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PREFACE 

Punyashlok Ahilyadevi Holkar Solapur University Solapur's Board of 

Studies in Economics is introduced a Macro Economic Analysis subject 

from June 2021-22 for MA II Economics Class.  

This is the Compulsory subject for the students. I'm very happy to be 

this book is useful for this students.  

In this book in Semester III Chapters are National Income Accounting, 

Consumption function and Investment function, Money supply, 

Demand for Money. In Semester IV Chapters are Post Kensyian 

Demand for Supply, Macro Economics is in an open Economy, Theory 

of Inflation, New classical Macro Economics.  

In a book many photos and references are including. Many references 

are used for the book writing. I'm thankful to be all authors. 

 

Dr. Shashikant Bharat Shinde



 

 

 

 

Dedication 

 

Prof. D. R. Gadgil 



 

 

Acknowledgement 

I'm very thankful to the my parents, family members and friends. They 

are cooperate me and give me the inspiration from time to time.  

I'm thankful to the my Research guide Prof. Dr. G. S. Kamble, Prof. Dr. 

Santosh Kadam, Dr. S. L. Patil, Prof. Dr. B. H. Damji, Prof. Dr. D. S. 

Bagade, Prof. Dr. Sangram Chavan, Dr. Prakash Vhankade, Prof. Dr. R. 

K. Patil etc. 

I'm thankful to the my college colleague's Prof. Dr. S. D. Pawar, Prof. 

Dr. A. B. Kadam, Dr. K. K. Sathe, Dr. S. V. Yadav, Dr. R. C. Shinde, 

Dr. Shriram Vaidya etc.  

I'm thankful to my college I/C. Principal Prof. Dr. A. B.  Shaikh, College 

Librarian Mr. Rahul Kulkarni, Assistant Librarian Mr. Hanumant 

Ghavate and other library staff.  

      Dr. Shashikant Bharat Shinde



 

 

 

INDEX 

SEMESTER - 3 .......................................................................................... 1 

Chapter 1: National Income Accounting .................................................. 1 

1.1 Circular Flow of National Income: ......................................................... 1 

1.2 Different Types of National Income Accounting, Input-Output 

Accounting, Fund Accounting, And Balance of Payments Accounting: ..... 18 

1.2.1 Balance of Payments Accounting: .......................................... 23 

Chapter 2: Consumption Function and Investment Function ............... 26 

2.1 Keynes' Psychological Law of Consumption: ....................................... 26 

2.1.1 Keynes' Psychological Law of Consumption Function: .......... 26 

2.1.2 Important Conclusions of Keynes' Psychological Law of 

Consumption Function: ................................................................... 28 

2.1.3 Implications of the Psychological Law of Consumption: ........ 30 

2.1.4 Short-Run and Long-Run Consumption Function: .................. 30 

2.2 Income Consumption Relationship:...................................................... 32 

2.2.1 Absolute Income Hypothesis: ................................................. 33 

2.2.2 Life-Cycle Hypothesis: ........................................................... 34 

2.2.3 Permanent Income Hypothesis: .............................................. 37 

2.3 Investment Function:............................................................................ 40 

2.3.1 The Multiplier: ....................................................................... 42 

2.3.2 Limitations or Leakages of Multiplier: ................................... 43 

2.3.3 The Concept of Super Multiplier: ........................................... 44 

Chapter 3: Money Supply ....................................................................... 45 

3.1 Constituents of Money Supply: ............................................................ 45 

3.1.1 The Determinants of Money Supply: ...................................... 46 

3.2 Definition of Money Supply: ............................................................... 51 

3.2.1 High-Powered money and the money multiplier: .................... 56 

3.3 Budget Deficit:..................................................................................... 68 

3.4 Money Supply:..................................................................................... 72 



 

 

Chapter 4: Demand for Money .............................................................. 81 

4.1 Concept of Money Demand: ................................................................ 81 

4.1.1 Classical Theory of Money Demand: ..................................... 84 

4.1.2 Quantity Theory of Money – Cash Balance Approach: .......... 93 

4.2 Demand for Money and Keynes’ Liquidity Preference Theory: ........... 98 

4.3 The IS - LM Model: ...........................................................................102 

SEMESTER - 4 ......................................................................................119 

Chapter 1: Post Keynesian Demand for Supply ...................................120 

1.1 Post- Keynesian Approach to Demand for Money: .............................120 

1.1.1 Introduction: .........................................................................120 

1.1.2 Why Post Keynesian: ............................................................121 

1.1.3 Money: .................................................................................122 

1.1.4 Transaction Demand for Money: ..........................................123 

1.1.5 Why Is Money Demanded? ..................................................125 

1.1.6 The Determinants of the Demand for Money: .......................126 

1.1.7 Here Are a Few of the Model's Drawbacks: ..........................132 

1.2 Patinkin and Real Balance Effect: ......................................................132 

1.2.1 Criticisms of Patinkin Analysis of the Real Balance Effect: ..139 

1.3 Friedman and The Modern Quantity Theory: .....................................139 

1.3.1 Introduction: .........................................................................139 

1.3.2 Explanation of Modern Quantity Theory of Money (QTM): .140 

1.4 Crises in Keynesian and The Revival of Monetarism: ........................146 

Chapter 2: Macro Economics in an Open Economy ............................149 

2.1 Mundell Fleming Model: ....................................................................149 

2.1.1 Main Message of Mundell-Fleming Model: ..........................153 

2.2 Asset Markets, Expectations to Exchange Rate: .................................159 

2.2.1 Introduction: .........................................................................159 

2.2.2 Exchange Rate Determination Using the Asset Market 

Approach: .....................................................................................160 

2.3 Monetary Approach to Balance of Payment: ......................................168 

2.3.1 Monetary Approach Assumptions: ........................................179 

 



 

 

Chapter 3: Theory of Inflation .............................................................. 183 

3.1 Classical, Keynesian and Monetarist Approaches to Inflation ............ 183 

3.2 Philips Curve Analysis – Short-Run and Long-Run Phillips Curve, 

Tobin’s Modified Phillips Curve. ............................................................. 188 

3.2.1 The Long-Run Phillips Curve: .............................................. 191 

3.2.2 The Phillips Curve in The Short Term: ................................. 191 

3.2.3 Tobin’s Modified Phillips Curve: ......................................... 193 

3.3 Samuelson and Solow's Hypothesis About 'The Natural Rate of 

Unemployment': ...................................................................................... 194 

3.4 Policies to Control Inflation: .............................................................. 196 

3.4.1 In-Depth Discussion of Measures to Combat Inflation: ........ 196 

Chapter 4: New Classical Macro Economics ........................................ 199 

4.1 The New Classical Critique of Macro Economics: ............................. 199 

4.1.1 The General Differences in Perspective: ............................... 200 

4.1.2 Current Policy Discussions: .................................................. 201 

4.1.3 Temporary Tax Cuts for the Middle Class: ........................... 202 

4.1.4 On-Again-Off-Again Investment Tax Credits: ...................... 203 

4.1.5 Investment and the Middle-Class Tax Cut: ........................... 204 

4.1.6 Monetary Policy and Macroeconomic Activity: .................... 204 

4.2 The New Classical Approach: - .......................................................... 205 

4.2.1 Introduction: ......................................................................... 205 

4.3 Policy Implications of New Classical Macroeconomics ..................... 214 

4.3.1 There are a variety of policy consequences to the new 'classical 

macroeconomics' that are outlined below: ..................................... 214 

4.3.2 Criticisms of New Classical Macroeconomics: ..................... 216 

Bibliography ........................................................................................... 219 

 

 



 

 

 


