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MODULE I : ISLM MODEL

• Goods market equilibrium using IS curve -

derivation and shifts

• Money market equilibrium using LM curve -

derivation and shifts

• Equilibrium using IS and LM.



The driving principle behind laissez-faire, a

French term that translates as "leave alone"

(literally, "let you do"), is that the less the

government is involved in the economy, the better

off business will be — and by extension, society

as a whole.

Laissez-faire – Classical Schools Of Thought



Alvin Harvey Hansen, one 

of the leading 

American economists from 

the 1930s to the 1960s, 

often referred to as "the 

American Keynes.“

He was largely responsible 

for the popularization of 

Keynesian economics in 

the United States and 
Canada.



In 1972 John Hicks (British 
economist) and Kenneth 

Arrow jointly received the Nobel 
Prize for economics “for their 

pioneering contributions to general 
economic equilibrium theory and 

welfare theory.”

IS-LM model



• Inflation–Types of Inflation – Headline and core inflation

• Measurement of inflation in India – WPI – CPI – PPI - GDP deflator.

• Effects of inflation- Sacrifice ratio

• Theories of inflation - Demand-pull versus cost-push inflation

• Measures to control inflation.

• Unemployment – Types of unemployment- Measurement of unemployment

• Cost of unemployment and Okun’s law.

• Phillips curve – Short Run and Long run Phillips curve

• Stagflation of 1970s - reasons NAIRU.

MODULE II: THEORIES OF INFLATION AND UNEMPLOYMENT



Non-accelerating inflation rate of unemployment (NAIRU) is a

theoretical level of unemployment below which inflation would

be expected to rise. It was first introduced as NIRU (non-

inflationary rate of unemployment) by Franco

Modigliani and Lucas Papademos in 1975, as an improvement

over the "natural rate of unemployment" concept, which was

proposed earlier by Milton Friedman.

NAIRU

https://en.wikipedia.org/wiki/Unemployment
https://en.wikipedia.org/wiki/Inflation
https://en.wikipedia.org/wiki/Franco_Modigliani
https://en.wikipedia.org/wiki/Lucas_Papademos
https://en.wikipedia.org/wiki/Natural_rate_of_unemployment
https://en.wikipedia.org/wiki/Milton_Friedman


Milton Friedman was 

an American 

economist who 

received the 1976 

Nobel Memorial Prize 

in Economic Sciences 

for his research on 

consumption 

analysis, monetary 

history and theory 

and the complexity of 
stabilization policy.



The sacrifice ratio is an economic ratio that

measures the effect of rising and falling inflation on

a country's total production and output. Costs are

associated with the slowing of economic output in

response to a drop in inflation.

Sacrifice Ratio



MODULE III: SHORT RUN ANALYSIS 

• Business Cycles – Phases

• Theories of trade cycles - Hawtrey’s theory - Hayek’s

theory - Keynesian theory

• Monetarist interpretation of trade cycles

• Contra - cyclical policy measures

• Monetary, fiscal, and incomes policy - Meaning and

Instruments.



• Fiscal policy – tools - effectiveness

• Monetary policy – tools - effectiveness

• Interaction between fiscal and monetary policy.

• Unconventional Monetary Policy - Quantitative easing -

Transmission mechanism.

• Great recession of 2008 and use of monetary & fiscal policy.

MODULE IV: FISCAL AND MONETARY POLICY 



FISCAL POLICY TOOLS

• Taxes (Public revenue) 

• Spending (Public expenditure)  

• Borrowing (Public debt)

• Budget 







William Phillips (1914-1975)

New Zealand economist

Phillips curve



• Edward Shapiro – ‘Macro economics’

• Richard T. Froyen – ‘Macro economics’ 

• Gregory Mankiw, Principles of  Macroeconomics  

• Dornbusch, Fischer and Startz - MacroEconomics

Suggested Readings



Arthur Melvin Okun was an 

American economist.

It shows the relationship that 

states that for every 1% 

increase in the unemployment 

rate, a country's GDP will be 

roughly an additional 2% 

lower than its potential GDP.

Arthur Melvin Okun

https://en.wikipedia.org/wiki/Unemployment_rate
https://en.wikipedia.org/wiki/Gross_Domestic_Product
https://en.wikipedia.org/wiki/Potential_GDP


According 

to Hawtrey, 

“The trade cycle is 

a purely monetary 

phenomenon 

because general 

demand is itself a 

monetary 
phenomenon.”



F. A. Hayek, was an Austrian-

British economist and philos

opher who is best known for 

his defence of classical 

liberalism. Hayek shared the 

1974 Nobel Memorial Prize in 

Economic 

Sciences with Gunnar 

Myrdal for his "pioneering 

work in the theory of 

money and economic 
fluctuations

https://en.wikipedia.org/wiki/Economist
https://en.wikipedia.org/wiki/Philosopher
https://en.wikipedia.org/wiki/Classical_liberalism
https://en.wikipedia.org/wiki/Nobel_Memorial_Prize_in_Economic_Sciences
https://en.wikipedia.org/wiki/Gunnar_Myrdal
https://en.wikipedia.org/wiki/Monetary_economics
https://en.wikipedia.org/wiki/Business_cycle

