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I had two main goals in writing this book:

m To make close contact with current macroeconomic
events.

What makes macroeconomics exciting is the light it
sheds on what is happening around the world, from
the introduction of the euro in western Europe, to
the large U.S. current account deficits, to the eco-
nomic rise of China. These events—and many
more—are described in the book, not in footnotes,
but in the text or in detailed boxes. Each box shows
how you can use what you have learned to get an
understanding of these events. My belief is that these
boxes not only convey the “life” of macroeconomics,
but also reinforce the lessons from the models, mak-
ing them more concrete and easier to grasp.

m To provide an integrated view of macroeconomics.

The book is built on one underlying model, a model
that draws the implications of equilibrium condi-
tions in three sets of markets: the goods market, the
financial markets, and the labor market. Depending
on the issue at hand, the parts of the model relevant
to the issue are developed in more detail while the
other parts are simplified or lurk in the background.
But the underlying model is always the same. This
way, you will see macroeconomics as a coherent
whole, not a collection of models. And you will be
able to make sense not only of past macroeconomic
events, but also of those that unfold in the future.

New to this Updated Edition

In the summer of 2008, I decided to take a leave from
MIT, and joined the International Monetary Fund as
their chief economist. This has allowed me to observe
the global economic crisis first hand. But it has also left
me with too little time to fully update this book. Thus, I
have done the next best thing. I have added Chapter 28
on The Global Crisis.

xvi

If there was any need to convince you that macro-
economics is a fascinating topic, the crisis has unfortu-
nately done so. I hope you share my excitement in
trying to understand these events, and how policy can
be used to improve macroeconomic outcomes.

® New Chapter 28 on The Global Crisis—I have added
a chapter on the crisis, which you will find at the end
of the book. In writing this chapter, I have tried to
achieve two goals. First, to give you a narrative of the
crisis, and of the major events to date. Second, to
show you how the tools introduced in the book can
be used to understand what has happened. While the
chapter builds on many parts of the book, all you
need to understand most of it is the first five chapters.

® Updated Instructor’s Manual, Test Item File, and
PowerPoint Lecture Slides—The Instructor’s
Manual, written by Mark Moore of the University of
California-Irvine, has been updated. So have the
Test Item File, written by David Findlay of Colby
College and the PowerPoint Lecture Slides written
by Fernando Quijano of Dickinson State University.

® MyEconLab—The Updated Fifth Edition is now
supported by MyEconLab. See page (xvii) of the
preface for a full description.

The book is organized around two central parts: a core
and a set of three major extensions. An introduction
precedes the core. The set of extensions is followed by a
review of the role of policy. The book ends with an epi-
logue. A flowchart on the front endpaper makes it easy
to see how the chapters are organized and fit within the
book’s overall structure.

m Chapters 1 and 2 introduce the basic facts and
issues of macroeconomics. Chapter 1 offers a tour of
the world, from the United States, to Europe, to



China. Some instructors will prefer to cover Chapter
1 later, perhaps after Chapter 2, which introduces
basic concepts; articulates the notions of short run,
medium run, and long run; and gives the reader a
quick tour of the book.

While Chapter 2 gives the basics of national income
accounting, I have put a detailed treatment of
national income accounts in Appendix 1 at the end
of the book. This decreases the burden on the begin-
ning reader and allows for a more thorough treat-
ment in the appendix.

Chapters 3 through 13 constitute the core.

Chapters 3 through 5 focus on the short run. These
three chapters characterize equilibrium in the
goods market and in the financial markets, and they
derive the basic model used to study short-run
movements in output, the IS-LM model.

Chapters 6 through 9 focus on the medium run.
Chapter 6 focuses on equilibrium in the labor market
and introduces the notion of the natural rate of
unemployment. Chapters 7 through 9 develop a
model based on aggregate demand and aggregate
supply, and show how that model can be used to
understand movements in activity and movements
in inflation, both in the short and in the medium run.

Chapters 10 through 13 focus on the long run. Chapter
10 describes the facts, showing the evolution of output
across countries and over long periods of time.
Chapters 11 and 12 develop a model of growth and
describe how capital accumulation and technological
progress determine growth. Chapter 13 focuses on the
determinants of technological progress, and on its
effects not only in the long run, but also in the short
run and in the medium run. This topic is typically not
covered in textbooks but is important. And the chapter
shows how one can integrate the short run, the
medium run, and the long run—a clear example of the
payoff to an integrated approach to macroeconomics.

