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Abstract

This paper proposes a flexible approach to departing from full information rational 
expectations (FIRE) in DSGE models using the sequence space framework. We implement 
a reduced-form behavioural expectations process in which agents can simultaneously 
overreact or underreact to current economic conditions and underreact to news, and we 
derive an associated behavioural expectations solver deployable to a wide class of DSGE 
and HANK models. The approach nests several different expectations models as special 
cases while remaining agnostic on the precise source of belief frictions. We apply it to 
a medium-scale two-asset HANK model and jointly estimate the model’s dynamic and 
behavioural parameters on US business cycle data, including inflation expectation data. 
Behavioural expectations quantitatively improve the empirical fit of the model and the 
qualitative properties of its impulse response functions.

Key words: Behavioural expectations, HANK models, sequence space, monetary policy, 
information rigidity, asymmetric attention, macroeconomic transmission, business cycle 
estimation, DSGE.

JEL classification: D84, E31, E52, E70.

(1)	 Bank of England. Email: jamie.lenney@bankofengland.co.uk
(2)	 University of Cambridge. Email: br421@cam.ac.uk

The views expressed in this paper are those of the authors, and not necessarily those of the Bank of England 
or its committees. We are grateful for comments and support from Adrien Auclert, Daniel Albuquerque, 
Bence Bardoczy, Lukasz Rachel, Ricardo Reis and Vincent Sterk. We also thank participants to the 
Bank of England internal seminar series, 2026 Scottish Economic Conference, and 20th Annual Dynare 
Conference.

The Bank’s working paper series can be found at www.bankofengland.co.uk/working-paper/staff-working-papers 

Bank of England, Threadneedle Street, London, EC2R 8AH  
Email: enquiries@bankofengland.co.uk

©2026 Bank of England  
ISSN 1749-9135 (on-line)
































































































	Abstract
	1 Introduction
	2 Generalised Expectations Framework
	3 Extrapolation, Overreaction, and Dynamic Overshooting
	4 Application
	5 Conclusion
	References
	A Further Methodological Details
	B Two Asset HANK Model



