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Abstract: This article explores the core tenets of Real Business Cycle (RBC) theory, focusing on its
explanation of recessions. According to real business cycle theory, recessions are caused by negative shocks
to the economy's productive capacity, primarily technological shocks. We will delve into the mechanisms
through which these shocks propagate through the economy, impacting employment, output, and
investment. Furthermore, we will examine critiques of the RBC model and discuss alternative

perspectives that incorporate monetary and financial factors.

Introduction: Understanding the causes of economic recessions is a central challenge in macroeconomics.
While Keynesian models emphasize the role of aggregate demand failures, Real Business Cycle (RBC)
theory offers a contrasting perspective. According to real business cycle theory, recessions are caused by
real, supply-side shocks that affect the economy's productive capacity. This article will provide a

comprehensive overview of the RBC approach, analyzing its strengths, weaknesses, and implications for

policy.
The Core of RBC Theory: Technological Shocks as the Primary Driver

At the heart of RBC theory lies the concept of technological shocks. According to real business cycle theory,
recessions are caused by unexpected negative changes in technology, productivity, or resource availability.
These shocks can manifest in various forms: a decline in total factor productivity (TFP), an unexpected
increase in the price of raw materials, or a natural disaster disrupting production. These shocks directly

reduce the economy's potential output.

The impact of a negative technological shock is not limited to a simple reduction in output. According to



real business cycle theory, recessions are caused by a complex interplay of factors triggered by this initial
shock. Workers may face temporary unemployment as firms adjust to the new, lower level of
productivity. Investment may fall as firms postpone capital expenditures due to reduced profitability.

Consumption may also decline as households respond to lower incomes and uncertainty about the future.

The Role of Intertemporal Optimization and Rational Expectations

RBC models assume that individuals and firms are rational actors who optimize their decisions over time.
Households maximize their lifetime utility, considering current and future consumption. Firms maximize
profits, taking into account current and expected future conditions. This assumption of rational expectations

implies that economic agents form their expectations about the future based on all available information.

According to real business cycle theory, recessions are caused not only by the initial shock but also by the
rational responses of individuals and firms to that shock. For instance, if a negative technological shock leads
to lower wages, workers may choose to reduce their labor supply, exacerbating the decline in output.

Similarly, firms may postpone investment, further reducing the capital stock and hindering future growth.

Other Real Factors Contributing to Recessions According to RBC Theory

‘While technological shocks are the primary focus, RBC theory acknowledges other real factors that can

contribute to recessions. These include:

Government policy shocks: Unexpected changes in government spending or taxation can affect aggregate
demand and supply, influencing output and employment.

Natural resource shocks: Changes in the availability or price of crucial natural resources, such as oil or
minerals, can significantly impact production and economic activity. According to real business cycle
theory, recessions are caused, in part, by these disruptions to resource availability.

Changes in labor supply: Demographic shifts or changes in labor market participation rates can influence the

economy's productive capacity.

Criticisms of RBC Theory

Despite its appeal, RBC theory has faced significant criticism. Some key criticisms include:

Limited role of monetary policy: RBC models traditionally downplay the role of monetary policy in
influencing the business cycle. This contrasts sharply with Keynesian models, which emphasize the
importance of monetary policy in stabilizing the economy.

Overemphasis on technology shocks: Critics argue that technological shocks alone cannot fully explain the
observed volatility of macroeconomic variables, particularly the persistence of recessions.

Assumption of rational expectations: The assumption of perfect rationality and perfect foresight is a strong

simplification that may not accurately reflect real-world behavior.

Alternative Perspectives and Incorporating Financial Factors



In recent years, RBC models have been extended to incorporate financial frictions and other factors that
were previously ignored. These newer models recognize that financial crises can amplify real shocks and
lead to deeper and more persistent recessions. They also acknowledge the role of monetary policy in

mitigating the impact of real shocks.

Conclusion:

According to real business cycle theory, recessions are caused by negative shocks to the economy's real
productive capacity, primarily technological shocks. While the RBC framework offers valuable insights into
the workings of the economy, it is important to acknowledge its limitations. Incorporating financial factors
and relaxing some of the strong assumptions of the basic model are crucial steps towards building more

realistic and comprehensive models of the business cycle.

FAQs:

1. What is the main difference between RBC theory and Keynesian economics in explaining
recessions? RBC theory attributes recessions to supply-side shocks, while Keynesian economics

emphasizes demand-side failures.

1. How does RBC theory explain unemployment during recessions? RBC theory explains
unemployment as a result of workers rationally choosing to reduce their labor supply in response to

lower wages and uncertainty.

