
Downloaded from cupola.columbia.eduDownloaded from cupola.columbia.eduDownloaded from cupola.columbia.eduDownloaded from cupola.columbia.eduDownloaded from cupola.columbia.eduDownloaded from cupola.columbia.eduDownloaded from cupola.columbia.eduDownloaded from cupola.columbia.edu

Acknowledgments

SOME THIRTY years ago, someone inadvertently triggered the
chain of events that has led to this book. Robert Carvallo was his
name. Inclined to tolerate trials and errors with benevolence, he has
been much more than my first boss. He has been a patient teacher.
He had seen me struggling with one of the first HP 12C circulating
in Paris as I was trying to calculate the present value of the cash flows
expected from an office building that Paribas had bought in down-
town Manhattan. This made me apt, according to him, to manage bond
portfolios. Without this fresh assignment, I would not have been con-
fronted, early in my professional life, with the issue of expectations for-
mation. I vividly remember how I was wondering in 1983, child of the
inflation age that I was, whether it was a good idea to lend money to
the French Republic for 7 years at 13.70 percent. Had someone told
me then that 22 years later, France would issue a 50-year bond bear-
ing a 4 percent coupon, or that 30 years later we would see negative
nominal interest rates on short-dated government bonds, I would have
questioned his or her sanity. No wonder that Robert Carvallo used
to tell me that nothing is more important in economics and finance
than seeking to understand how expectations are formed! To Robert
Carvallo’s name, I want to associate those of Jean-Paul Villain, who
opened Paribas’s doors a second time for me in 1992, and of André
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my intellectual journey started too late and proceeded too slowly to
make it happen. Robert Carvallo had the intuition of hysteresis effects,
of the elasticity of time, and of nonlinearities, the three pillars of Allais’s
HRL formulation. He would have been thrilled to discover a theory
that gives a concrete and operational content to such intuitions. And,
once convinced of Allais’s penetrating originality in this field, he would
have embarked on exploring other aspects of Allais’s works: his theory
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Paris--Munich--Kerners, 1998--2014
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For the element of time, which is the centre of the chief difficulty of
almost every economic problem, is itself absolutely continuous: Na-
ture knows no absolute partition of time into long periods and short;
but the two shade into one another by imperceptible gradations, and
what is a short period for one problem, is a long period for another.

Alfred Marshall

The subjective cause [of crises] is probably linked to this capacity
that men have to forget received impressions. Little by little, new
generations, who have not directly suffered the ills produced by the
last crisis, come to the management of affairs. A deposit of excitable
material re-forms in society.

Vilfredo Pareto

A prominent shortcoming of our structural models is that, for ease
in parameter estimation, not only are economic responses presumed
fixed through time, but they are generally assumed to be linear.

Alan Greenspan

Unless we know why people expect what they expect, any argu-
ment is completely valueless which appeals to [expectations] as causae
efficientes.

Joseph Schumpeter

The proposition that expectations are volatile and incapable of being
rationally calculated is no theory of expectations . . . The develop-
ment of alternative market-specific schemes of expectations forma-
tion is, surely, the next logical step in macroeconomic theorising.

Mark Blaug
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