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0 0 THISBOOK FOLLOWS A MODERN APPROACH TO MACROECONOMICS BY BUILDING
MACROECONOMIC models from microeconomic principles. As such, it is consistent with the way that
macroeconomic research is conducted today.[] [ This approach has three advantages. First, it allows deeper
insights into economic growth processes and business cycles, the key topics in macroeconomics. Second, an
emphasis on microeconomic foundations better integrates the study of macroeco- nomics with approaches that
students learn in courses in microeconomics and in field courses in economics. Learning in macroeconomics and
microeconomics thus becomes mutually reinforcing, and students learn more. Third, in following an approach to
macroeconomics that is consistent with current macroeconomic research, students will be better prepared for
advanced study in economics.[] [I Structurel] [0 The text begins in Part | with an introduction and study of
measurement issues. Chapter 1 describes the approach taken in the book and the key ideas that students should
take away. It previews the important issues that will be addressed throughout the book, along with some recent
Issues in macroeconomics, and the highlights of how these will be studied. Measurement is discussed in Chapters 2
and 3, first with regard to gross domestic product, prices, savings, and wealth, and then with regard to business
cycles. In Chapter 3, we develop a set of key business cycle facts that will be used throughout the book, particularly
in Chapters 9 and 10 where we investigate how alternative business cycle theories fit the facts.(J O Our study of
macroeconomic theory begins in Part Il. In Chapter 4, we study the behavior of consumers and firms in detail. In
the one-period model developed in Chapter 5, we use the approach of capturing the behavior of all consumers and
all firms in the economy with a single representative consumer and a single representative firm. The one-period
model is used to show how changes in government spending and total factor productivity affect aggregate output,
employment, consumption, and the real wage, and we analyze how proportional income taxation matters for
aggregate activity and government tax revenue.
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[0 O To begin our study of macroeconomic phenomena, we must first understand what facts we are trying to
explain. The most basic set of facts in macroeconomics has to do with the behavior of aggregate economic activity
over time. One measure of aggregate economic activity is gross domestic product [1 GDPO , which is the quantity
of goods and services produced within a countrys borders during some specified period of time. GDP also
represents the quantity of income earned by those contributing to domestic output. In Figure 1.1 we show real
GDP per capita for the United States for the period 1900-2005. This is a measure of aggregate output that adjusts
for inflation and population growth, and the unit of measure is thousands of 2000 dollars per person.[ [ The first
observation we can make concerning Figure 1.1 is that there has been sustained growth in per capita GDP during
the period 1900-2005. In 1900, the average income for an American was $4,232 [0 2000 dollarsC] , and this grew to
$37,773 [0 2000 dollars in 2005. Thus, the average American became about nine times richer in real terms over
the course of 105 years, which is quite remarkable[]

The second important observation from Figure 1.1 is that, while growth in per capita real GDP was sustained over
long periods of time in the United States during the period 1900-2005, this growth was certainly not steady. Growth
was higher at some times than at others, and there were periods over which per capita real GDP declined. These
fluctuations in economic growth are business cycles.
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