Reading Group in Advanced Macroeconomics. Module on

Behavioral and Experimental Macroeconomics
(Domenico Massaro)
Objective of the module
Modern macroeconomic theory builds upon dynamic stochastic general equilibrium models. Agents
in these models make decisions in dynamic and uncertain environments. Standard examples include
households’ intertemporal consumption/saving decisions and firms’ pricing decisions in the
presence of nominal rigidities. Agents are thus confronted with two related but conceptually distinct
issues: i) how to make decisions given available forecasts of future macroeconomic conditions ii)
how to make forecasts of future macroeconomic conditions given available information.
According to the Rational Expectations (RE) hypothesis, individual decisions are the outcome of
maximization of an objective function (e.g. utility or profits) conditional on expectations, while
expectations are assumed to be model-consistent. The RE approach has the advantage of imposing
strong discipline on individual behavior and minimizing the number of free parameters to explain
data. On the other hand the RE hypothesis has been criticized on the ground that it rests on
unrealistic assumptions about agents’ computational abilities and knowledge of the economy.
The objective of the course is to explore possible departures from the RE paradigm proposed in the
macroeconomic literature and their implications for policy analysis. In particular, the course will
retain the hypothesis of optimizing behavior but will consider models where agents’ perceived law
of motion may deviate from the actual law of motion of the economy. Within the context of these
models, a key question will be whether convergence to a RE equilibrium can be obtained through
some learning process and how such convergence depends on implemented policy measures.
Structure of the module
In the first part of the course I will overview alternative approaches to modeling expectation
formation of economic agents proposed in the learning literature and present technical tools needed
to analyze such models. A tentative outline of these lectures is the following:
-

Perfect vs. bounded rationality
Adaptive learning, recursive least-squares and the E-stability principle
Misspecified perceived law of motion and behavioral learning equilibria
Heterogeneous expectations and reinforcement learning
Laboratory experiments

The second part of the course will be devoted to students’ presentations of scientific papers related
to the topics discussed in the first part of the course.

Exam
The evaluation of the students’performance will be carried out by grading referee reports on papers
in the reading list below; replication of results; devising experiments and the like.
Expected learning outcomes
At the end of the course students will acquire knowledge of a wide range of behavioral models of
expectation formation. The course will also provide students with the technical skills needed to

carry out policy analysis in economic frameworks featuring departures from the RE hypothesis.
Moreover, students will gain understanding on how to use experimental methods as test bed for
policy. Finally, students will be able to carry out empirical validation of theoretical learning models
by means of aggregate time series, survey and experimental data.
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