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Here one must distinguish between the monetarist model and a specific implication

of that model, namely that the long-run Phillips curve is vertical, or, in substance,

that,

in the long run, money is neutral.

That conclusion, by now, does not meet

serious objection from nonmonetarists, at least as a first approximation.
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I should like to suggest that expectations, since they are informed predictions
of future events, are essentially the same as the predictions of the relevant

economic theory. The hypothesis can be rephrased a little more precisely

as follows : that expectations of firms (or, more generally, the subjective
probability distribution of outcomes) tend to be distributed, for the same information
set, about the prediction of the theory (or the “objective” probability distributions

of outcomes) .
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STHIS(1,(3) F1J- - RGNP t=b°+i§°h

”

E5E k-4 751 LEB GNP

1i DMR t_i+b2TRND1+b3TRND2+b 4OILP 1;+v &
9 9 A .
I.. = .
(2\(4) 5|+ RGNP =b + I b . DMR 4mi *1Zo01 1 DMy _; +D, TRNDI+b TRND2+b OILP +v
) &t il =
B (1) (2) 3 (4)
)
t & t & t{E tfE
CONST. | 10.26/382.80| 10.39|268.69|110.38(115.29/110.43| 63.6L |
DMR, 1.09] 1.47| 0.42| o0.59| 0.32] o0.70| 0.31| 0.7
DMR, 1.9 2.71| 1.79] 2.25| 0.98] 1.68] 1.12[ 1.8
DMR, _, 2.03| 2.85| 2.65| 3.33| 1.65| 2.46 2.75| 3.%
DMR, 0.81f 1.11| 1.39| 1.80| 0.96] 1.%0| 1.68| 2.25
DMR, 0.88| 1.20| 1.07| 1.36| 1.36] 1.77| 2.00| 2.62
DMRt_S 1.02| 1.40( 1.45| 1.87[ 1.64] =2.11| 2.10| 2.85
DMR,_ 0.84| 1.18 1.02| 2.43f 1.49| 1.95| 1.68| 2.27
DMR,_q 0.05| 0.07| 1.56| 1.98] 1.20] 1.77| 1.97| 2.98
DMR, o [- 0.71|- 1.00 0.07| ©0.09| ©0.86| 1.48| 1.24| 2.05
DMR, o |- 1.36(- 1.81|- 0.18[- 0.21| 0.10| 0.21| 0.65| 1.32
BM - 1.64]-1.71 0.57 0.9
DM, - 1.86|-1.58 - 1.15|-1.98
BM, 1.59| 1.28 0.73 1.13
7\
Bl ¢ 5 0.62{ 0.50 0.63| 1.05
oV, _, - 0.33|- 0.%0 0.97] 1.69
/\
DM, . - 0.34]- 0.31 0.75| 1.43
My
BV, ¢ - 0.17|- 0.17 - 0.18]- 0.35
N\
DM 0.12| 0.12 0.11| o0.20
~ -7
DM, o - 0.86]- 0.92 - 0.41{- 0.86
lﬁ’ft-g 0.571 0.73 o.s8| 1.79[
TRND1 2.60| 63.39| »2.65| 53.58| 2.40| 14.25| 1.72| 4.19
TRND2 - 1.26{-17.83|- 1.40|-15.58|- 1.05|- 4.16|~ 0.28]- 1.53
0 - 6.47|- 7.18|- 7.92|- 7.80|- 4.44|- 2.66|- 2.30|- 2.03
R2 0.997 0.998 0.998 0.999
S.E. 0.019 0.016 0.012 0.010
D.W. 0.578 0.682 2.045 1.682
P 0.859 0.927 °

t
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(1) t i (2) t (3) t & | @ t &
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| DMR 4.63| 2.32 3.42 2.60 1.23| 1.29 1.03| 1.49
DMR,_, 4.47 2.36| 4.58] 2.39 1.37 2.07 2.77 2.62
DMR £-2 2.87 1.49 4.42 2.30 1.03 0.71 3.50 2.89
DMR 4_3 1.87 0.97 3.97 2.12 1.19( 0.73] 4.08 3.16
DMR ,_, 1.64| 0.87 3.37 1.79] 1.59| 0.95| 4.04 3,10
DMR , ¢ 2.46 1.26| 3.06 2,771 2.33| 1.40| 4.05 3.28
DMR ; ¢ 2.50 1.31 3.70 3.37 2.67 1.61| 4.03 3.61
DMR, .| -0.85| - 0.44f 2.97 1.57| 1.27| o0.85| 3.61( 3.20
DMR; g | - 2.89]| - 1.51} - 0.15| - 0.08| 0.65| 0.53| 2.62 2.48
DMR 4 g | - 2.1} - 1.15| 1.54| 0.75| 0.39| 0.43| 1.44( 1.78
D:Et[t - 5.75| - 2.49 - 0.81]-0.79
D/fdt_l - 2.00]-0.71 - 0.41| - 0.44
D/\]y{,c_2 3.28] 1.11 1.3 1.%
D/f‘t-} 0.12 0.04 2.37| 2.%
DM, _, - 0.74| - 0.28 2.08] 2.15
ft-s 0.52| 0.20 2.3 2.7
D)f"t—s 0.59| 0.24 0.28| 0.33
DMy_7 0.25| 0.10 0.73| 0.83
M, _g - 1.3~ 0.60 0.70| 0.88
N\
DM, g 0.40 | - 0.21 0.83| 1.04
TRND1 2.94| 27.50 2.94) 25.26| 1.70| 2.59 1.26| 2.03
TRND2 | - 1.68| - 9.11 |- 1.82| - 8.43| - 0.43] - 0.63| o0.21| o0.37
OILP -13.82 | - 5.62 | -16.79| - 6.88| - 6.31| - 1.64 | - 1.53| - 0.49
R 0.975 0.986 0.994 0.997
S.E. 0.051 0.0%9 0.025 - 0.017
D.W. 0.433 0.594 1.215 1.406
r 0.941 0.939
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TR  Pigott OEHEHEN OFRIRER
Individual Coefficient Estimates.

