
Contents 

PREFACE ix 

PART I 
1 INTRODUCTION TO BUSINESS CYCLES 3 

2 STYLIZED FACTS OF BUSINESS CYCLES 12 
Introduction 12 

2.1 Business Cycles: A Description 13 
2.1.1 Output 13 
2.1.2 Prices 15 
2.1.3 Unemployment 17 

2.2 Business Cycle Phenomena 18 
2.2.1 The stylized facts 19 
2.2.2 Stylized facts and theory 21 
Conclusion 28 

3 THE VALIDITY OF MATHEMATICAL MODELS IN 
ECONOMICS 30 

Introduction 30 
3.1 The Objective of Mathematical Modeling 31 

3.1.1 Principles for interpreting mathematics as 
economics 32 

3.1.2 Two examples of economic interpretations 36 
3.2 Truth Content, Confirmation, and Corroboration 39 



vi Contents 

PART II 
4 THE LEAD FROM FRIEDMAN 47 

Introduction 47 
4.1 The Dance of the Dollar 47 

4.1.1 The representative agent 51 
4.1.2 "Anticipations" 52 
4.1.3 Walrasian general equilibrium 53 

4.2 The Presidential Address 55 
Conclusion 57 

5 BUSINESS CYCLES WITH MISPERCEPTIONS 59 
Introduction 59 

5.1 The Lucas Model: An Informal Statement 62 
5.2 The Lucas Model: A Formal Statement 64 
5.3 A Model with Monetary Misperceptions 69 

Conclusion 71 
Appendix 5A 72 

6 TOBIN, OKUN AND THE RISE OF REAL BUSINESS 
CYCLE THEORY 76 

Introduction 76 
6.1 Tobin and Okun on the Misperceptions Model 76 
6.2 Real Business Cycle Theory 79 
6.3 The RBC Model with Money 86 
6.4 Critique of the RBC Model 88 

Conclusion 92 
Appendix 6A 93 
Appendix 6B 95 

7 NEW KEYNESIAN BUSINESS CYCLE THEORY 98 
Introduction 98 

7.1 The Market Structure of the U.S. Economy 101 
7.1.1 The nature of markets and market-clearance 102 
7.1.2 Characteristics of the product market 105 
7.1.3 The nature of prices 109 
7.1.4 The nature of the labor market 110 
7.1.5 The nature of financial markets 113 

7.2 The New Keynesian Business Cycle Theory 116 
7.2.1 The menu cost model 117 



Contents vii 

7.2.2 Near-rationality 123 
7.3 New Keynesian Business Cycle Theory: 

An Assessment 124 
7.4 Coordination Failure Through a Multiplicity 

of Agents 128 
Conclusion 131 

PART III 
8 INTRODUCTION TO SELF-SUSTAINED CYCLES 139 

Introduction 139 
8.1 Linear and Nonlinear Differential Equations 140 
8.2 The Lienard Equation 144 

8.2.1 The laws of motion 144 
8.2.2 The Kipp oscillator 147 

8.3 Existence of Limit Cycles 149 
Conclusion 154 

9 THE KALDOR MODEL 152 
Introduction 152 
9.1 An Informal Statement of the Model 156 
9.2 The Chang-Smyth Reformulation 159 
9.3 Discussion 164 

Conclusion 165 

10 THE BENASSY MODEL 166 
Introduction 166 
10.1 Introduction to Non-Walrasian Analysis 167 

10.1.1 The Keynesian regime 168 
10.1.2 The classical regime 169 
10.1.3 Repressed inflation regime 169 
10.1.4 The fourth regime 169 
10.1.5 A taxonomy of regimes 169 

10.2 The Business Cycle Model 171 
10.2.1 The short-run equilibrium 172 
10.2.2 Dynamics and long-run equilibrium 176 

10.3 An Economic Interpretation of Equation (10.32) 182 
Conclusion 185 

11 THE GOODWIN GROWTH CYCLE MODEL 189 
Introduction 189 



viii Contents 

11.1 An Informal Statement 190 
11.2 A Formal Statement 190 

11.2.1 Derivations 192 
11.2.2 Existence of limit cycles 194 

11.3 A Numerical Illustration 199 
11.4 The Goodwin Model with Money and Prices 201 
11.5 An Assessment 206 

Conclusion 210 

12 GENERAL CONCLUSIONS 212 
12.1 The New Classical Approach 213 
12.2 The New Keynesian Approach 214 
12.3 Endogenous Cycle Models 216 

REFERENCES 219 

INDEX OF SUBJECTS 232 

INDEX OF NAMES 240 


