-2). The hypotheses admat expectation and neutrality of mo-
ney are significant features of the new paradigniuigas & Lucasianisrit€ This new para-
digm became important for a few years shortly dftezas and Sargent's publicationAdt
ter Keynesian Macroeconomi¢s979).19

Hahn then objected that if the economy cannoteymibd the rational expectations
equilibrium as maintained by Lucas and the NCM, whypuld inflation be a problem at
all? This answer has not yet been given. Hahn adesk "In any case, the Lucasians have
only succeeded in showing that inflation can havdeneficial employment effects by em-
bracing a model in which there are no beneficiapleyment effects to have" (1982, 75).
Furthermore, "the present neurotic preoccupatiah wiflation cannot come from agents
who live in a Sagent-Wallace world. Recall agaimttmo one is supposed to be

permanently fooled. Remember also that there adistobution effects from inflation in a

which can be reconsiderated in current contribgtiog Galbraith (1997), Staiger et al
(1997), Stiglitz (1997), published dournal of Economic Perspectivéol. 11, Number 1,
Winter 1997.

18 Sargent objected to the interpretation that tiheteade of the hypotheses of ‘rational
expectations'’, 'neutrality’ and 'policy ineffectiess' in Lucas's work, since present papers
on equilibrium models are concerned with differernetary and fiscal policy arrangments
(1996, 543).

19 For some historical lines of the career of the paradigm, see Hoover (1991), Pieper
(1993); Utecht (1994).
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rational expectations world" (1982, 102). He stubbporesisted following the new pa-

radigm. He explained why: "Lucas's contributionrthe this. He showed how unpre-
dictability or unobservability of monetary policpwd interfere with the information-re-

vealing function of prices, and how this could be source not only of real effects, but of
real effects that the macro-literature had noted. Rational expectations equilibria are
unique and the economy is always in rational exgiexts equilibrium. Appearance belie
reality” (1982, 45-6).

To sum up this paragraph: The claim for a micraftation of macroeconomy is not
undisputed in the literature (Colander 1996, Hodw#91). The question remains unanswe-
red of whether microfoundation is necessary to @epkconomic behavior in a decentrali-
zed economy and to understand the process of augkinowledge. Therefore the metho-
dological disputes on microfoundation versus mamroflation still concern contemporary

economists (Leijonhufvud 1996).

4. A brief history of the Lucas critique

Sargent's laudatio on Lucas's work, particulary gaper on expectations and the
neutrality of money (1972) made it quite plain thatas substituted the "flagship of that
earlier revolution, KeynesGeneral Theory of Employment, Interest, and Mt8argent
1996, 536%° In contrast to Keynes's, Samuelson's and Soleark, Lucas's writings we-
re short and concise, and every reader understahds Lucas was talking about in his

work, since he made clear what ieally wanted to say. Although Lucas's view was not

20 See also Chari (1998).

http://userpage.fu-berlin.de
elke.muchlinski@fu-berlin.de




PD Dr. E. Muchlinski 23

originally created by him since he referred to &nean, Muth and Irving Fisher, the func-
tion of expectations and its impact on the nonetifeness of policy was evide#t.

First of all, it is to be confessed that the Lucasque advanced the macroecono-
mic literature as a whole, therefore leading theesp of econometrics behind it. The Lucas
critique is granted relevance regarding the liteabf the implementation of the European
Monetary Union (EMU), i.e. its single currency andiary 19992 Rose outlines: "The Lu-
cas critique states that history may be irrelewanihe face of a substantial changes in poli-
cy. EMU surely counts as the policy regimpar excellenceDo we believe that statistical
evidence gleaned from a regime of fixed but adhlstaxchange rates is valueable for the
EMU are?" (1998, 59). Rose's statement could ke asan acknowledgment of Lucas cri-
tiqgue or not. Some other authors refer to it inaywhat demonstrate a certain importance
of recognizing that economics is a social scienb&hvis not guided by certain laws or by
the law of gravity. Any regime change has to belanmented on the basis of changes in ex-
pectations and responses by the economic ageussleiding to institutional changes.

