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Key Terms 

1. Laissez-Faire: A policy approach advocating minimal government intervention

in economic affairs, allowing markets to operate freely without interference.

2. Say's Law: The proposition that supply creates its own demand. In other

words, aggregate production generates an income that creates a demand for

goods and services.

3. Quantity Theory of Money: The theory that changes in the money supply lead

to proportionate changes in the price level. It forms the basis for classical

monetary theory.

4. Ricardian Equivalence: The idea that individuals are forward-looking and

understand the implications of government budget deficits, leading them to

adjust their behavior in anticipation of future tax burdens.

5. Flexible Prices and Wages: The belief that prices and wages adjust freely to

changes in supply and demand, ensuring that markets clear and the economy

operates at full employment in the long run.

6. Real-Balances Effect: Changes in the purchasing power of money affect

consumption and saving decisions, influencing aggregate demand and economic

activity.

7. Classical Aggregate Supply Curve: The long-run aggregate supply curve is

vertical at the full employment level of output, indicating that changes in

aggregate demand only affect the price level, not output.
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Key Terms 

1. Multiplier: The multiplier represents the ratio of the change in total output (GDP) to the

initial change in autonomous spending. It measures the amplification effect of changes in

spending on aggregate demand.

2. Marginal Propensity to Consume (MPC): The fraction of an additional unit of income

that households spend on consumption. The multiplier effect is determined by the MPC,

as higher MPC values lead to larger multiplier effects.

3. Marginal Propensity to Save (MPS): The fraction of an additional unit of income that

households save rather than spend on consumption. MPS is the complement of MPC (i.e.,

MPS = 1 - MPC).

4. Autonomous Spending: Components of aggregate spending that do not depend directly

on the level of income, such as investment, government spending, and exports.

Autonomous spending drives changes in aggregate demand and can trigger multiplier

effects.

5. Income Expenditure Model: A simple macroeconomic model that illustrates the

relationship between aggregate output (income) and aggregate spending (expenditure),

considering the multiplier effect of changes in autonomous spending.

6. Simple Keynesian Multiplier: The basic multiplier formula, which equals 1 divided by

the marginal propensity to save (1 / MPS) or the reciprocal of the marginal propensity to

consume (1 / MPC).

7. Fiscal Multiplier: The multiplier effect associated with changes in government spending

or taxation. The fiscal multiplier measures the impact of fiscal policy on aggregate

demand and economic output.

8. Investment Multiplier: A specific type of multiplier that focuses on the impact of

changes in investment spending on aggregate demand and output. It reflects the

sensitivity of the economy's output to changes in investment.

9. Government Spending Multiplier: The multiplier effect associated with changes in

government spending. The government spending multiplier captures the impact of

changes in government purchases of goods and services on aggregate demand and output.

10. Tax Multiplier: The multiplier effect associated with changes in taxation. The tax

multiplier measures the impact of changes in taxes on disposable income, consumption,

and aggregate demand.
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Key Terms 

1. Rational Expectations: The assumption that economic agents form expectations about

future variables based on all available information, including past data, current conditions,

and anticipated policy actions. These expectations are formed in a manner consistent with the

principles of rational decision-making.

2. Adaptive Expectations: A contrasting theory to rational expectations, where individuals

form expectations about the future based on past observations and adjust them over time as

new information becomes available. Adaptive expectations do not necessarily incorporate all

available information and may lead to systematic forecasting errors.

3. Unbiased Expectations: The assumption that individuals' expectations about future

economic variables are, on average, correct and do not exhibit systematic errors or biases

over time.

4. Policy Ineffectiveness Proposition: The idea that systematic attempts by policymakers to

exploit the Phillips curve trade-off between inflation and unemployment will be unsuccessful

in the long run if economic agents hold rational expectations. Rational agents anticipate

policymakers' actions and adjust their behavior accordingly, neutralizing the intended effects

of policy changes.

5. Lucas Critique: Named after economist Robert Lucas, the critique suggests that economic

models based on historical relationships may fail to accurately predict the effects of policy

changes if they do not account for individuals' rational responses to those changes. Policies

that work in one economic environment may not have the same effects when the environment

changes or when agents' expectations change.

6. New Classical Economics: A school of thought in macroeconomics that emphasizes the

importance of rational expectations and market efficiency. New classical economists argue

that markets are generally efficient, and government interventions are often ineffective or

counterproductive due to rational agents' anticipatory responses.

7. New Keynesian Economics: A synthesis of Keynesian economics with rational expectations

theory. New Keynesian economists recognize the importance of market imperfections and

nominal rigidities but incorporate rational expectations into their models to analyze the

effects of policy interventions and economic shocks.

