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MACROECONOMICS is a text designed for the intermediate
macroeconomics course at both the undergraduate and MBA levels. Its orientation
is practical. It presents a coherent explanation of how the macroeconomy functions
and of how it is affected by macroeconomic policy. The goal is to enable students
to work through the implications of current events and of current policy for the
future behavior of the economy. The practical orientation is reinforced by a chap-
ter on forecasting.

Existing texts focus primarily on fluctuations in output and employment,
emphasizing fiscal policy and its role in stabilization. This text pays equal atten-
tion to fluctuations in credit availability, interest rates, and exchange rates. It
stresses the importance of monetary policy and its concern with creating a stable
monetary and financial environment.

The practical orientation of the text and its greater emphasis on financial mar-
kets require the full integration of international material. In today’s world, finan-
cial markets and economies are closely interrelated. Consequently, the
international material is not segregated, as it is in most texts, in a separate chap-
ter or section. Rather, the basic models are developed from the beginning as
models of an open economy. Policy discussion always recognizes that the econ-
omy is open.

The expanded coverage of financial markets and the full integration of inter-
national material are made possible by the use of a new, but proven, analytical
framework-the circular flow/loanable funds model. Interest rates are determined
in a market for loanable funds; exchange rates are determined in a market for-for-
eign exchange; and both markets are integrated into a simple circular flow model
of the economy. The resulting framework is easy to understand and simple to
apply.

The circular flow/loanable funds model is particularly helpful in explaining the
initial impact of shocks and of policy changes on the economy-the effect on inter-
est rates and exchange rates and the implications for the various components of
aggregate expenditure. It explains the effects of monetary policy on interest rates
and on exchange rates. It clarifies the connection between capital flows and trade
flows, and between interest rates and exchange rates. It also provides "the missing
link" that connects monetary policy and the financial system with the standard
ISLM analysis.

Xl
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ORGANIZATION

The text is divided into three sections. Part 1 develops the circular flow/loanable
funds model and uses it to explain the immediate effect on the economy of various
types of disturbance. Part 2 builds on the intuition developed in Part 1 to develop
and to apply the standard models of the intermediate and long run. The focus of
Parts 1 and 2 is positive-how the macroeconomy works. Part 3 addresses the nor-
mative issues-to what purpose and in what manner should the government conduct
macroeconomic policy?

LEARNING TOOLS
Applications

Throughout the text, frequent empirical examples illustrate the usefulness of the
models in understanding real-world events.

Summaries

At the end of each chapter, a summary provides a concise review of the major
points.

Discussion Questions

The key to understanding new ideas is to apply them actively oneself. Discussion
questions at the end of each chapter encourage students do this, and provide a basis
for class discussion of the material.

Key Terms and Glossary

Key terms are emphasized in the body of the text by appearing in boldface. Key
terms in each chapter are listed at the end of the chapter. A glossary at the end of
the book provides brief explanations of all key terms.

Key Equations

Key equations are emphasized with a color screen, For example:

C=C*+b(1-9Y: [7.10]

Appendices and Economic Statistics

Many of the chapters include an appendix describing the relevant economic statis-
tics-national income and product accounts, flow of funds, monetary statistics, and
SO on.




Preface

SUPPLEMENTS

Instructor’s Manual

I have prepared a Manual that provides answers to all of the end-of-chapter ques-
tions from the text. It also contains a variety of other material useful in teaching
the intermediate macroeconomics course.

Test Bank

The Test Bank, prepared by Professor Thomas Creahan of Morehead State
University, contains over 1,000 questions. For each text chapter, there are approx-
imately 50 multiple choice questions and 10 problems. The questions and prob-
lems are categorized according to cognitive objectives (i.e., understanding,
application, or analysis/synthesis/evaluation). :

STUDY GUIDE

Professor Creahan has also prepared a Study Guide. For each text chapter, it pro-
vides a chapter overview and outline, a "Learning the Jargon" section, a variety of
- multiple choice questions, and a series of extended Review Problems and
Questions. Answers are provided.
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