Lucas was not the first to outline the invariapreblem (Sargent 1996, Hoover
1991). According to Muth he pointed out an inteetggency of the structure of the econo-
my and a model suggesting that agents recognize blaover argued that the Lucas criti-
que is not itself identical to rational expectatias is often found in the literature. The in-
terdependency of both the structure of economysamibdel has already been described by
Haavelmo and Simon's researches of invariance (11%¥2)23 Rational expectation as mo-

deled by Lucas can only treat risk, but not uncetyalLucas refers to Knight's distinction

21 Sargent also outlines somes tenuous and disdomcessues in Lucas early work
(1996, 544f.).

22 Dornbusch (1998).

23 Lucas did not refer to Haavelmo's contributidre Probability Approach in Econome-
trics.
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of risk and uncertainty without accepting it. Heested that his thinking "does not attribute
to agents unnatural powers of instantly divining thue structure of policies affecting
them. More modestly, it asserts that agent's resgmbecome predictable to outside ob-
servers only when there can be some confidencegjesits and observers share a common
view of the nature of the shocks which must bedase by both" (1981a, 125). The aim of
rational expectations as defined by Lucas is tddbai model. It is not substantiated
empirically (1981a, 125). Hoover therefore arguieat t_ucas then described rational ex-
pectations which LeRoy (1994) has defined as ‘statly expectations” (Hoover 1997,
235).

Tobin did not celebrate the Lucas critique invigsy meaning since Tinbergen had
already stated the same thinking a long time befdi@n Tinbergen is a modest man, and
he never thought that econometric equations, hattars, would last forever. | am sure he
is now, and was fifty years ago, prepared to belidat clear changes of policy regimes,
like other changes in the environment of econorotovidy, alter structural equations and
their coefficients" (1993, 96).

Regarding the practical usage of econometrics Kiishrgued "policy evaluation
with Keynesian econometric models involves an aggiam that the parameter estimates in
the model's equations which have been estimated past data are invariant to changes in
policy. (...) Lucas' challenge to this proceduredwealuating policies is based on a simple
principle of rational expectations theory” (1995, 2

It is true, that Tinbergen did not draw attentiorexpectations like Keynes did. Ne-
vertheless Mishkin admitted that tbemmunity of sciendeas been working with the old-
fashioned models throughout the last decades ($&tkM 1995, 21). This impression is a
shared feeling by other authors since the so-c#&lsehesian or Tinbergen macroeconome-

tric models have been doing well. To sum up thattp®dlowadays the Lucas critique is not
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used for a criticism oKeynesian macroeconomjds is used to expresscammon know-
ledgeas Keynes statedxperience can teach us what happened but it caeaoh us what

will happen(1936, 148ff.).

1. Keynes's critique on Tinbergen

Keynes's critique on econometrics is viewed inlitezature as "Keynes's critique
on Tinbergen". Its epistemological relevance is leaszed by Brown-Collier/Bausor
(1988) and Muchlinski (1996); its methodologicalpiontance, for instance, has been outli-
ned by Hillard (1992) and Carabelli (1988). Soméhars made objections against Key-
nes's critique arguing that he had not really ustded what Tinbergen was talking about
(Klant 1985, Phelps 1979). Appropriately, it iscs#hat he did not accept the significance
of mathematics and methods of measurement for esicrghenomenat

Rima for instance wrote "econometric researchidem®me, for many, the sine qua
non of economic science. This development is gledadonsistent with Keynes's reserva-
tions about the usefulness of statistical probigtiti explain economic outcome that come
into being under uncertainty. The vision of thel rearld to which Keynes first gave ex-
pression inA Treatise on Probabilitgnd which provided the epistemic foundation for the
General Theory of Employment, Interest and Maeey perspective which @nceptually
incompatible with the mid-century transformationemonomics that has accompanied the
formalist revolution” (1988, 19-20).

