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INTRODUCTION TO THE SERIES

The aim of the Handbooks in Economics series is to produce Handbooks for various
branches of economics, each of which is a definitive source, reference, and teaching
supplement for use by professional researchers and advanced graduate students. Each
Handbook provides self-contained surveys of the current state of a branch of economics
in the form of chapters prepared by leading specialists on various aspects of this branch of
economics. These surveys summarize not only received results but also newer develop-
ments, from recent journal articles and discussion papers. Some original material is also
included, but the main goal is to provide comprehensive and accessible surveys. The
Handbooks are intended to provide not only useful reference volumes for professional
collections but also possible supplementary readings for advanced courses for graduate
students in economics.

Kenneth J. Arrow and Michael D. Intriligator
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PREFACE

This Handbook aims to survey the state of knowledge and major advances during the past
two decades in the field of macroeconomics. It covers empirical, theoretical, methodo-
logical, and policy issues, including fiscal, monetary, and regulatory policies to deal with
unemployment, economic growth, and crises, taking account of research developments
before, during, and after the global financial crisis of 2007-2009. It can serve as a textbook
and as an introduction to frontier research.

THE STATE OF MACRO, THE FINANCIAL CRISIS, AND NEW CURRENTS

The Handbook displays an amazing range of new and different ideas. There are neoclas-
sical chapters on real business cycles and there are new Keynesian chapters on monetary
business cycles. There are also chapters extending well beyond traditional macro, includ-
ing the macroeconomics of the family, natural experiments, environmental issues, time
allocation, and the fast moving areas of the connection between financial and real factors,
incomplete markets, incomplete contracts, heterogeneous agents, and recursive contracts.
There are also treatments of macroprudential policies, the impact of fiscal policy at the
zero lower bound on interest rates, the fiscal theory of the price level, and the political
economy of bailouts and debt. And there are chapters essential for research on the latest
estimation and solution techniques (in continuous and discrete time), as well as encyclo-
pedic reviews of the key facts of economic growth and economic fluctuations both at the
aggregate and individual level.

A widely debated question for macroeconomics is whether the 2007—2009 financial
crisis demonstrated a failure of the field or whether there was a failure of policy to follow
the advice implied by the field. The chapters in the Handbook written by active and
experienced researchers in macroeconomics can help answer that question in ways that
informal policy debates cannot, and we hope that this is an important contribution of the
Handbook.

There is no question that the field of macroeconomics has continued to progress
enormously since the advent of rational expectations, microeconomic foundations,
dynamic optimization, and general equilibrium models. Using this paradigm
macroeconomists—before and after the financial crisis—have been able to introduce
real-world rigidities in price setting, learning, incomplete markets, and financial frictions.

Since the global financial crisis and the Great Recession, some view a lack of financial
frictions in macroeconomic models as an indication of failure, and of course there is much
in this new Handbook on financial frictions and the financial sector more generally in
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macro models. But the 1999 Handbook already included work on financial frictions as
evidenced by the chapter written by Ben Bernanke, Mark Gertler, and Simon Gilchrist.
And an important finding reported in the chapter in this Handbook by Jesper Linde, Frank
Smets, and Raf Wouters is that when more financial factors are added to macro models
used at central banks, they do not help that much in explaining the financial crisis.

SUMMARY

The 33 chapters of the Handbook are divided into five sections. Each chapter starts with a
short summary written by its authors, and reading these is the best way to understand
what is in the Handbook. This short summary of the whole book shows how the chapters
are organized and fit together.

Section 1, The Facts of Economic Growth and Economic Fluctuation, starts oft with exam-
ination of the fundamental facts upon which macroeconomic theories are built and with
which they must be consistent. It covers both the long run—going back 100 years—and
the short run—tracing how shocks impact and propagate over time and how changes in
policy regimes or rules affect economic fluctuations. Emphasizing microeconomic
underpinnings, the chapters in this section look at the time allocation by people and fam-
ilies, the impact of longer decisions take on debt or purchases houses, the way wage deci-
sions affect the allocation of labor, and the historical impact of financial and fiscal crises.

Section 2 tocuses The Methodology of Macroeconomics. It covers factor models, structural
VARs, solution methods, estimation of DSGE models, recursive contracts, endogenously
incomplete markets, heterogeneous agents, natural experiments, the use of “wedges” as
accounting framework for business cycle models, incomplete information, coordination
frictions, and comprehensive methods of comparing models and achieving robustness.

Section 3, Financial-Real Connections, covers bank runs, the real effects of financial crises,
credit markets, booms and busts, the central role of the housing market, and quantitative
models of sovereign debt crises. It also shows different ways to connect the real and the
financial sector including through continuous-time methods and models of the term
structure of uncertainty.

Section 4, Models of Economic Growth and Fluctuations, covers several approaches to
modeling the economy, including neoclassical or real business cycle models and staggered
wage and price models or other rigidities that can explain slow recoveries and long slums.
It takes a macroeconomic perspective on environmental issues as well as family decisions.

Section 5, Macroeconomic Policy, contains a thorough review of models used by central
banks for conducting monetary policy, the analysis of regulatory policy including
liquidity requirements, the fiscal theory of the price level, fiscal multipliers, liquidity
traps, currency unions, and the technical sustainability vs the political economy of
government debt.

John B. Taylor
Harald Uhlig
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