Chapters 14 through 24 cover the three major
extensions.

Chapters 14 through 17 focus on the role of
expectations in the short run and in the medium run.
Expectations play a major role in most economic
decisions, and, by implication, play a major role in
the determination of output.

Chapters 18 through 21 focus on the implications
of openness of modern economies. Chapter 21
focuses on the implications of different exchange

rate regimes, from flexible exchange rates, to fixed
exchange rates, currency boards, and dollarization.

Chapters 22 and 23 focus on pathologies, times
when (macroeconomic) things go very wrong.
Chapter 22 looks at depressions and slumps, includ-
ing the Great Depression in the United States before
World War 11, and the Japanese economic slump that
started in the early 1990s. Chapter 23 looks at
episodes of hyperinflation.

® Chapters 24 through 26 return to macroeconomic
policy. Although most of the first 23 chapters con-
stantly discuss macroeconomic policy in one form
or another, the purpose of Chapters 24 through 26 is
to tie the threads together. Chapter 24 looks at the
role and the limits of macroeconomic policy in gen-
eral. Chapters 25 and 26 review monetary policy and
fiscal policy. Much of Chapter 26 is devoted to
recent developments in monetary policy, from infla-
tion targeting to interest rate rules. Some instructors
may want to use parts of these chapters earlier. For
example, it is easy to move forward the discussion of
the government budget constraint in Chapter 26.

m Chapter 27 serves as an epilogue; it puts macroeco-
nomics in historical perspective by showing the evo-
lution of macroeconomics in the past 70 years and
discussing current directions of research.

Alternative Course Outlines

Within the book’s broad organization, there is plenty of
room for alternative course organizations. I have made
the chapters shorter than is standard in textbooks, and,
in my experience, most chapters can be covered in an
hour and a half. A few (Chapters 5 and 7 for example)
might require two lectures to sink in.

m Short courses (15 or fewer lectures)

A short course can be organized around the two intro-
ductory chapters and the core. Omitting Chapters 9
and 13 gives a total of 11 lectures. Informal presenta-
tions of one or two of the extensions, based for example
on Chapter 17 for expectations (which can be taught as
a stand-alone), and on Chapter 18 for the open econ-
omy, can then follow, for a total of 13 lectures.

A short course might leave out the study of growth
(the long run). In this case, the course can be orga-
nized around the introductory chapters, and
Chapters 3 through 8 in the core; this gives a total of
eight lectures, leaving enough time to cover, for
example, Chapter 17 on expectations, Chapters 18
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through 20 on the open economy, and Chapter 22
on depressions and slumps, for a total of 13 lectures.

®m Longer courses (20 to 25 lectures)

A full-semester course gives more than enough time
to cover the core, plus at least two extensions, and
the review of policy.

The extensions assume knowledge of the core, but
are otherwise mostly self-contained. Given the
choice, the order in which they are best taught is
probably the order in which they are presented in
the book. Having studied the the role of expectations
first helps students to understand the interest parity
condition, and the nature of exchange rate crises.

One of the choices facing instructors is likely to be
whether or not to teach growth (the long run). If
growth is taught, there may not be enough time to
cover all three extensions and have a thorough dis-
cussion of policy. In this case, it may be best to leave
out the study of pathologies. If growth is not taught,
there should be time to cover most of the other top-
ics in the book.

Features |

I have made sure never to present a theoretical result
without relating it to the real world. In addition to dis-
cussions of facts in the text itself, I have written a large
number of Focus boxes, which discuss particular
macroeconomic events or facts, from the United States
or from around the world.

I have tried to re-create some of the student-
teacher interactions that take place in the classroom by
the use of margin notes, running parallel to the text.
The margin notes create a dialogue with the reader, to
smooth the more difficult passages, and to give a
deeper understanding of the concepts and the results
derived along the way.

For students who want to explore macroeconomics
further, I have introduced the following two features:

®m Short appendixes to some chapters, which expand
on points made within the chapter.

® A Further Readings section at the end of each chap-
ter, indicating where to find more information,
including a number of key internet addresses.