This interpretation is hardly acceptable since iésywrote a treatise on problems

of indexation, its methods and application of ecoimoquestions in 1908 (C.W., Xl, 49-

24 A more negative view on mathematics Keynes had wutlined by Skidelsky (1983).
A differentiated judgement on this issue gave Caliiafil988), Dow (1991), Muchlinski
(1998a).
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159) and a remarkable treatise concerned withisgta" (C.W., XI, 174-2373> Besides
that hisTreatise on Probabilitya book which was published in 1921 but had alrdmbn
written in its main parts in 1908, is concernedwquestions of the theory of knowledge,
problems of measurements, statistical methods apthmations, methods of reasoning,
and induction. These are important issues for emicgas a social science; further con-
tributions are to be found ifhe General Theory of Employment, Interest and Mone
(1936) and theCollected Writingsn different volumes. | will comment on this inetimext

paragraph.

5. Divergences

Keynes basically objected against centrally implpremises of Tinbergen's work.
Particularly, the assumptions of (i) linearity) (flomogeneity, (iii) independency, (iv) the
choice of variables, (v) the ignored time lags &nyireversibility2¢ Keynes was asked by
a Mr. Tyler to write a comment on Tinbergen's bdokthe very first commentary addres-
sed to Mr. Tylor, Keynes criticized the lack of &mations on the applied methods. Tin-
bergen has presented a "cryptic method of exposi{ic.W., XIV, 285)27

Keynes stated: "There is first of all the centpaéstion of methodology, the logic of
applying the method of multiple correlation to ualsed economic material, which we
know to be nonhomogeneous through time. If we agdinlg with the action of numerically
measurable, independent forces, adequately unadabe that we knew we were dealing

with independent atomic factors and between thempdetely comprehensive, acting with

25 For a critical assessment on econometrics, sadrid€1980), Summers (1991).

26 For a greater introduction, see Muchlinski (1996)

27 The replic by Tinbergen is outlined as a deferfski® applied methods (C.W. XIV,
293); The Economic Journdl940, No. 50, 141-154.
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fluctuating relative strength on material const@m homogeneous through time, we might
be able to use the method of multiple correlatiotihwome confidence for disentangling
the laws of their action; (...) In fact we know tlearery one of these conditions is far from
being satisfied by the economic material under stigation. How far does this impair the
validity of the method? That seems to me to desarmgost careful preliminary enquiry.
The volume which purports to be 'a note on the pwtln fact faces none of these
difficulties and is in fact mainly occupied, justd the other volume, with elaborate half-
explained numerical examples, the method employeahich already begs the question”
(C.W., XIV, 285-6). The application of multiple cetation is questionable since the
material to which it is applied is not suitable.

The predominance of deductive reasoning is aduaittadequacy for economics as
a social science. Keynes emphasized the relevdnodurtive reasoning in economics. He
stated: "It seems to me that economics is a brahtdygic, a way of thinking. (...) Progress
in economics consists almost entirely in a progvessmprovement in the choice of
models. (...) Economics is a science of thinkinganrms of models joined to the art of
choosing models which are relevant to the conteargaworld” (C.W., XIV, 295-6, Letter
to R.F. Harrod, 4. July 1938). Whereas model buogdis the appropriate theoretical
approach, deduction as the only way of reasoninguldhbe judged with cautiof.
Keynes's methodological reflections are not restticco the criticism of econometrics.
According to contemporary debates on methodologieslies in economics, Keynes's
contributions are important. Therefore his conf@sso Mr. Tylor that he has "the utmost
difficulty in making heads or tails of* Tinbergemi®rk, which should be "partly due to my

lack of familiarity with the matter” is to be seas an understatement (C.W., XIV, 285)