1. What are some examples of technological shocks that could cause a recession according to RBC
theory? A sudden decline in TFP, a major technological failure impacting production, or a significant

increase in the cost of essential inputs.

1. Does RBC theory advocate for government intervention during recessions? Traditional RBC theory
suggests limited government intervention, as recessions are viewed as temporary adjustments to real

shocks. However, some extended models suggest a role for policy in mitigating the impact of shocks.



1. What are the limitations of the rational expectations assumption in RBC models? The assumption of
perfect rationality and foresight may not reflect real-world behavior, leading to inaccurate

predictions in some situations.

1. How has the inclusion of financial factors changed RBC theory? The incorporation of financial
frictions has made RBC models more realistic by acknowledging how financial crises can amplify real

shocks and prolong recessions.

1. What is the role of monetary policy in RBC theory? Traditional RBC models downplayed the role of
monetary policy. However, newer models are incorporating it to a greater extent, recognizing its

potential influence on output and employment during real shocks.

1. What is total factor productivity (TFP), and why is it important in RBC theory? TFP measures the
efficiency with which inputs are transformed into outputs. Changes in TFP represent technological

shocks, a central driver of recessions in RBC models.

1. How does RBC theory differ from other business cycle theories, such as the Austrian school? While
both emphasize real factors, RBC theory uses formal mathematical models, while the Austrian school

relies more on qualitative analysis and emphasizes the role of malinvestment.

Related Articles:

1. "Real Business Cycles: A Survey" (Presents a comprehensive overview of RBC theory and its

evolution).

2. "Technological Shocks and the Business Cycle" (Examines the empirical evidence for the role of

technology in driving business cycles).

3. "The Role of Monetary Policy in RBC Models" (Explores the incorporation of monetary policy into

modern RBC frameworks).



4. "Financial Frictions and Real Business Cycles" (Discusses the impact of financial factors on RBC

models).

5. "RBC Theory and the Great Recession" (Analyzes the ability of RBC models to explain the 2008

financial crisis).

6. "Comparing RBC and Keynesian Models of the Business Cycle" (Provides a comparative analysis of

the two dominant schools of thought).

7. "Empirical Evidence for Real Business Cycle Theory" (Reviews the empirical support for and against
the RBC framework).

8. "The Role of Expectations in Real Business Cycle Theory" (Explores the importance of rational

expectations in driving economic fluctuations).

9. "Policy Implications of Real Business Cycle Theory" (Discusses the policy recommendations derived

from RBC models, focusing on the limitations of government intervention).

according to real business cycle theory recessions are caused by: Hysteresis and

Business Cycles Ms.Valerie Cerra, A. Fatas, Ms.Sweta Chaman Saxena, 2020-05-29 Traditionally,
economic growth and business cycles have been treated independently. However, the dependence of
GDP levels on its history of shocks, what economists refer to as “hysteresis,” argues for unifying the
analysis of growth and cycles. In this paper, we review the recent empirical and theoretical
literature that motivate this paradigm shift. The renewed interest in hysteresis has been sparked by
the persistence of the Global Financial Crisis and fears of a slow recovery from the Covid-19 crisis.
The findings of the recent literature have far-reaching conceptual and policy implications. In
recessions, monetary and fiscal policies need to be more active to avoid the permanent scars of a
downturn. And in good times, running a high-pressure economy could have permanent positive
effects.

according to real business cycle theory recessions are caused by: Modern Business
Cycle Theory Robert J. Barro, 1989 The new classical approach to macroeconomics, which assumes
that people gather and use economic information efficiently, has been the most important theoretical
advance since the Keynesian revolution of the 1930s. This book surveys the major contributions of
the second generation of proponents of the new classical approach, emphasizing real business cycle
theories and applying them to a variety of phenomena. The chapters include expositions of growth
theory, real models of business fluctuations, the informational role of prices, consumption, fiscal
policy, rules versus discretion in monetary policy, time consistency and policy, and monetary models.
Although the chapters are aimed at advanced undergraduate- and graduate-level students, they will
also be of interest to researchers who are looking for a compact and original exposition of the new
classical macroeconomics.

