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Ec111-Advanced Macroeconomic Theory II (Semester 2) 
Module 4:  Saving, finance and investment, monetary policy, financial systems, old and new classical real equilibrium economics, new Keynesian credit rationing models, and Post Keynesian investment theories. 

The module aims to present orthodox and heterodox approaches to the relation between saving, finance and investment. The first two lectures of the module focus on the fundamental assumptions of the old and new classical-rational expectations full employment equilibrium theories, in which saving causes investment, while money neutrality holds. In the third lecture we will concentrate on new Keynesian asymmetric information credit rationing models, in which finance and investment cause supply side failures and non-clearing markets. In the final lecture we will cover the Davidson’s contribution to the Post Keynesian theory, in which investment causes saving, while aggregate demand failures dispute the validity of Say’s law in a monetary production economy. The objective is to explore how factors such as money, uncertainty, the structure of financial system, income distribution, unemployment and the evolution of institutions are related to the role of saving and investment in macroeconomic performance, as well as the policy implications which stem from the orthodox and heterodox approaches. Integrating such matters into our analysis sheds strong new light on the pressing macroeconomic concerns of our time and in particular about the realism of major macroeconomic theories and their policy implications.

Readings
Copies of all important readings will be made available.

Lecture 1

Old and New Classical Theories of Saving and Investment

Barro, R.J. (1974) ‘Are Government Bonds Net Wealth?’, Journal of Political

Economy, November/December.

Barro, R.J. (1993) Macroeconomics. New York: John Wiley.

Barro, R.J. and Gordon, D.B. (1983) ‘A Positive Theory of Monetary Policy in a

Natural Rate Model’, Journal of Political Economy, July.

Baumol, W.J. (1999) ‘Say’s Law’, Journal of Economic Perspectives, Winter.

Begg, D.K.H. (1982) The Rational Expectations Revolution in Macroeconomics:

Theories and Evidence. Oxford: Philip Allan.

Blanchard, O.J. and Fischer, S. (1989) Lectures in Macroeconomics. MIT Press,

(Chapter 6).

Blanchard, O.J. (1984) ‘The Lucas Critique and the Volcker Deflation’, American

Economic Review, May.

Blanchard, O. J. (1997) ‘Is There a Core of Usable Macroeconomics?’, American


Economic Review, May.

Blinder, A.S. (1987) ‘Keynes after Lucas’, Eastern Economic Journal,

July/September.

Blinder, A.S. (1997) ‘Is There a Core of Usable Macroeconomics?’, American


Economic Review, May.

Buchanan, J. M. (1976) ‘Barro on the Ricardian Equivalence Theorem’ Journal of

Political Economy, April.

Dow, C.H. (1997) ‘Mainstream Economic Methodology’, Cambridge Journal of

Economics, 21. 

Friedman, M. (1957) A Theory of the Consumption Function. Princeton, NJ. Princeton

University Press.

Garegnani, P (1978) ‘Notes on consumption, investment and effective demand:

I’, Cambridge Journal of Economics, 2, 335-353.

Garegnani, P (1979) ‘Notes on consumption, investment and effective demand:

II’, Cambridge Journal of Economics, 3, 63-82.

Chirinko, R. (1993) ‘Business Fixed Investment Spending: Modelling Strategies,

Empirical Results, and Policy Implications’, Journal of Economic

Literature, Vol. XXXI.

Gilbert, E. and Michie, J. (1997) ‘New Classical Macroeconomic Theory and Fiscal

Rules: Some Methodological Problems’, Contribution to Political Economy,

16.

Davidson, P. (1978) ‘Why money matters: lessons from a half-century of monetary

 Theory’, Journal of Post Keynesian Economics, Vol. 1, No. 1.

Dillard, D. (1988) ‘The Barter Illusion in Classical and Neoclassical Economics’, 

Eastern Economic Journal, Vol. XIV, No. 4.

Friedman, M. (1968) ‘The Role of Monetary Policy’, American Economic Review,

March.

Hall, R. and Jorgenson, D. (1967) ‘Tax policy and investment behaviour’,

American Economic Review, Vol. 57.

Jorgenson, D. (1971) ‘Econometric Studies of Investment Behaviour: A Survey’,

Journal of Economic Literature, Vol. 9.

Lucas, R.E. (1972) ‘Expectations and the Neutrality of Money’, Journal of Economic

 Theory, April.

Lucas, R.E. (1996) ‘Nobel Lecture: Monetary Neutrality’, Journal of Political

Economy, August.

Modigliani, F. and Miller, M. (1958) ‘The Cost of Capital, Corporation Finance and

The Theory of Investment, American Economic Review, Vol. 48. 