28 More details on modelbuilding is to be foundhe interesting article by Mayer (1996)
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Keynes's reaction to Tinbergen's book illustrdiexdtheoretical approach to econo-
mics. His criticism of econometrics and its imptioa should be taken as warnings, as
claims for reflections and awareness of these probl The failure of Tinbergens's work
was to be found in the lack of theory and theoattexplanations. His writings on invest-
ment, decision-making and business cycles had auabsscriptions of statistics and sta-
tistical methods to demonstrate the validity oftcanpremises such as linearity, homoge-
neity and interdependency of the chosen variabldseach other. This procedure was not
acceptable. Keynes presented a theory unaccomplayiechpirical data that explained for
instance, involuntary unemployment through inadésj@@gregate demand as pessimistic
expectations about uncertainty. Furthermore, héaced the non-acceptable premises of
classical theory with those premises, whichratevant to contemporary worldJncertain-
ty and precariousness about, for instance, "prdseeygields” of an investment (Keynes
1936, 135), and therefore the role of expectatieads to a distinct theoretical approach to
economic questions.

Keynes criticized Tinbergen's methods because isking theoretical conside-
rations. In his letter to Harrod he mentioned: "plyint against Tinbergen is a different
one. In chemistry and physics and other naturanseis the object of experiment is to fill
in the actual values of the various quantities faatbrs appearing in an equation or a for-
mula; and the work when done is once and for aledonomics that is not the case, and to
convert a model into a quantitative formula is &strioy its usefulness as an instrument of
thought. Tin- bergen endeavours to work out théabée quantities in a particular case, or
perhaps in the average of several particular caseshe then suggests that the quantitative

formula so obtained has general validity. Yet ictfdy filling in figures, which one can be

and Muchlinski (1998a).
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quite sure will not apply next time, so far frontieasing the value of his instrument, he
has destroyed it. (...) The pseudo-analogy withpifigsical sciences leads directly counter
to the habit of mind which is most importance fareeconomist proper to acquire. (...) One

has to be constantly on guard against treatingriierial as constant and homogeneous. It
is as though the fall of the apple to the groungedeled on the apple's motives, on whether
it is worth while falling to the ground, and whethlke ground wanted the apple to fall, and

on mistaken calculations on the part of the appleodow far it was from the centre of the

earth" (1938, C.W., XIV, 299-300).

Keynes objected to the view that economic varghble to be seen as constant and
homogenous through time. He referred to the crymiaht in Tinbergen's work of taking
past data and statistics to infer future valuemftbem. A precise question addressed to
Tinbergen was whether he had drawn any attenti@xpectations. In the following quota-
tion one can perceive Keynes's sceptical view. dpaication of statistical methods and
measurements is due to theoretical assumptionshwhitergen did not make explicitly.
This is an impediment to achieving validity anddibdity in his work. Keynes asked:
"How are these coefficients arrived at? Is it blyolaous trail-and-error guessing, or by me-
thod? How are the time lags arrived at? Is it byjemn sense guessing or by method? (...)
Is it assumed that the factors investigated arepcehensive and that they are not merely a
partial selection out of all the factors at work8wWmuch difference does it make to the
method if they are not comprehensive? It is claitied there is a likelihood that the equa-
tions will work approximatelyext timé (...) Is it assumed that the future is a deteaain
function ofpast statistic® What place is left for expectation and the stétonfidence re-
lating to the future? What place is allowed for smumerical factors, such as inventions,
politics, labour troubles, wars, earthquakes, fonancrises? One feels a suspicion that the

choice of factors is influenced (...) by what sttits are available, and that many vital fac-
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tors are ignored because they are statisticalifgétable or unprocurable. (...). Now | quite
agree that it would not be easy to apply the methdtiese factors. But that seems to me a
justification for not using the method in this caather than for ignoring these matters and
telling us what we know alredy with the trimmingsfigures which really have no signifi-
cance" (1938, C.W., XIV, 286-288).