according to real business cycle theory recessions are caused by: What Happens During
Recessions, Crunches and Busts? Mr.Ayhan Kose, Mr.Stijn Claessens, Mr.Marco Terrones,
2008-12-01 We provide a comprehensive empirical characterization of the linkages between key
macroeconomic and financial variables around business and financial cycles for 21 OECD countries




over the period 1960-2007. In particular, we analyze the implications of 122 recessions, 112 (28)
credit contraction (crunch) episodes, 114 (28) episodes of house price declines (busts), 234 (58)
episodes of equity price declines (busts) and their various overlaps in these countries over the
sample period. Our results indicate that interactions between macroeconomic and financial variables
can play major roles in determining the severity and duration of recessions. Specifically, we find
evidence that recessions associated with credit crunches and house price busts tend to be deeper
and longer than other recessions. JEL Classification Numbers: E32; E44; E51; F42

according to real business cycle theory recessions are caused by: Business Cycles Victor
Zarnowitz, 2007-11-01 This volume presents the most complete collection available of the work of
Victor Zarnowitz, a leader in the study of business cycles, growth, inflation, and forecasting.. With
characteristic insight, Zarnowitz examines theories of the business cycle, including Keynesian and
monetary theories and more recent rational expectation and real business cycle theories. He also
measures trends and cycles in economic activity; evaluates the performance of leading indicators
and their composite measures; surveys forecasting tools and performance of business and academic
economists; discusses historical changes in the nature and sources of business cycles; and analyzes
how successfully forecasting firms and economists predict such key economic variables as interest
rates and inflation.

according to real business cycle theory recessions are caused by: Frontiers of Business
Cycle Research Thomas F. Cooley, 1995-02-26 This introduction to modern business cycle theory
uses a neoclassical growth framework to study the economic fluctuations associated with the
business cycle. Presenting advances in dynamic economic theory and computational methods, it
applies concepts to t

according to real business cycle theory recessions are caused by: The American
Business Cycle Robert ]J. Gordon, 2007-11-01 In recent decades the American economy has
experienced the worst peace-time inflation in its history and the highest unemployment rate since
the Great Depression. These circumstances have prompted renewed interest in the concept of
business cycles, which Joseph Schumpeter suggested are like the beat of the heart, of the essence of
the organism that displays them. In The American Business Cycle, some of the most prominent
macroeconomics in the United States focuses on the questions, To what extent are business cycles
propelled by external shocks? How have post-1946 cycles differed from earlier cycles? And, what are
the major factors that contribute to business cycles? They extend their investigation in some areas
as far back as 1875 to afford a deeper understanding of both economic history and the most recent
economic fluctuations. Seven papers address specific aspects of economic activity: consumption,
investment, inventory change, fiscal policy, monetary behavior, open economy, and the labor market.
Five papers focus on aggregate economic activity. In a number of cases, the papers present findings
that challenge widely accepted models and assumptions. In addition to its substantive findings, The
American Business Cycle includes an appendix containing both the first published history of the
NBER business-cycle dating chronology and many previously unpublished historical data series.

according to real business cycle theory recessions are caused by: Real Business Cycles
James Hartley, Kevin Hoover, Kevin D. Salyer, 2013-07-04 Real Business Cycle theory combines the
remains of monetarism with the new classical macroeconomics, and has become one of the dominant
approaches within contemporary macroeconomics today. This volume presents: * the authoritative
anthology in RBC. The work contains the major articles introducing and extending the theory as well
as critical literature * an extensive introduction which contains an expository summary and critical
evaluation of RBC theory * comprehensive coverage and balance between seminal papers and
extensions; proponents and critics; and theory and empirics. Macroeconomics is a compulsory
element in most economics courses, and this book will be an essential guide to one of its major
theories.

according to real business cycle theory recessions are caused by: General Theory Of
Employment , Interest And Money John Maynard Keynes, 2016-04 John Maynard Keynes is the
great British economist of the twentieth century whose hugely influential work The General Theory



of Employment, Interest and * is undoubtedly the century's most important book on
economics--strongly influencing economic theory and practice, particularly with regard to the role of
government in stimulating and regulating a nation's economic life. Keynes's work has undergone
significant revaluation in recent years, and Keynesian views which have been widely defended for so
long are now perceived as at odds with Keynes's own thinking. Recent scholarship and research has
demonstrated considerable rivalry and controversy concerning the proper interpretation of Keynes's
works, such that recourse to the original text is all the more important. Although considered by a
few critics that the sentence structures of the book are quite incomprehensible and almost
unbearable to read, the book is an essential reading for all those who desire a basic education in
economics. The key to understanding Keynes is the notion that at particular times in the business
cycle, an economy can become over-productive (or under-consumptive) and thus, a vicious spiral is
begun that results in massive layoffs and cuts in production as businesses attempt to equilibrate
aggregate supply and demand. Thus, full employment is only one of many or multiple macro
equilibria. If an economy reaches an underemployment equilibrium, something is necessary to boost
or stimulate demand to produce full employment. This something could be business investment but
because of the logic and individualist nature of investment decisions, it is unlikely to rapidly restore
full employment. Keynes logically seizes upon the public budget and government expenditures as the
quickest way to restore full employment. Borrowing the * to finance the deficit from private
households and businesses is a quick, direct way to restore full employment while at the same time,
redirecting or siphoning

