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“In a stochastic model, the rati-
onal expectations assumption is
that the subjective probability
used in decision-making by private
agents are the same as theproba-

bility distributions for the rele-

vant variables implied by the model.

More generally, if individuals do not
have all the information used in
the model, expectations are ratio-
nal if they are optimal predictions
based on the information available
to the individual.”
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* But, the crucial point is to recognize that any satisfactory definition of “infor-
mation” necessarily relies on some economic model and on the assumption that expe-
ctations are based on.that model. This must be so because the concept of “informa-
tion” presupposes relationships between one set of variables and another. Informa-
tion about the béhavior of, for instance, the money supply, isnot “information”
which is relevant for forming expectations concerning the exchange rate unless one
believes that there is some relationship between the behavior of the money supply and

the exchange rate.”
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“Thus the ARMA processes for
individual variables are compati-
ble with some, perhaps unknown,
joint process for a set of ran-
dom variables and are thus not
necessarily 'naive', 'ad hoc alter-
native models.”
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(1. 4609) ( 5.0591) (~0.7410)
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