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PREFACE

This book presents the elements of macroeconomics in terms consistent throughout with
microeconomics. This gives the book the sense of a fully developed course of ‘micro-
founded’ macroeconomics. It presents a methodologically consistent approach from be-
ginning to end. It starts with the labour-leisure choice and the two-period intertemporal
investment decision as a static analysis. And then it presents a fully worked out dynamic
analysis.

Aggregate supply and demand for output (AS-AD) are presented both in static and
dynamic chapters throughout the book. The book’s derivation of AS-AD is novel for the
dynamic analysis. Yet the book shows that by solving the capital stock, the aggregate
supply and demand for output can be formulated and graphed. The labour market is also
graphed throughout, using only exact functional forms derived in the book, as is done
with the AS-AD analysis.

The general equilibrium is also graphed with both goods and labour markets implicit
in the utility level curve and production function graphs. And in the dynamic analysis,
the isoquant and isocost curves are also represented in the input markets, again using
exact functional forms of the example economy being examined. Thus the equilibria are
graphed both in the separate goods and labour markets along with the general equilibrium
output and input dimensions, with the goods market known as the AS-AD graphs.

One theme of the book is to explain business cycles and important trends using just
comparative static analysis. This approach revives the ‘real business cycle’ model approach
of explaining expansions and contraction using changes in productivity. The goods sector
productivity is changed in a comparative static fashion, as is the time endowment, with
the result being an ability to explain rudimentary elements of business cycles.

The comparative static analysis is extended in the dynamic equilibrium analysis with
endogenous growth so that a change in the productivity of the human capital sector re-
places the change in time endowment. And a third productivity change is found in the
chapter on banking, with a decrease in bank productivity able to reproduce a bank-led
major recession.

The other main focus is on economic growth. This is presented with ‘exogenous growth’
and then with ‘endogenous growth’, using human capital. Trend changes in the human
capital sector productivity also allow for explanations of rising growth, falling labour
hours, and rising education levels. Thus the real business cycle and growth theory ap-
proach of changing productivities is extended to include changes in human capital pro-
ductivity.

Another focus is how taxes affect the equilibrium, both in the static and dynamic ana-
lysis. The main taxes are the labour income tax, the capital income tax, the goods ‘value
added’ tax, and the implicit inflation tax. And with endogenous growth, the effect of taxes
on growth can also be discerned.

Who this book is for

The book is intended for those with a background only in microeconomics, and with
basic mathematics skills in terms of taking derivatives and solving systems of equations.
The book probably appeals most to those wanting to teach and learn macroeconomics in a
way consistent with advanced methods that are found in graduate school and university



‘ Preface

research. It makes for a more seamless transition to higher level study, as compared to
books that present aggregate analysis without derivation from microeconomic methods.

Inevitably there may be some greater appeal to teachers who have learned advanced
research methods in their own graduate study, in that use of the book avoids the typi-
cal compromise of using models that are mostly obsolete at advanced levels. The book
hopefully offers a respite from the chore of teaching what we may not think of as modern
macroeconomics.

The book can be used in intermediate or advanced undergraduate courses, as well as in
introductory graduate level courses.
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