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Introduction: Ch. 1 

  Syllabus 

 Why study macroeconomics? 

  Understanding 

  Policy recommendations 

 What variables are of  interest? 

  Output 

  Growth 

  Unemployment 

  Inflation 

Trends and fluctuations 
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Questions 

 What drives the averages? 

  Growth models 

  Policy choices 

 Why does it fluctuate? 

What models? 

  Growth models 

  Solow 

  Endogenous growth 

  Dynamic 

  IS/PC/MR 

  Open economy 

 Mundell-Fleming 

Exogenous growth: Ch. 13 

  Solow Growth Model 

  Discrepancies in growth rates 

  Real rate of  return to capital is 
constant 

  High investment spurs high living 
standards 

  Low population growth spurs high 
living standards 



Cobb-Douglas Production 

Expressing growth 

Constant Returns to Scale 



Production in the S-model 

Growth in k? 



Derivative of  APK? 

Graphing the model 



Initial implications 

  Growth dynamic 

  Steady state 

Examples 

Extensions 

  Population growth rate change 

  Raising the savings rate 

  Technological change 

  “Golden Rule” savings rate 



Technological change 

Effect on the curves? 

  APK* and APK 

  Everything up! 



Golden Rule 

Discussion 

  Is all savings good? 

  Implication of  low savings? 

  Examples 



Endogenous growth: Ch. 14 

  Only the first portion 

  Extends the Solow model 

  Knowledge spillovers 

  Human capital 

  R&D 

Knowledge spillovers 

  The Silicon Valley case 

  “Nationwide economy of  scale” 

  The model 

  If  η=1 

gK and growth? 



Human capital 

  Lucas formulation 

  c: scaling factor 

  ht: human capital at time t 

  ut: percentage of  labor time spent 
working 

  Per capita output 

Growth in the Lucas model 

  Growth in h? 

  gk? 

gy? 

  Depends on growth of  ht and kt 

  >; accelerating growth 

  <; decelerating growth 

  =; steady state growth 



The R&D model 

  Productive labor and research labor 

Growth? 

IS/LM: Ch. 2 

  IS: goods market equilibrium 



45° diagram 

IS curve 

Multiplier 



LM: money market equilibrium 

Which interest rate? 

LM (again) 



Money market 

LM curve 

Equilibrium 



Linear algebra solution 

Examples 

AS/AD: Ch. 2 

  Finding the AD curve 



Supply side: the labor market 

  Options (supply/demand) 

  Perfect competition/perfect 
competition 

  Imperfect competition/perfect 
competition 

  Perfect competition/imperfect 
competition 

WS/PS curves 



AD/AS 

Examples 

  Fiscal policy 

 Negative supply shock 