Changes In:
Log of Industrial Log of Real
Regressors Production GNP
Constant 2.36 (3.06) 2.50 (4.07)
Time -0.02 (—2.33) -0.02 (-2.72)
Anticipated Money Changes:
Lag-0 0.52  (1.99) 0.47 (1.73)
' 1 051  (1.52) ' -0.23  (~0.50)
2 0.16  (0.46) . 0.11 (0.249)
3 -1.20 (—3.52) -0.39 (—0.87)
4 0.89 (2.40) 0.56 (1.28)
5 -0.08 (—0.21) -0.29 (—0.65)
6 -1.35 (-3.78) 0.19 (0.45)
7 0.54 (1.87) -042 (-1.72)
Unanticipated Money Changes: .
Lag-0 0.03  (0.24) 012 (1.02)
1 -0.09 (-0.61) . -0.10 (—0.63)
2 -0.16 (~1.10) 0.04  (0.20)
3 -0.42 (-2.82) -0.03 (-0.19)
4 0.43 (2.67) 0.23 (1.31)
5 0.06 (0.34) -0.28 (—1.56)
6 -0.22 (-1.27) 0.01 (0.00)
7 0.38 (2.26) 0.02 (0.13)
Lagged Dependent Variable:
Lag -1 0.53 (4.15) 0.43 (3.51)
2 0.06 (0.46) 006 (0.41)
3 0.07 (0.55) 002 (0.18)
4 -0.10 (-~0.90) -0.20 (—1.69)
Rho -.03 —.58
R2(adjusted) ! 73 .30
Standard Error of Regression 1.38 . 1.34
Number of Observations 71 71
Period 1960:1 - 1977111 1960:1 - 1977:111

The basic equation was:
7 7 . 4
AX(t)=ap+a]l XT +.2a02(i)DMP(t—-i) + .Eag(i)DMR(t—i) +'2al4(x) X (t=i)
1= 1= . 1=

where AX(t) is the activity variable, T is a time trend, DMP is predicted money growth and DMR is unanticipated money
growth. The AX, DMP, and DMR were also expressed as percentages (i.e. multiplied by 100). A Cochrane-Orcutt correction for
first-order serial correlation of the disburbance was also applied.
Sources: i) Industrial Production: OECD Main Economic Indicators, Historical Statistics.

ii) Real GNP; Investment: OECD Quarterly National Income Accounts.
Notes: 1) Figures in parentheses are “T” statistics.

2) Industrial Production and Real GNP are seasonally adjusted.
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Period: 1958:1 — 1970:4

DMIA(t) = .02 + .044 X DRSA(t—1) + .052 X DRSA (t—2) + .209 X DMIA(t—1) + .226 X DMIA(t—2)

(4.43)(1.21) (1.35)

Perlod: 1971:1 —1977:3

(141) (1.75)

DMIA(t) = .020 — .533 X (DJCPI(t—2) ~ DUSCPI(t—3)) + .576 X DMIA(t—1)

(4.43) (-3.00)

Summary Statistics for the Entire Sample
R? (adjusted)= .36
Standard Error= .015
1958 : 1-1970: 4% = 012
1971:1-1977: 43 = 017
Rho= .009
Durbin-Watson= 1.97
Sample Period= 1958:1-1977:3
Number of Observations= 79
Memorandum: Sum of Coefficients of DRSA= .096
(2.88)

(5.41)

Notes: 'The estimates were derived from a single equation applied to the entire sample, using multiplicative dummy variables.
2DMIA = Difference between the current and previous quarter’s logarithm of seasonally adjusted M,.
DRSA = Difference between the current and previous quarter’s logarithm of seasonally adjusted gold and foreign-

exchange reserves.

DJCPI = Difference between the current and previous quarter’s logarithm of the Japanese CPI.
DUSCPI = Difference between the current and previous quarter’s logarithm of the U.S. CPL.
3This is the square root of the sum of squared residuals divided by the number of observations; these are not strictly

comparable with the standard error of the entire sample.

“Figures in parentheses are “T” statistics.
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