All of these implicit premises need to be expldimad made explicit: the assump-
tions of linearity, reversibility, homogeneity aglvas the supposed independencies of the
variables. "One would have liked to be told empdadiy what is involved in the assump-
tion of linearity. It means that the quantitativiéeet of any causal factor on the phenome-
non under investigation is directly proportionalttee factor's own magnitude” (Keynes
C.W., X1V, 312). "Is there any ground for the suspn that the assumption of linearity ru-
les out cyclical factors?" (C.W., XIV, 313). Thisepgtion was the subject of an interesting
debate between economists, e.g. the question onr@stments are determined and how
profits are to be seen as the crucial element ahaestment decision or not. As | have
already mentioned, Keynes emphasized the "proseyields” as significant for the in-
vestment decision and not, as argued in the chstieory, the given amount of profit.
Tinbergen made no distinction between both.

Furthermore, Keynes cautioned against the hypstludgeversibility. "Where and
how does the element odversalcome in? | ask this question without pretendingriswer
it. But | should like to know the answer” (C.W.,\X1313). Besides that no explanation is
given in Tinbergen's work of how ttiemmings of figuresnove during an investigation of
such factors determining thesenmings of figuresFinally the treatment of time lags de-
serves more clarity for the reader. Keynes rematkatl"no example is given of the pro-
cess of determining time lags which appear, whey tome, ready-made. (...) This he

seems to do by some sort of trial-and-error metiibdt is to say, he fidgets about until he
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finds a time lag which does not fit in too badlytwihe theory he is testing and with the ge-
neral presuppositions of this methods" (C.W., XBA44). Regarding the definition of
trendsopen questions remain. The underlying time pergs#sn to be arbitrary since Tin-
bergen selected different time periods for the éhhiStates and United Kingdom to
demonstrate how he dealt with the same question.justfication is given to this
divergence of time periods.

In summary, we then come to the next question Kg\eddressed to Tinbergen:
"How far are these curves and equations meant tmbeore than a piece of historical cur-
ve-fitting and description, and how far do they makductive claims with reference to the
future as well as the past?” (C.W., XIV, 315). Keympresented his investigations of induc-
tive arguments and reasoning in fheeatise on ProbabilityThe validity of an inductive
argument definitely depends on the length of theeedigring period or sub-periods since the
regression coefficient for each period will chamgth the choice of the period itself.

Finally Keynes objected to the hypothesis of iretefence. "Must we push our
preliminary analysis to the point at which we aomfadent that the different factors are
substantially independent of one another? Thiotdiscussed. Yet | think it is important.
For, if we are using factors which are not whollgeépendent, we lay ourselves open to the
extraordinarily difficult and deceptive complicat® of 'spurious’ correlation” (C.W., XIV,
309). "I infer that he considers independence oinmportance. But my mind goes back to
the days when Mr. Yule sprang a mine under theraptions of optimistic statisticians by
his discovery of spurious correlation. (...) It bewes like those puzzles for children where
you write down your age, multiply, add this and tthsubstract something else, and
eventually end up with the number of the Beast @vdfation. (...) Thus it is sometimes a
rate and sometimes an absolute quantity; and winéhei final outcome he multiply this

hotch-potch, sometimes by a large coefficient amchetimes by a small one, and then
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substracts from it the rate of interest multipliegually) by a small coefficient” (C.W.,
XIV, 310-311). The analogy of Tinbergen's methodhwiotch-potch is an illustration of

the missing theory Keynes claimed and leads takadéclarity in the applied methods.

6. Some generalizations

Having introduced central objections Keynes madaresg Tinbergen's work, it is
quite obvious that expectation is a key notion eyiKes's economic thinking. He came to
this view in his fundamental critique on the claasiview of Benthamite calculatidA.In
contrast to that, he outlined his metatheoreticanethodological view rejecting natural
sciences as an inappropriate approach to economMarsl science in modern terms could
be expressed as a social science.

Surprisingly none of the authors who devotion&djow Lucas and Lucasiansm re-
fer to Keynes's criticism. This could have avoidiegp misunderstanding of what Keynes
said. Thecommon semsin economics nowadays is to accuse Keynesianoeamno-
metrics and macroeconomics of having neglectedhtipertance of expectatiof8."Policy
evaluation with Keynesian econometric models ingslan assumption that the parameter
estimates in the model's equations which have bstmated from past data are invariant
in policy. Then a policymaker can conduct simulasiainder different policy scenarios to
decide which scenarios produces the best outcofMishkin 1995, 2). It should have

been clear that this view cannot lead back to Keynenself.