according to real business cycle theory recessions are caused by: Macroeconomic
Foundations of Macroeconomics Alvaro Cencini, 2012-10-12 Contrary to common belief,
macroeconomics is not merely a theory of aggregates, and cannot be constructed from individual
behaviour. Both nationally and internationally, there are economic laws that are logically
independent of economic agents’ behaviour. These are the macroeconomic foundations of
macroeconomics. Presenting cutting-edge material, Alvaro Cencini explores these foundations, and
shows that the introduction of money entails economics being interpreted conceptually not
mathematically. His innovative book provides the elements for a new approach by applying the most
recent results of monetary analysis to the study of national and international economics. It covers
recent progress in monetary theory, provides the reader with a greater understanding of the subject,
and will be essential reading for economic students as well as a valuable resource for economists.

according to real business cycle theory recessions are caused by: The Great Inflation
Michael D. Bordo, Athanasios Orphanides, 2013-06-28 Controlling inflation is among the most
important objectives of economic policy. By maintaining price stability, policy makers are able to
reduce uncertainty, improve price-monitoring mechanisms, and facilitate more efficient planning
and allocation of resources, thereby raising productivity. This volume focuses on understanding the
causes of the Great Inflation of the 1970s and '80s, which saw rising inflation in many nations, and
which propelled interest rates across the developing world into the double digits. In the decades
since, the immediate cause of the period’s rise in inflation has been the subject of considerable
debate. Among the areas of contention are the role of monetary policy in driving inflation and the
implications this had both for policy design and for evaluating the performance of those who set the
policy. Here, contributors map monetary policy from the 1960s to the present, shedding light on the
ways in which the lessons of the Great Inflation were absorbed and applied to today’s global and
increasingly complex economic environment.

according to real business cycle theory recessions are caused by: Finance & Development,
September 2014 International Monetary Fund. External Relations Dept., 2014-08-25 This chapter
discusses various past and future aspects of the global economy. There has been a huge
transformation of the global economy in the last several years. Articles on the future of energy in the
global economy by Jeffrey Ball and on measuring inequality by Jonathan Ostry and Andrew Berg are
also illustrated. Since the 2008 global crisis, global economists must change the way they look at the
world.



according to real business cycle theory recessions are caused by: The Oxford Handbook of
Austrian Economics Peter ]. Boettke, Christopher J. Coyne, 2015 The Austrian School of Economics
is an intellectual tradition in economics and political economy dating back to Carl Menger in the
late-19th century. Menger stressed the subjective nature of value in the individual decision calculus.
Individual choices are indeed made on the margin, but the evaluations of rank ordering of ends
sought in the act of choice are subjective to individual chooser. For Menger, the economic calculus
was about scarce means being deployed to pursue an individual's highest valued ends. The act of
choice is guided by subjective assessments of the individual, and is open ended as the individual is
constantly discovering what ends to pursue, and learning the most effective way to use the means
available to satisfy those ends. This school of economic thinking spread outside of Austria to the rest
of Europe and the United States in the early-20th century and continued to develop and gain
followers, establishing itself as a major stream of heterodox economics. The Oxford Handbook of
Austrian Economics provides an overview of this school and its theories. The various contributions
discussed in this book all reflect a tension between the Austrian School's orthodox argumentative
structure (rational choice and invisible hand) and its addressing of a heterodox problem situations
(uncertainty, differential knowledge, ceaseless change). The Austrian economists from the founders
to today seek to derive the invisible hand theorem from the rational choice postulate via institutional
analysis in a persistent and consistent manner. Scholars and students working in the field of History
of Economic Thought, those following heterodox approaches, and those both familiar with the
Austrian School or looking to learn more will find much to learn in this comprehensive volume.

according to real business cycle theory recessions are caused by: Recursive Methods in
Economic Dynamics Nancy L. Stokey, 1989-10-10 This rigorous but brilliantly lucid book presents a
self-contained treatment of modern economic dynamics. Stokey, Lucas, and Prescott develop the
basic methods of recursive analysis and illustrate the many areas where they can usefully be
applied.