Phelps, E. (1990) Seven Schools of Macroeconomic Thought. Clarendon Press

-Oxford.

Pollin, R. (ed.) (1997) The Macroeconomics of Saving, Finance and Investment. The

University of Michigan Press.

Romer, C.D. (2001) Advanced Macroeconomics, Second Edition, McGraw-Hill.

Romer, C.D. and Romer , D.H. (1994) ‘Monetary Policy Matters’, Journal of 

Monetary Economics, August.

Snowdon, B. and Vane, H. (2005) Modern Macroeconomics, Edward Elgar.

Solow, R. M. (1997) ‘Is There a Core of Usable Macroeconomics That We Should

All Believe In?’, American Economic Review, May.

Lecture 2

New Keynesian Credit Rationing Models

Akerlof, G.A. (1979) ‘The Case Against Conservative Macroeconomics’, Economics,

August.

Akerlof, G.A. (2002) ‘Behavioural Macroeconomics and Macroeconomic Behaviour’,

American Economic Review, June.  

Bernanke, B. and Gertlet, M. (1968) ‘Agency Costs, Collateral, and Business

Fluctuations’, Working Paper, No. 2015, National Bureau of Economic

Research.

Blinder, A. 1987, ‘Credit Rationing and Effective Supply Failures’, The Economic

Journal, 97.

Clarida, R., Gali, J. and Gertler, M. (1999) ‘The Science of Monetary Policy: A New 

Keynesian Perspective’, Journal of Economic Literature, December.  

Fazzari, S., Hubbard, G. & Petersen, P. (1988) ‘Financing Constraints and Corporate

Investment’, Brookings Papers on Economic Activity, 1.

Fazzari, S. and Variato, A.M. (1994) ‘Asymmetric information and Keynesian

theories of investment’, Journal of Post Keynesian Economics, Spring.

Gertler, M. (1988) ‘Financial Structure and Aggregate Economic Activity: An

Overview’, Journal of Money, Credit and Banking, Vol. 20. 

Greenwald, B. and Stiglitz, J. (1984) ‘Informational Imperfections in the Capital

Market and Macroeconomic Fluctuations’, American Economic Review,

Papers and Proceedings, Vol. 74.

Greenwald, B. and Stiglitz, J. (1987) ‘Keynesian, neo-Keynesian and new classical

Economics’, Oxford Economic Papers, Vol. 39.

Greenwald, B. and Stiglitz, J. (1988) ‘Examining Alternative Macroeconomic

Theories’, Brooking Papers on Economic Activity, 1.

Greenwald, B. and Stiglitz, J. (1989) ‘Toward a Theory of Rigidities’, American

Economic Review, Vol. 79.

Greenwald, B. and J. Stiglitz, (1989) ‘Financial Market Imperfections and Business

Cycles’, The Quarterly Journal of Economics, February. 

Gordon, R. J. (1990) ‘What is New Keynesian Economics?’, Journal of Economic

 Literature, September.

Jaffe, M. and T. Russell (1976) ‘Imperfect Information and Credit Rationing’, 

Quarterly Journal of Economics, November.

Mankiw, N.G. (1990) ‘A Quick Refresher Course in Macroeconomics’, Journal of

Economic Literature, December.

Mankiw, N.G. and Romer, C.D. (eds) (1991) New Keynesian Economics. Cambridge,

MA: MIT Press

Romer, C.D. (1993) ‘The New Keynesian Synthesis’, Journal of Economic

Perspectives, Winter.

Stiglitz, J. (1988) ‘Money, Credit and Business Fluctuations’, Economic Record,

December.

Stiglitz, J. (1992) ‘Capital Markets and Economic Fluctuations in Capitalist

Economies’, European Economic Review, Vol. 36.

Stiglitz, J. (1999) ‘Towards a General Theory of Wage and Price Rigidities and

Economic Fluctuations’, American Economic Review, May.

Stiglitz, J. (2002) ‘Information and Change in the Paradigm in Economics’, American

Economic Review, June.

Stiglitz, J. and Weiss, A. (1981) ‘Credit Rationing in Markets with Imperfect

Information’, American Economic Review, Vol. 71.

Lecture 3

Post Keynesian Theories of Saving, Finance and Investment  

Arestis, P. (1990) ‘Post-Keynesianism: a new approach to economics’, Review of
 Social Economy, XLVIII (3).
Arestis, P. (1992) The Post-Keynesian Approach to Economics. Aldershot: Edward


Elgar.
Arestis, P. (1996) ‘Post Keynesian Economics: Towards Coherence’, Cambridge

 Journal of Economics, January.

Chick, V. (1995) ‘Is There a Case for Post Keynesian Economics?’, Scottish Journal

of Political Economy, February.

