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Since we wrote the book, there have been a number of developments in macroeconomics. Remarkably 
this book copes with most of the current theories. The classical, Keynesian, Phillips curve and monetarist 
schools are all central to this book. Rational expectations, business cycles, rigidities, labour market 
failures, external influences and shocks are all within this book, even though it was written some time 
ago.  
 
The new classical school evolved. New classicists abandoned the monetarist belief that monetary policy 
could systematically impact the economy; instead and under the assumption of rational expectations, their 
model assumes that people make predictions based on the rational forecasts.  The Lucas (Robert E Lucas) 
critique argued that economic models based on empirical relationships between variables was unstable. 
They focussed on structure- and behaviour-based equilibrium models which they claimed would remedy 
these faults. Keynesian economists responded by building models with micro foundations grounded in 
stable theoretical relationships, and market impactions such sticky prices.  Most of this debate is and can 
be still analysed within the confines of the book. 
 
1980s onwards: Stanley Fischer showed how monetary policy could stabilize an economy even in a 
model with rational expectations. Then the real business cycle (RBC) theory (Finn E Kydland and 
Edward C Prescott) argued that business cycles could be explained entirely by the supply side and 
dismissed the need to explain business cycles with price shocks, market failure, price stickiness, 
uncertainty, and instability. Instead, Kydland and Prescott built models that explained business cycles 
with changes in technology and productivity. Whilst New Keynesians offered explanations for labour 
market failures. All this can still be studied with the frameworks and systems with our book.  
 
Not so the new consensus. By the late 1990s economists had reached a rough consensus. The rigidities of 
new Keynesian theory were combined with rational expectations and the real business cycle (RBC) 
methodology to produce dynamic stochastic general equilibrium (DSGE) models. The fusion of elements 
from different schools of thought has been dubbed the new neoclassical synthesis. DSGE models 
formulate hypotheses about the behaviours and preferences of firms and households. These models 
included a "stochastic" element created by shocks to the economy. These models are now a core part of 
contemporary macroeconomics. The DGSE model can be adapted to the macroeconomic models/systems 
in this book. So far so good.  
 
What is not implicitly included in the book are the new growth theories of the 1990s onwards. These 
began to focus on growth theories as demonstrated by the rapid rise of the booming Asian economies, the 
failure of many African economies to catch up, the slowdown in productivity growth in the United States 
prior to the technology boom of the 1990s. Unfortunately all this falls outside the scope of the book.  
 
Also not included in the book is an analysis of the Global Financial Crisis of 2007/8, though many of the 
policy prescriptions can be discussed in the book’s models and systems. Very few economists predicted 
the crisis, and, even afterwards, there was great disagreement on how to explain it. So the new synthesis 
consensus broke down as economists debated policy responses to deal with the deep recession. This led to 
more theorising as to bubble economics and disequilibrium analysis; and difficulties in clearing markets 
and the sticky prices syndrome. 
 
Two non-central hetero-orthodox theories developed. The First was Post Keynesian economics which saw 
the long run importance of money and eschewed market rigidities. The second was the Austrian school of 
economics developed by Friederich Hayek among others. Minimising state intervention, minimal control, 
and less state expenditure are advocated though their theoretical foundations are much more complex and 
are discussed within a long term review of business cycles. 
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