according to real business cycle theory recessions are caused by: The Theory of Money
and Credit Ludwig Von Mises, 1953

according to real business cycle theory recessions are caused by: Financial Crises
Explanations, Types, and Implications Mr.Stijn Claessens, Mr.Ayhan Kose, 2013-01-30 This paper
reviews the literature on financial crises focusing on three specific aspects. First, what are the main
factors explaining financial crises? Since many theories on the sources of financial crises highlight
the importance of sharp fluctuations in asset and credit markets, the paper briefly reviews
theoretical and empirical studies on developments in these markets around financial crises. Second,
what are the major types of financial crises? The paper focuses on the main theoretical and
empirical explanations of four types of financial crises—currency crises, sudden stops, debt crises,
and banking crises—and presents a survey of the literature that attempts to identify these episodes.
Third, what are the real and financial sector implications of crises? The paper briefly reviews the
short- and medium-run implications of crises for the real economy and financial sector. It concludes
with a summary of the main lessons from the literature and future research directions.

according to real business cycle theory recessions are caused by: Money, Banking, and the
Business Cycle Brian P. Simpson, 2015-12-11 Money, Banking, and the Business Cycle provides a
comprehensive framework for analyzing these mechanisms, and offers a robust prescription for
reducing financial instability over the long-term. Volume I bridges tough economic theory with
empirical evidence.

according to real business cycle theory recessions are caused by: Principles Ray Dalio,
2018-08-07 #1 New York Times Bestseller “Significant...The book is both instructive and
surprisingly moving.” —The New York Times Ray Dalio, one of the world’s most successful investors
and entrepreneurs, shares the unconventional principles that he’s developed, refined, and used over
the past forty years to create unique results in both life and business—and which any person or
organization can adopt to help achieve their goals. In 1975, Ray Dalio founded an investment firm,
Bridgewater Associates, out of his two-bedroom apartment in New York City. Forty years later,




Bridgewater has made more money for its clients than any other hedge fund in history and grown
into the fifth most important private company in the United States, according to Fortune magazine.
Dalio himself has been named to Time magazine’s list of the 100 most influential people in the world.
Along the way, Dalio discovered a set of unique principles that have led to Bridgewater’s
exceptionally effective culture, which he describes as “an idea meritocracy that strives to achieve
meaningful work and meaningful relationships through radical transparency.” It is these principles,
and not anything special about Dalio—who grew up an ordinary kid in a middle-class Long Island
neighborhood—that he believes are the reason behind his success. In Principles, Dalio shares what
he’s learned over the course of his remarkable career. He argues that life, management, economics,
and investing can all be systemized into rules and understood like machines. The book’s hundreds of
practical lessons, which are built around his cornerstones of “radical truth” and “radical
transparency,” include Dalio laying out the most effective ways for individuals and organizations to
make decisions, approach challenges, and build strong teams. He also describes the innovative tools
the firm uses to bring an idea meritocracy to life, such as creating “baseball cards” for all employees
that distill their strengths and weaknesses, and employing computerized decision-making systems to
make believability-weighted decisions. While the book brims with novel ideas for organizations and
institutions, Principles also offers a clear, straightforward approach to decision-making that Dalio
believes anyone can apply, no matter what they’re seeking to achieve. Here, from a man who has
been called both “the Steve Jobs of investing” and “the philosopher king of the financial universe”
(CIO magazine), is a rare opportunity to gain proven advice unlike anything you’ll find in the
conventional business press.

according to real business cycle theory recessions are caused by: The General Theory of
Employment, Interest and Money John Maynard Keynes, 1989

according to real business cycle theory recessions are caused by: GATE Economics
[XH-C1] Practice Question Answer [Question Bank] of All 7 Chapters As Per Updated
Syllabus DIWAKAR EDUCATION HUB , 2022-03-02 In Each Unit You Will Get 400 + Question
Answer Based on [Multiple Choice Questions (MCQs)Multiple Select Questions (MSQs)Numerical
Answer Type (NAT) Questions] Total 4000 + Questions Answer [Explanations of NAT Type
Questions] Design by Economics Professor's & JRF Qualified Faculties For More Details Call/Whats
App -7310762592,7078549303

