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We construct a macroeconomic model by using an approach parallel to that used in statistical mechanics. The function
which solves the Liouville equation in the statistical mechanics application can be used to find the probability that the
state of the physical system lies in some region. In our application the function which solves the Liouville equation can be
used to find the probability that consumer’s and firm’s beliefs about the means and variances of the distributions which
describe the behavior of other consumers and firms lie in some region (we take a Bayesean perspective here). Using this
function as our prior density, we obtain the posterior density of a vector of macroeconomic variables (e.g., GDP, CPI,
etc.). We indicate why our approach is to be preferred to the traditional approach. Finally, by using the conditional
empirical distribution, we estimate the probabilities that the vector of macroeconomic variables will hit each of a number
of targets. (Received August 24, 2004)



