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Readings
Chapter 1
1. Basic structure of a macro economic model describes the following features
a. Consumer and firms that interact in the economy
b. Set of goods that consumers wish to consume
c. Consumers’ preferences over goods
d. Technology available to firms producing goods
e. Resources available
2. Steps to building a model
a. Specify 2 additional features of the model
i. Goals of the consumers and firms. Assume they optimize.
ii. How consistency is achieved in terms of actions of consumers and firms. Economy must be in equilibrium.
1. Usually competitive equilibrium is used. All price takers.
b. Test it with data that is available
c. Use, tweak or dump.
3. Models should be:
a. Simple
b. Specific. No all in one model.
4. Why Micro foundations
a. Macro changes causes micro responses that must be evaluated
5. Disagreements
a. Business Cycle Theory: Implies that government policy aimed at smoothing business cycles is at best ineffective and at worst detrimental to the economy’s performance. Shocks are caused by the economy’s technological ability to produce goods and services.
b. Market Segmentation Theory: Shocks to the money supply have their first round effects in financial markets, acting to relax financial constraints faced by firms causing greater employment. Positive benefits from active monetary policy
c. Keynesian Coordination Failure Theory: Government can and should play active roles in smoothening out business cycles. Business cycles are caused by optimism and pessimism where the government can intervene.
6. What Can Be Learnt from Macro Economics
a. What is produced and consumed is determined jointly by productive capacity and consumer preference
b. Free market economies have strong forces that tend to produce socially efficient outcomes
c. Technological progress helps increase a country’s standard of living in the long run
d. A tax cut is not a free lunch
e. Expectations of consumers and firms have a huge bearing on current macroeconomic events
f. Many forms of money. Changing money’s quantity ultimately does not matter
g. Business cycles are similar but have many causes
h. Countries gain from trading goods and assets with each other. Trade also causes shocks
i. Inflation is caused by growth in money supply in the long run
j. Unemployment is a necessary evil. Better to be well matched with jobs
k. There is a short run trade off but no long run trade off between aggregate output and inflation
l. 
