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FOREWORD TO
THE FIRST EDITION

The power of macroeconomic analysis as a basis for public policy seems to become
ever clearer with the passage of time. Today no student can hope to understand the
major public issues or the instruments that are available to deal with them unless he
has a thorough grounding in the theory of macroeconomics.

In this volume Professor Shapiro has provided a painstaking exposition that
takes the student step by step through the relevant materials, making it easy for him
to grasp and retain their logic. Through the use of two-, three-, and four-sector models,
Professor Shapiro suggests clearly how the complexity of the real world is likely to
affect the abstract concepts, and yet, in doing so, he never loses his reader. With his
clear presentation of the accounting framework, his constant provision of supporting
empirical data, and his gradual approach to a high level ofsophistication, he has written
a textbook that should prove invaluable to the student and should constitute an
important contribution to education in economics.

Wu.r,tau J. Baurulor.

Princeton, New J ersey
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PREFIA.CE

The objective of this second edition, like that of the first, is to provide a treat-

ment of macroeconomic measurement, theory, and policy designed specifically

for the student who starts with only the lirnited grasp of economic analysis

secured in the customary year of introductory survey work. As in the first

edition, the treatment provided here does not call on the student to bridge the

t uge gap between introductory economics and graduate level macroeconomics

in the one-semester course usually devoted to the subject. It does, however,

attempt to provide him with a solid grasp of what are generally recognized as

the fundamentals of macroeconomic analysis'

It is my opinion that a brief, outline type of treatment is of little value to

the typical student at this level and that it is worth taking the space and effort

,."Ali to spell out the fundamentals clearly and understandably' The favorable

rcccption given to the first edition of this book suggests that many teachers

,rgrce. Although a number of changes have been made for the second edition,

thc rule followed in the first edition is unchanged: Each topic is developed in

strflicient detail to be meaningful to the student.

One obvious problem presented by this approach is the tendency for a

tcxt that follows it to grow to unmanageable proportions before all the topics

tlrrrt appear to be fundamental at the intermediate level have been covered. Of

eotrsc,'there is ample room for difference of opinion as to what is and what is

rrot "l'unclarnental." One such difference of opinion has led to the first of thc

rrr:r jor.changes in the second edition. At the time I wrote the first edition, I fclt

llrrrt nlrtional income accounting was little less fundamental than national incotttc

tlrcory, ancl I attempted to develop the former in almost as thorough a f itsltiott

:r:; tlrc llrltcr. I'lowever, most teachers of the course apparently fecl thirt rr lrt ir'l

1()v(.tilg.Lr ol'accounting iS adequate. The reSUlt haS been a compr<lntist' lrt'lwt ' tt

tlrcst. p,rirrts 6l- vicw. A large part of the material On national incotttt' il('('()rrllllrrll

Ir:rr; lrt.t.rr rt'writtcn for the present edition, the number of pagcs rlt'volt'tl l" llt'
,,rrlr1t.t'l llrs6ccttrctlttcccl subStantially,andeventlrentttnbcrol'clt;t[lt't'irlrtrrl"l
l,r llrt. srrlrjrt.l ltlrs hccrr rcclucctl by One. Thc Shortcnctl tt'cltltttt tll. lt'r$' r' t

r(.nrjrin\ rrrrrt.lr lrrorc Ilr:rrt iut otrtlinc lncl, I hopc, sttcccctls itt ptt",r'ttltttl'tt'rlt"tr'rl

rrr( otllt' ltt'tottlt(itt1', itt lt wlry that tlrc stttdcrtt calt rttlrlt'lsllttttl 'ttt'l llol rrrr r' l\



rii l'r,'l,tr',

()ur:i(', tl)cy will surcly agree today that any discussion of the relationship
,ttwt't'n c()nsunlption and income requires analysis of the major income hy-
otlrt'scs. Thc chapter has therefore been reconstructed and expanded to include
n t tlrurl lrcatnrent of the permanent income hypothesis, one that was unfortu-
;rlcly ncglccted in the first edition.

'I-lrc section on the interaction of the multiplier and the acceleration
,r irrciplc, which was located in Chapter 14 in the first edition, has been relocated
r whut is, apart from this section, a completely new chapter called "Business
'yctc Theory." A discussion of the acceleration principle itself, which is clearly
r thc area of investment, is provided, as it should be, in what is now Chapter 13
,n investment demand, but the discussion of the interaction, which is just as
lcrrrly in the area of cycle theory, has been shifted to where it belongs-Chapter
o on business cycle theory. This essentially new chapter also provides analyses
,l'Sr:hunrpeter's innovation theory in its relation to the cycle and of Kaldor's
roclcl of the cycle. Following the discussion of the multiplier-accelerator inter-
t'lion, the chapter examines Hicks's theory of the cycle, which is built on the
r tcraction-

Another change that deserves to be called major is in Chapter 23 on
t orromic growth theory. What was in the first edition essentially a presentation
,l' llrc Domar model has now been expanded to provide an analysis of the differ-
rrt't' hctween the Harrod and Domar versions of what is commonly described
:i {hc Harrod-Domar model. Much more important, however, is the addition
r tlris chapter of a completely new part devoted to the neoclassical model,
rlriclr has come to be a "must" in any coverage of growth theory. A fairly
IroloLrgh development of a simple neoclassical growth model is provided.

Dozens of other minor changes have been made throughout the book.
()nrc irre a matter of recognizing recent policy developntents, such as the demise
l' ( hc wage-price guideposts and the growing popularity of Friedman's monetary
rulc," while others have been made to recognize, although not always to
rt'orporate, important recent developments in theory, such as an interest-elastic
rrpply l-unction for money in place of the traditional assumption of a perfectly
rt'l;rsl ic lirtrction-

I hopc, cll course, that all the changes made have been for the better.
icsporrsihility lbr the final product rests solely with me, but it should be noted
IrrI rrrrury ol'lhc cl'ranges, both major and minor, would not have been made
ri t'Jrl ;15; rr rcsrrlt of the numerous suggestions received from teachers over the
;rsl llrrt't'ye;rls.Tocachof themlwishtoexpressmythanks.Especiallyvalu-
lrlr rrr llris r t'grrrtl hzrvc been the detailed reviews provided by Professors
,,,., p|r N4 I't.r'r'y ol'thc Univcrsity of Florida, Walter W. McMahon of the
Irrr.r:,rly ,l'lllirrois, llobcrt .1. T. Emond of Denison University, and Bruce

'( n.( rrr'r .l Kt.rryorr ('ollcgc. My thanks also go to Professor Williarn J.
l.rrrrr.l. lr'1r,, rt;rtl llrt'srrbstlrrrtially rcvised and completely new sections of tl-rc
rrrr',, llrl ;r1rl l,r,,ritlt.rl rrrlrrry Itclplitl StrggcSti6ps.
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