according to real business cycle theory recessions are caused by: Business Cycles and
Equilibrium Fischer Black, 2009-11-02 An updated look at what Fischer Black's ideas on business
cycles and equilibrium mean today Throughout his career, Fischer Black described a view of
business fluctuations based on the idea that a well-developed economy will be continually in
equilibrium. In the essays that constitute this book, which is one of only two books Black ever wrote,
he explores this idea thoroughly and reaches some surprising conclusions. With the newfound
popularity of quantitative finance and risk management, the work of Fischer Black has garnered
much attention. Business Cycles and Equilibrium-with its theory that economic and financial markets
are in a continual equilibrium-is one of his books that still rings true today, given the current
economic crisis. This Updated Edition clearly presents Black's classic theory on business cycles and
the concept of equilibrium, and contains a new introduction by the person who knows Black best:
Perry Mehrling, author of Fischer Black and the Revolutionary Idea of Finance (Wiley). Mehrling
goes inside Black's life to uncover what was occurring during the time Black wrote Business Cycles
and Equilibrium, while also shedding light on what Black would make of today's financial and
economic meltdown and how he would best advise to move forward. The essays within this book
reach some interesting conclusions concerning the role of equilibrium in a developed economy
Warns about the use and abuse of modeling Explains the risky business of risk in a straightforward
and accessible style Contains chapters dedicated to the effects of uncontrolled banking, the trouble
with econometric models, and the effects of noise on investing Includes commentary on Black's life
and work at the time Business Cycles and Equilibrium was written as well as insight as to what
Black would make of the current financial meltdown Engaging and informative, the Updated Edition



of Business Cycles and Equilibrium will give you a better understanding of what is really going on
during these uncertain and volatile financial times.

according to real business cycle theory recessions are caused by: Economic
Depressions: Their Cause and Cure Murray Rothbard,

according to real business cycle theory recessions are caused by: Political Cycles and the
Macroeconomy Alberto Alesina, Nouriel Roubini, Gerald D. Cohen, 1997 This book examines how
electoral laws, the timing of election, the ideological orientation of governments, and the nature of
competition between political parties influence unemployment, economic growth, inflation, and
monetary and fiscal policy. The book presents both a thorough overview of the theoretical literature
and a vast amount of empirical evidence.

according to real business cycle theory recessions are caused by: Political Business
Cycles Bruno S. Frey, 1997 A collection of articles on how the government influences the economy
in order to secure re-election. This book surveys the empirical and major theoretical approaches,
such as vote maximization, partisan and vote-cum-partisan models, and rational political business
cycles. It provides extensions including the role of the central bank, of direct democracy, and the
cycles in European communist countries, as well as discussing policy relevance.

according to real business cycle theory recessions are caused by: Microfoundations and
Macroeconomics Steven Horwitz, 2000-09-28 In the past, Austrian economics has been seen as
almost exclusively focused on microeconomics. Here,Steven Horwitz constructs a systematic
presentation of what Austrian macroeconomics would look like. This original and highly accessible
work will be of great value and interest to professional economists and students.

according to real business cycle theory recessions are caused by: The Collected Scientific
Papers of Paul A. Samuelson Paul Anthony Samuelson, 1972 The col. scient. pap. P.A. Samuelson
/Ed. R.C. Merton.-v.3.

according to real business cycle theory recessions are caused by: Business Cycles Wesley
Clair Mitchell, 2022-10-27 This work has been selected by scholars as being culturally important,
and is part of the knowledge base of civilization as we know it. This work is in the public domain in
the United States of America, and possibly other nations. Within the United States, you may freely
copy and distribute this work, as no entity (individual or corporate) has a copyright on the body of
the work. Scholars believe, and we concur, that this work is important enough to be preserved,
reproduced, and made generally available to the public. We appreciate your support of the
preservation process, and thank you for being an important part of keeping this knowledge alive and
relevant.

according to real business cycle theory recessions are caused by: Advanced
Macroeconomics David Romer, 2001 This text helps lay the groundwork for students to begin doing
research in macroeconomics and monetary economics. A series of formal models are used to present
and analyse important macroeconomic theories. The theories are supplemented by examples of
relevant empirical work, which illustrate the ways that theories can be applied and tested.

according to real business cycle theory recessions are caused by: Economics of Worldwide
Stagflation Michael Bruno, Jeffrey D. Sachs, 2013-10 This book sets forth both a theory and a
comparative empirical analysis of stagflation, that peculiar combination of high unemployment, slow
growth, and spurts of high inflation bedeviling the advanced industrial nations during the past
fifteen years. The authors first construct a small macroeconomic model that takes full account of
aggregate demand and supply forces in the determination of output, employment, and the price
level, in both a single-economy and a multi-economy setting. They then apply the model to provide
an understanding of comparative performance of industrial countries in the areas of unemployment,
inflation, productivity, and investment growth. They argue convincingly that the decay of the major
economies during this period resulted from the supply shocks of the 1970s, such as the two major
OPEC oil-price increases, and from the consequent policy-induced decrease in demand in response
to inflationary pressures. Their analysis differs markedly from similar studies in that it takes specific
account of institutional differences in the labor markets of the various economies. This helps to




explain in particular the divergent adjustment profiles of the United States and Europe. Bruno and
Sachs make several key recommendations for the mix of demand management and incomes policies
necessary to combat stagflation in individual countries as well as for the coordination of
macroeconomic policies among the major industrial nations.

