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Preface

This book presents a comprehensive and up-to-date account of macroeconomics —
that branch of economics which seeks to explain inflation, unemployment, interest
rates, foreign exchange rates, the balance of payments, and other related
phenomena. Unlike any other book currently available at this level, a considerable
amount of space and attention is devoted to developments that have taken place in
the subject in the past ten years. The chief of these is the incorporation into
macroeconomics of the rational expectations hypothesis. The rational expectations
hypothesis is explained in simple, intuitive terms, and its implications for the
determination of inflation, unemployment and economic stabilisation policy are
explained and analysed. The book does not only deal with the developments in
macroeconomics that have taken place in the past decade. It also provides an account
of the mainstream neoclassical synthesis which grew out of the Keynesian and pre-
Keynesian theories. In addition, it shows how the new macroeconomics relates to
these earlier approaches. The book pays careful attention to the interrelations
between the domestic economy and the rest of the world — open economy
macroeconomics — and to the design and conduct of macroeconomic policy.

In presenting an account of modern macroeconomics, we have attempted to avoid
the extremes of dry theory and passionate policy advocacy. Theory is presented in
such a way that the reader may quickly and easily see its predictive content. Those
predictions are checked against the facts, revealing in the process the extent to which
a theory is capable of explaining the facts as well as its main shortcomings. Policy is
handled by analysing the implications of pursuing the policy recommendations of
different schools of thought in such a way that the reader may clearly see why it is that
different economists reach different conclusions on these important questions.

The central purpose of the book is to make modern macroeconomics accessible to
beginning and intermediate students. To this end, we have used the simplest
available analytical techniques, intuitive explanations and, wherever possible,
illustrations drawn directly from United Kingdom macroeconomic experience. The
book is pitched for the most part at a level which we hope is appropriate for university
students who are in their second undergraduate year, although large parts of the
book will be easily understood by beginning students; and other parts will be found
useful by more advanced students who are looking for a simplified and intuitive
explanation of material which is only otherwise available in journal articles. Indeed,
in view of the lack of any alternative exposition (other than original research articles
in learned journals) of much of the material that is presented here, the book will be
found useful even by beginning graduate students who are looking for a broad
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sverview of material which they will study in greater depth in their post-graduate
courses, as well as by those whose formal study of economics was completed before
the rational expectations revolution hit macroeconomics and who are now
professional economists in government, industry and commerce and wish to be given
a quick guided tour of this material.

The book is organised around three main themes — facts, theories and policies.
The two introductory sections set out the facts that macroeconomics seeks to explain
and also give an account of the ways in which macroeconomic phenomena are
observed and measured. The core of the book deals with theory. It is organised
around a series of progressively more comprehensive models of the economy, each
of which has some merits in explaining a limited set of facts, but each of which also
has some shortcomings which are highlighted. Following the development of
alternative theories, macroeconomic policy — the problem of stabilising output,
employment and prices — is discussed at considerable length.

Macroeconomics is a controversial subject and economists often disagree
vehemently on policy issues. Despite this, there is a considerable measure of
agreement on most matters. There do, however, remain crucial issues that divide
economists and, although it is a slight over-simplification, it seems reasonably
accurate to divide macroeconomists into two camps — Keynesians and Monetarists.
One of us is widely regarded as being a Monetarist and, as a descriptive matter,
neither of us can seriously quarrel about being so labelled. We have, nevertheless,
tried to write a book which avoids falling into the trap of being a Monetarist tract.
Some, no doubt, will conclude that we have failed. We have certainly not shied away
from presenting alternative views on macroeconomic policy in the sharpest possible
focus. We have attempted to do justice to the positions of each view and explain
precisely what it is that each believes and why. Acceptance of the hypothesis that
expectations are formed rationally is often regarded as being synonymous with
Monetarism. The fact that this book, unlike any other at this level, presents an
account of rational expectations (and a sympathetic one at that) will no doubt lead
some to conclude that for that reason alone this book is a Monetarist tract. Such a
view will be seen, on careful reflection, to be incorrect. There are rational
expectations Keynesians (usually referred to as new Keynesians) as well as rational
expectations Monetarists (usually referred to as new Classicals). Both of these
strands in the literature are presented and explained.

This book would not have been completed without the help of a large number of
people. Michael Cox (of the Virginia Polytechnic Institute) has been involved in the
project from which the book has resulted since its inception and has read and
commented upon substantial parts of the manuscript and provided many of the
review questions. Bob Nobay (of the University of Liverpool) and our colleagues
David Laidler and Stephen Margolis have provided extensive comments on various
parts of the manuscript. We also benefited from the comments on some earlier drafts
of what were, at the time, anonymous referees, but whom we now know to have been
Brian Scarfe of the University of Alberta and James Pesando of the University of
Toronto. Several generations of undergraduate students and graduate teaching
assistants at the University of Western Ontario have been of considerable help in
providing comments and criticisms upon various parts of the book at different stages
of its development. We are especially grateful to Rosalind Wong, Monica van
Huystee and David Abramson. Jane McAndrew provided expert library and clerical
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assistance and research assistance was provided by Kevin Dowd and Eddie
McDonnell. The many drafts and revisions of this book have been typed with great
skill by Marg Gower, Yvonne Adams, Leslie Farrant and Brenda Campbell. Ann
Hirst has provided the speediest and most thorough copy and production editing that
we have ever seen. We are immensely indebted to them all.

Although our debts to all the people named above are considerable, we owe a
special debt to Michael Sumner of the University of Salford. The contribution which
he has made to this book is enormous. He read the complete penultimate and final
drafts with meticulous care and supplied us with the most extensive comments on
both style and substance, helping us to remove both blemishes and outright errors.
Whatever merit this final product has is in no small measure to be credited to him.
We do, of course, absolve him, and all our other helpers, from responsibility for the
errors that remain.

Michael Parkin and Robin Bade
London, Ontario
March, 1982
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