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Sound Theory and a Unified Approach

Macroeconomics and microeconomics are the two pillars of economics. Yet, there is a
wide gulf between the two pillars in the undergraduate curriculum. Micro courses teach
material that is easier but basically consistent with the content taught to graduate students
and used by economists in their research. In contrast, macro courses often bear little
resemblance to graduate courses or academic research. Undergraduate macro textbooks
and courses seem frequently to compromise good economics for presentations that are
breezy, closely linked to arguments found in the popular press, and not very intellectually
challenging. But sacrificing solid economics to capture student interest is not necessary—
sound theory can be clearly written with vivid examples to reinforce it.

My dissatisfaction with the textbook environment motivated me to write my first in-
termediate macro textbook in 1984. That book appeared in five editions, and I like to
think it had a positive impact—directly and also indirectly—in terms of influencing the
subject matter and approaches of competitor works. Yet there have been tremendous ad-
vances in macroeconomic theory and evidence over the last 20 years, and much of this
research was left out of my earlier books. I also think I have progressed over time in my
ability to convey serious macroeconomics in an accessible, engaging way. Hence, I decided
to put my energies into this new book, Macroeconomics: A Modern Approach.

In addition to providing a more accurate presentation of the current state of macro-
economic thought, this text provides a unified approach that most macro textbooks lack.
Rather than presenting a completely new model when shifting from a discussion of long-
run theory to short-run theory, this book develops short-run and long-run models that
build on one another in a natural, comprehensible, and elegant way. And all this is done
without ignoring the important differences between the economy in the long run and
the short run. Similarly, I bring in the Keynesian idea of sticky prices as a new idea but one
that builds coherently on the structure of the basic equilibrium model.

Organizational Structure

Long-Term Growth

I now begin with long-run macroeconomics—that is, with the determinants of long-term
economic growth. Great advances in theory and empirical analysis took place in this area
since the late 1980s. Fortunately, it is possible to convey these important findings to under-
graduates in a manageable and interesting way. In fact, students can understand the exciting
results (in Chapters 3-5) without having to first master the details of the underlying mi-
croeconomic foundations (which come in Chapters 6 and 7). This early consideration of
results with important policy implications helps to drive home the impact and relevance
of macroeconomics.

The Equilibrium Business-Cycle Model

A complete microeconomic framework is more important for satisfactory analyses of eco-
nomic fluctuations. Therefore, I apply the micro foundations from Chapters 6 and 7 to the
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development of an equilibrium business-cycle model in Chapters 8 and 9. This model gen-
eralizes the real business-cycle model, which has become a centerpiece of macroeconomic
research since the mid 1980s. The modeling is, I believe, more transparent and more
empirically anchored than the treatments in my earlier books. Chapters 10-14 extend the
equilibrium model to allow for money and inflation and for the government sector
(expenditure, taxes, transfers, and public debt). These chapters on government were always
viewed as strengths of my textbooks, and I believe that characterization still applies.

Incomplete Information and Sticky Prices

The next part focuses on interactions between money and the real economy. Chapter 15
extends the equilibrium business-cycle model to allow for incomplete information about
prices in a setting of rational expectations. The exposition of this model is far superior to
that in my previous books. Chapter 16 introduces the Keynesian idea of sticky prices and
wages, with a focus on the new Keynesian model, another major development since the
mid-1980s. This model recognizes that, rather than being perfect competitors, producers
typically set prices, which represent markups on costs of production. Most importantly,
these prices adjust only infrequently to changed circumstances. Chapters 15 and 16 to-
gether usefully supplement the equilibrium business-cycle model to allow for significant
real effects from monetary policy.
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