according to real business cycle theory recessions are caused by: Benefits and Costs of
Bank Capital Jihad Dagher, Mr.Giovanni Dell'Ariccia, Mr.Luc Laeven, Mr.Lev Ratnovski, Mr.Hui
Tong, 2016-03-03 The appropriate level of bank capital and, more generally, a bank’s capacity to
absorb losses, has been at the core of the post-crisis policy debate. This paper contributes to the
debate by focusing on how much capital would have been needed to avoid imposing losses on bank
creditors or resorting to public recapitalizations of banks in past banking crises. The paper also
looks at the welfare costs of tighter capital regulation by reviewing the evidence on its potential
impact on bank credit and lending rates. Its findings broadly support the range of loss absorbency
suggested by the Financial Stability Board (FSB) and the Basel Committee for systemically
important banks.

according to real business cycle theory recessions are caused by: Monetary Policy,
Inflation, and the Business Cycle Jordi Gali, 2015-06-09 The classic introduction to the New
Keynesian economic model This revised second edition of Monetary Policy, Inflation, and the
Business Cycle provides a rigorous graduate-level introduction to the New Keynesian framework and
its applications to monetary policy. The New Keynesian framework is the workhorse for the analysis
of monetary policy and its implications for inflation, economic fluctuations, and welfare. A backbone
of the new generation of medium-scale models under development at major central banks and
international policy institutions, the framework provides the theoretical underpinnings for the price
stability-oriented strategies adopted by most central banks in the industrialized world. Using a
canonical version of the New Keynesian model as a reference, Jordi Gali explores various issues
pertaining to monetary policy's design, including optimal monetary policy and the desirability of
simple policy rules. He analyzes several extensions of the baseline model, allowing for cost-push
shocks, nominal wage rigidities, and open economy factors. In each case, the effects on monetary
policy are addressed, with emphasis on the desirability of inflation-targeting policies. New material
includes the zero lower bound on nominal interest rates and an analysis of unemployment’s
significance for monetary policy. The most up-to-date introduction to the New Keynesian framework
available A single benchmark model used throughout New materials and exercises included An ideal
resource for graduate students, researchers, and market analysts

according to real business cycle theory recessions are caused by: World Business Cycles
Economist Newspaper Limited, 1982

according to real business cycle theory recessions are caused by: A History of
Macroeconomics from Keynes to Lucas and Beyond Michel De Vroey, 2016-01-08 This book
retraces the history of macroeconomics from Keynes's General Theory to the present. Central to it is
the contrast between a Keynesian era and a Lucasian - or dynamic stochastic general equilibrium
(DSGE) - era, each ruled by distinct methodological standards. In the Keynesian era, the book
studies the following theories: Keynesian macroeconomics, monetarism, disequilibrium macro
(Patinkin, Leijongufvud, and Clower) non-Walrasian equilibrium models, and first-generation new
Keynesian models. Three stages are identified in the DSGE era: new classical macro (Lucas), RBC
modelling, and second-generation new Keynesian modeling. The book also examines a few selected
works aimed at presenting alternatives to Lucasian macro. While not eschewing analytical content,
Michel De Vroey focuses on substantive assessments, and the models studied are presented in a
pedagogical and vivid yet critical way.

according to real business cycle theory recessions are caused by: The Other Half of
Macroeconomics and the Fate of Globalization Richard C. Koo, 2018-04-09 Get a new perspective
from the ‘other half’ of macroeconomics The failure of the vast majority of economists in
government, academia and the private sector to predict either the post-2008 Great Recession or the
degree of its severity has raised serious credibility issues for the profession. The repeated failures of



central banks and other policymakers in all advanced countries to meet their inflation or growth
targets in spite of astronomical monetary easing, have left the public rightfully suspicious of the
establishment and its economists. The Other Half of Macroeconomics and the Fate of Globalization
elucidates what was missing in economics all along and what changes are needed to make the
profession relevant to the economic challenges of today. Once the other half of macroeconomics is
understood both as a post-bubble phenomenon and as a phase of post-industrial economies, it should
be possible for policy makers to devise appropriate measures to overcome difficulties advanced
countries are facing today such as stagnation and income inequality. * Shows how it’s possible to
devise appropriate policy response to slow wage and productivity growth in these economies
Demonstrates that the effectiveness of monetary and fiscal policy changes as an economy undergoes
different stages of development ¢ Argues that tax rules, regulations and even educational system
must be revised to match the need of pursued (by emerging nations) countries ¢ Explains the
200-year process of economic development and where that process is taking all of us Inside, Richard
C. Koo offers a completely new way of looking at the economic predicament of advanced countries
today.