29 See Hillard (1992, 66), Muchlinski (1998, 244)as3ical theory seeks to reduce un-
certainty to the same epistemological status asiogy by using mathematical calculus
(Keynes, C.W., XIV 213).

30 The New Keynesian approach by Mankiw and Rome@l eccept the concept of

REH, but they rejected the idea of representatjymamodel.
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The widespread accepted identification of Tinbeigenodel of macropolicy with
Keynes's view caused a misunderstanding of the afonés criticism of econometrics. His
proviso with the presented methods was in no wagxgmession of model nihilism, since
he has already explained significant aspects ofeinmdilding in economics. One has to be
aware that economic material is non-linear, norergble, non-homogeneous, not inde-
pendent of one another and which has to be judgdteobasis of time lags. It is necessary
to chosse those variables which are not only deitabt also important to the purpose in
question.

Many of Keynes's objections against econometrickvean be reread in the current
literature on the topic of sound macropolicy andrtioworks3! Blinder for instance consi-
ders the monetary policy of the Federal ReservéeBy$FRS) in the USASomekind of a
model, however informal, is necessary to do polioy,otherwise how can you even begin
to estimate the effects of changes in policy imagnts.” (...) "Central bank do, too. Or at
least they should, for they will surely fail in thetabilization-policy mission if they simply
‘put out fires' as they observe them"(1998, 7).mdidels must have a link to the "contem-
porary world", as Keynes argued. This view by Keyme known as the Lucas critique
which "warn us that some parameters may change pbiggy does. Yet what are we to do
about these problems? Be skeptical? Of courseselseral methods and models instead of
just one? Certainly. But abandon all econometridetiag? | think not" (Blinder 1998, 8).
This is the contribution Keynes outlined emphagjzimat the economy is a way of thinking

in terms of models.

31 See for instance Summers (1991), Morishima (1,9ft)international macropolicy,
see Bryant (1995), Goldstein (1994), Goldstein é1292), Krugman (1995).
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Blinder (1998) elaborates in some arguments hasimgextual importancéacro-
policy relies on models, both macroeconomics androeonometrics are concerned with
special problems of model building. These are orish

(1) The unknown "true model". In fact any choideaanodel implies uncertainty if
the emphasized proposition is a "true" one. Therea way out of uncertainty. Blinder
refers to the distinction of uncertainty and riskkinight's terminology (1921) explaining
why uncertainty rather than risk is a problem indelobuilding. "Risk arises when a ran-
dom variable has a known probability distributiomgcertainty arises when the distribution
is unknown" (1998, 77). Since the distribution oicartainty is persistently and categori-
cally unknown (because there is no such distrilmytithere is no chance of eliminating
uncertainty through model building.

(2) Uncertainty in the forecast. This problem @@nmethodically solved by repla-
cing the unknown future variables with "their exigecvalues” defined as the "certainty
equivalence" principle. This operation looks ea#fian it is because of the great amount of
unknown exogenous variables which have to be iatedrin the model. Furthermore this
method is problematic because of the non-linearftthe economy and serious doubt that
the objective function is quadratic. But who knothie objective function? Since no one
have ever found a justification of "an objectivahé&tion, nor given it, practical economists
or central bankers must create such a functioninrAgiae purpose of model building is due
to problems of theontemporary worldherefore "policymakers almost always will be con-
templating changes in policy instruments that carekpected to lead to small changes in
macroeconomic variables" (Blinder 1998, 10).

(3) Uncertainty about parameters. Blinder referBtainard (1967) to describe that
uncertainty about parameters should lead to a raptessconservativebehavior of the

central bankers, i.e. assuming the lowest movewfgmdrameters.
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(4) Uncertainty about model selection. This prables connected with the first
three aspects and there is no chance to avoid iaeclod models among many others.
Relying on a universal model would be the worsecaather than using a wide variety of
different models with a reasonable critique.