Each chapter ends with three ways of making sure that
the material in the chapter has been digested:

B A summary of the chapter’s main points.

xviii Preface

B A list of key terms.

B A series of end-of-chapter exercises. “Quick check”
exercises are easy, “Dig deeper” exercises are a bit
harder, and “Explore further” typically require either
access to the Internet or the use of a spreadsheet
program.

A list of symbols on the back endpapers makes it easy
to recall the meaning of the symbols used in the text.

The Teaching and
Learning Package

The book comes with a number of supplements to help
both students and instructors.

For Instructors

B Instructor’s Manual—Written by Mark Moore, of
the University of California-Irvine, the Instructor’s
Manual discusses pedagogical choices, alternative
ways of presenting the material, and ways of rein-
forcing students’ understanding. For each chapter
in the book, the manual has seven sections: objec-
tives, in the form of a motivating question; why the
answer matters; key tools, concepts, and assump-
tions; summary; pedagogy; extensions; and obser-
vations and additional exercises. The Instructor’s
Manual also includes the answers to all end-of-
chapter questions and exercises.

B Test Item File—Written by David Findlay, of Colby
College, the Test Item File is completely revised with
an additional 25% new multiple-choice questions
for each chapter.

B TestGen—The printed Test Item File is designed for
use with the computerized TestGen package, which
allows instructors to customize, save, and generate
classroom tests. The test program permits instructors
to edit, add, or delete questions from the test bank
edit existing graphics and create new graphics; ana-
lyze test results; and organize a database of tests and
student results. This software allows for extensive
flexibility and ease of use. It provides many options
for organizing and displaying tests, along with search
and sort features. The software and the Test Item File
can be downloaded from the Instructor’s Resource
Center. (www.prenhall.com/blanchard)

® Digital Image Library—We have digitized the com-
plete set of figures, graphs, and charts from the



book. These files can be downloaded from the
Instructor’s Resource Center. (www.prenhall.com/
blanchard)

® PowerPoint Lecture Slides—Created by Fernando
and Yvonn Quijano, these electronic slides provide
outlines, summaries, equations, and graphs for each
chapter, and can be downloaded from the Instructor’s
Resource Center. (www.prenhall.com/blanchard)

For Students |

m A Study Guide—David Findlay, of Colby College, has
again done an outstanding job of writing a student-
friendly study guide. Each chapter begins with a
presentation of objectives and review. It is organized
in the form of a tutorial, covering the important
points of the chapter, with learning suggestions
along the way. The tutorial is followed by quick self-
test questions, review problems, and multiple-
choice questions. Solutions are provided for all
Study Guide problems.

QX 771econlab)

MyEconLab delivers rich online content and innovative
learning tools in your classroom. Instructors who use
MyEconLab gain access to powerful communication
and assessment tools, and their students receive access
to the additional learning resources described below.

® Students and MyEconLab—This online homework
and tutorial system puts students in control of their
own learning through a suite of study and practice
tools correlated with the online, interactive version
of the textbook and other media tools. Within
MyEconLab’s structured environment, students
practice what they learn, test their understanding,
and then pursue a study plan that MyEconLab gen-
erates for them based on their performance on
practice tests.

m Instructors and MyEconLab—MyEconLab provides
flexible tools that allow instructors to easily and
effectively customize online course materials to suit
their needs. Instructors can create and assign tests,
quizzes, or homework assignments. MyEconLab
saves time by automatically grading all questions
and tracking results in an online gradebook.
MyEconLab can even grade assignments that
require students to draw a graph.

After registering for MyEconLab instructors have
access to downloadable supplements such as an

Instructor’s Manual, PowerPoint lecture notes, and a
Test Item File. The Test Item File can also be used with
MyEconLab, giving instructors ample material from
which they can create assignments.

For advanced communication and customization,
MyEconLab is delivered in CourseCompass. Instructors
can upload course documents and assignments, and
use advanced course management features. For more
information about MyEconLab or to request an instruc-
tor access code, visit www.myeconlab.com.

Additional MyEconLab resources include:

B Animated Figures—Key figures from the textbook
are presented in step-by-step animations with audio
explanations of the action.

B Research Navigator—(CourseCompass version
only)—Extensive help on the research process and
four exclusive databases of accredited and reliable
source materials including The New York Times, The
Financial Times, and peer-reviewed journals.
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