Davidson, P. (1978) Money and the Real World. London: Macmillan.

Davidson, P (1981) ‘Post-Keynesian Economics: Solving the Crisis in Economic

Theory’, in Bell, D. and Kristol. I (eds.) The Crisis in Economic Theory. New

York: Basic Books. 

Davidson, P. (1991a) Controversies in Post Keynesian Economics. Aldershot:

Edward Elgar.

Davidson, P. (1991b) ‘Is Probability Theory Relevant for Uncertainty? A Post

Keynesian Perspective’, Journal of Economic Perspective, Winter.

Davidson, P. (1994) Post-Keynesian Macroeconomic Theory. Aldershot: Edward

Elgar.

Davidson, P. (2002) Financial Markets, Money  and the Real World.

Cheltenham:Edward Elgar.
Davidson, P. (1980) ‘The Dual-Faceted Nature of the Keynesian Revolution’, 

Journal of Post Keynesian Economics, Spring 2(3).

Davidson, P. (1984) ‘Reviving Keynes’s revolution’ Journal of Post Keynesian 

Economics, Summer, VI (4).

Davidson, P. and Smolensky, E. (1964) Aggregate Supply and Demand Analysis. New

York: Harper and Row.

Dow, S. (1990) ‘Post Keynesianism as Political Economy: A Methodological

Discussion’, Review of Political Economy, 2.

Dow, S (1991) ‘Post Keynesian Methodology’, in Holt, R and Pressman, S (eds) 

A New Guide of Post-
Keynesian Economics, London: Routledge.

Dow, S. (1996) The Methodology of Macroeconomic Thought. Cheltenham: Edward

Elgar.

Eichner, A. and Kregel, J. A. (1975) ‘An essay on Post-Keynesian theory: a new

paradigm in economics’, Journal of Economic Literature, 3(4).

Fazzari, S. and Mott, T. (1986-87) ‘The investment theories of Kalecki and Keynes:

An empirical study of firm data, 1970-1982’, Journal of Post Keynesian

Economics, Vol. IX.

Fazzari, S. (1993) ‘Monetary Policy, Financial Structure and Investment’, in Dymski,

G., G. Esptein & R. Pollin (eds) Transforming the US Financial System,

Economic Policy Institute, (New York, M.E. Sharpe).

Galbraith, J.K. (1978) ‘On Post-Keynesian Economics’, Journal of Post Keynesian 


Economics, Vol. 1.  
Hamouda, O.F. and Harcourt, G.C (1988) ‘Post-Keynesianism: From Criticism to

Coherence’, in Pheby, J. (ed.) New Directions in Post-Keynesian Economics.

London: Macmillan.

Kalecki, M. (1971) Selected Essays on the Dynamics of the Capitalist Economy. 

Cambridge: Cambridge University Press.

Keynes, J.M. (1936) The General Theory of Employment, Interest and Money.

Cambridge: Macmillan and Cambridge University Press,1991.

Keynes, J.M. (1937a) Alternative Theories of the Rate of Interest, The Economic

Journal, June.

Keynes, J.M. (1937b) The Ex-Ante Theory of the Rate of Interest, The Economic

Journal, December.

Lawson, T. (1994) ‘The Nature of Post Keynesianism and its Links to Other

Traditions: A Realist Perspective’, Journal of Post Keynesian Economics,

16(4):503-538. 

Minsky, H. (1977) ‘A Theory of Systemic Fragility’, in Altman, E.I and Sametz,

A.W. (eds.), Financial Crises: Institutions and Markets in a Fragile

Environment. A Wiley-Interscience Publication.

Minsky, H. (1982a) ‘The Financial-instability hypothesis: capitalist processes and the

behaviour of the economy’, in Kindleberger, Ch. and Laffargue, J. P. (eds.)

       Financial Crises: Theory, History, and Policy. Cambridge: Cambridge   

    University Press. 

Minsky, H. (1982b) Inflation, Recession and Economic Policy. New York: Whetsheaf 


    Books.

Minsky, H. (1986) Stabilizing an Unstable Economy. Yale University Press.

Minsky, H. (1992) ‘The Financial Instability Hypothesis’, The Jerome Levy

Economics Institute of Bard College, Working Paper, No. 74.

Pollin, R. (1997) (ed.) The Macroeconomics of Saving, Finance and Investment. The

University of Michigan Press.

Shapino, N. (1977) ‘The Revolutionary Character of Post-Keynesian Economics’,

Journal of Economic Issues, XI(3): 541-560.

van Ees, H., Kuper, G. & Sterken, E. (1997) ‘Investment, finance and the business

cycle: evidence from the Dutch manufacturing sector’, Cambridge Journal of

Economics, Vol. 21.
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