8. Efficient Market Hypothesis (EMH): A theory in finance that posits that asset prices reflect

all available information, making it impossible to consistently outperform the market based

on publicly available information. The efficient market hypothesis is consistent with rational

expectations in financial markets.
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Key Terms 

1. Business Cycle: The periodic fluctuations in economic activity characterized by

alternating periods of expansion (boom) and contraction (recession or depression). The

business cycle represents the natural rhythm of economic growth and contraction in

market economies.

2. Expansion: A phase of the business cycle characterized by rising output, employment,

and income levels. During an expansion, economic activity typically accelerates, leading

to increased consumer and business confidence.

3. Peak: The highest point of economic activity during an expansionary phase. At the peak,

the economy operates at or near full capacity, with low unemployment and high levels

of production and spending.

4. Contraction: A phase of the business cycle characterized by declining output,

employment, and income levels. Contractionary periods are associated with falling

consumer and business confidence, leading to decreased spending and investment.

5. Recession: A significant and prolonged downturn in economic activity, typically

characterized by falling GDP, rising unemployment, and declining consumer and

business spending. A recession is often defined as two consecutive quarters of negative

GDP growth.

6. Depression: A severe and prolonged recession characterized by deep and widespread

economic hardship, including high unemployment, widespread business failures, and

significant declines in output and investment.

7. Trough: The lowest point of economic activity during a contractionary phase. At the

trough, the economy reaches its lowest levels of output and employment before

beginning to recover.

8. Recovery: A phase of the business cycle following a contraction, characterized by rising

output, employment, and income levels. During a recovery, economic activity begins to

pick up, and confidence returns, leading to increased spending and investment.

9. Leading Indicators: Economic indicators that tend to change before the overall

economy. Leading indicators, such as stock prices, consumer confidence, and business

investment, are used to forecast future economic trends and predict the onset of

recessions or recoveries.

4.1.6



Reference: 

1. Macro Economic Analysis- Edward Shapiro

2. Macro economic Theory and Policy-Micbael R. Edgamund

3. Macro economic Theory and Policy-William H. Branson

4. Macroeconomic-Robert L Crouct

5. Macroeconomic Theories- (Ed)- M.J.C. Surrey

6. Macroeconomic- Brueman

7. Macroeconomic Theory-Ackley

8. The Economics of Cycle and Growth-Stanley Bobber

9. Readings in Macroeconomic-(Ed)-Mueller

10. Keynesian Dynamics-K.K. Kurihara

11. The Economics of J.M. Keynes-D. Dillard

12. Inflation (Ed)-Ball and Doyel (Penguin)

13. On Keynesian Economics and the Economics of Keynes-Axel Leijonhufvud

14. The Economics Of Inflation-Trevithik & Mulvey

15. Money in a Theory of Finance-Gurley and Shaw

4.1.7





5.1.22 Key Words & Reference

















































































Key Terms 

1. Business Cycle: The periodic fluctuations in economic activity characterized by

alternating periods of expansion (boom) and contraction (recession or depression). The

business cycle represents the natural rhythm of economic growth and contraction in

market economies.

2. Expansion: A phase of the business cycle characterized by rising output, employment,

and income levels. During an expansion, economic activity typically accelerates, leading

to increased consumer and business confidence.

3. Peak: The highest point of economic activity during an expansionary phase. At the peak,

the economy operates at or near full capacity, with low unemployment and high levels

of production and spending.

4. Contraction: A phase of the business cycle characterized by declining output,

employment, and income levels. Contractionary periods are associated with falling

consumer and business confidence, leading to decreased spending and investment.

5. Recession: A significant and prolonged downturn in economic activity, typically

characterized by falling GDP, rising unemployment, and declining consumer and

business spending. A recession is often defined as two consecutive quarters of negative

GDP growth.

6. Depression: A severe and prolonged recession characterized by deep and widespread

economic hardship, including high unemployment, widespread business failures, and

significant declines in output and investment.

7. Trough: The lowest point of economic activity during a contractionary phase. At the

trough, the economy reaches its lowest levels of output and employment before

beginning to recover.

8. Recovery: A phase of the business cycle following a contraction, characterized by rising

output, employment, and income levels. During a recovery, economic activity begins to

pick up, and confidence returns, leading to increased spending and investment.

9. Leading Indicators: Economic indicators that tend to change before the overall

economy. Leading indicators, such as stock prices, consumer confidence, and business

investment, are used to forecast future economic trends and predict the onset of

recessions or recoveries.
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