(5) Finally, Blinder emphasized the "long and &hlé lags" macroeconometrics
and macroeconomics have to recognize. "It is esdemt my view, for central bankers to
realize that, in a dynamic economy with long lagsrmionetary policy, today's monetary
policy decision must be thought of as the firspsaong a path. The reason is simple: Un-
less you have thought through your expected fudatiens, it is impossible to make today's
decision rationally "(1998, 14). To summarize thesasiderations one has to be on guard
about relying on simple rules concerning econonuiestjons. The brief reconsideration of
both Keynes and Blinder has shown that the crticed model building in macroecono-
mics and macroeconometrics is relevant.

Leeson states that Tinbergen himself vindicatetsd the Keynes's critique a long
time after their dispute. Tinbergen, interviewed Mdggnus/Morgan (1987), admitted his
scepticism. Magnus/Morgan asked: "How do you féelua the way econometrics has de-
veloped over the last twenty years or so? In 19&2 feared that techniques could take
over from attention to human needs and problentianfield of economics. Do you feel
this fear was justified?" Tinbergen replied: "I'fnaéd, yes" (Leeson 1998, 55).

Leeson demonstrates that Friedman, who was adgdawith the use and abuse of
statistics and econometrics, "took over much ofKkgnes critique and made it his own.
Yet the evaluation of econometric evidence becaméedpace-timeirenaof the disputes
between Keynesians and monetarists" (1998, 67ke"Kieynes, he argued that prejudices
or the 'psychological needs of particular investigel would tend to predetermine the out-

come: 'the background of the scientist is not éwaht to the judgment they reach’ (1998,
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73). Friedman agreed with Keynes in many of hieciipns, as Leeson enlightens. Take
for instance the model selection problem, the nashaf regression and correlation or the
problem of applying mathematics to the economyptlhis can be reread in Friedman's
work (Leeson 1998, 73-77). "Just as Keynes didedmian cautioned against economic
theory becoming a species of 'disguised mathemat@sretreat into purely formal or
tautological analysis" (Leeson 1998, 76). Like &nman, Keynes did not identify science or
scientific results with mathematical symbé&isThose writers who try to b&rictly formal
generally have no substance" (Keynes, C.W., XXIk83. Keynes's view on mathematics
was not due to a dualism of formal versus realesimeality” is defined as "contemporary
world", i.e. the perceived or experienced worldj ammodel is just a way of thinking about

it.

I\VV. Concluding remarks

Considering the history of macroeconomics, thergeree of the Lucas critique
and Lucasianism seemed to have caused a terminalagvolution in macroeconomics
and led to a replacement of so-calkglynesiammacroeconomics and macroeconometrics.
The three pillars of Lucasianism, representativenagnodels, rational expectations hypo-
thesis, and neutrality of money, failed to convitltoe community of science. As investiga-
ted in this paper, the prophecy of a replacemeptdfashioned models was not kept. The
exegetical story of Lucas & Lucasianism refers ittb€rgen criticizing his Keynesian view
of the theory of economic policy, while Keynes hagjected to Tinbergen's model a long
time ago. There is no textual evidence that Keywgsed with Tinbergen while Lucas dis-

agreed with Tinbergen. The Lucas critique advarthednacroeconomic literature leaving

32 TheGeneral Theory of Employment, Interest and M¢h@¥6) contains many exam-
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the sphere of econometrics behind it. Some autiefes to the Lucas critique in a way that
shows the importance of recognizing that econoisiessocial science which is not guided
by certain laws or by the law of gravity or by nuerd Any regime change has to be imple-
mented on the basis of changes in expectationgespbnses by economic agents. This
common knowledgence implemented by Keynes, then used by Lucad acasianism to
substitute Keynesian macroeconomics, regardlesghat Keynes did say, is now applied

to aspects of model building.
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