according to real business cycle theory recessions are caused by: Business Cycle
Indicators Karl Heinrich Oppenlander, 1997 The pressure to produce explanations and forecasts and
the economic dichotomies which insist on appearing, lead to a desire to deal with the description,
analysis and forecast of the phenomenon of business cycles using economic indicators. This text
provides an introduction to business cycles and their theoretical and historical basis. It also includes
work on early indicator research and provides examples of business cycle indicators.

according to real business cycle theory recessions are caused by: Economic Policy and the
Great Stagflation Alan S. Blinder, 2013-09-11 Economic Policy and the Great Stagflation discusses
the national economic policy and economics as a policy-oriented science. This book summarizes what
economists do and do not know about the inflation and recession that affected the U.S. economy
during the years of the Great Stagflation in the mid-1970s. The topics discussed include the basic
concepts of stagflation, turbulent economic history of 1971-1976, anatomy of the great recession and
inflation, and legacy of the Great Stagflation. The relation of wage-price controls, fiscal policy, and
monetary policy to the Great Stagflation is also elaborated. This publication is beneficial to
economists and students researching on the history of the Great Stagflation and policy errors of the
1970s.

according to real business cycle theory recessions are caused by: The Business Cycle
Howard J. Sherman, 2014-07-14 Are the recurring recessions of the capitalist world merely
short-term adjustments to changing economic circumstances in a system that tends, in general,
toward equilibrium? In this accessible study of the business cycle, Howard Sherman makes a
powerful case that recessions and painful involuntary unemployment are endogenous to capitalism.
Drawing especially on the work of Wesley Clair Mitchell, Karl Marx, and John M. Keynes, Sherman
explains why the nature of the business cycle produces serious economic loss and misery during its
contraction phase, just as it produces growth in its expansion phase. Originally published in 1991.
The Princeton Legacy Library uses the latest print-on-demand technology to again make available
previously out-of-print books from the distinguished backlist of Princeton University Press. These
editions preserve the original texts of these important books while presenting them in durable
paperback and hardcover editions. The goal of the Princeton Legacy Library is to vastly increase
access to the rich scholarly heritage found in the thousands of books published by Princeton
University Press since its founding in 1905.

according to real business cycle theory recessions are caused by: What Happens During
Business Cycles Wesley Clair Mitchell, 1951

according to real business cycle theory recessions are caused by: Real Business Cycle
Theory Fouad Sabry, 2024-04-15 What is Real Business Cycle Theory Real business-cycle theory is a
class of new classical macroeconomics models in which business-cycle fluctuations are accounted for
by real shocks. Unlike other leading theories of the business cycle, RBC theory sees business cycle




fluctuations as the efficient response to exogenous changes in the real economic environment. That
is, the level of national output necessarily maximizes expected utility, and governments should
therefore concentrate on long-run structural policy changes and not intervene through discretionary
fiscal or monetary policy designed to actively smooth out economic short-term fluctuations. How you
will benefit (I) Insights, and validations about the following topics: Chapter 1: Real business-cycle
theory Chapter 2: Keynesian economics Chapter 3: Macroeconomics Chapter 4: Recession Chapter
5: New Keynesian economics Chapter 6: Real versus nominal value (economics) Chapter 7: Business
cycle Chapter 8: Aggregate demand Chapter 9: Procyclical and countercyclical variables Chapter 10:
Robert Hall (economist) Chapter 11: Economic stability Chapter 12: Dynamic stochastic general
equilibrium Chapter 13: Neoclassical synthesis Chapter 14: New classical macroeconomics Chapter
15: Great Moderation Chapter 16: Demand-led growth Chapter 17: Stock market cycle Chapter 18:
History of macroeconomic thought Chapter 19: Welfare cost of business cycles Chapter 20:
Regression analysis Chapter 21: Economic recession in Iran (II) Answering the public top questions
about real business cycle theory. (III) Real world examples for the usage of real business cycle
theory in many fields. Who this book is for Professionals, undergraduate and graduate students,
enthusiasts, hobbyists, and those who want to go beyond basic knowledge or information for any
kind of Real Business Cycle Theory.

according to real business cycle theory recessions are caused by: An Enquiry Into the
Nature and Effects of the Paper Credit of Great Britain Henry Thornton, 1802

according to real business cycle theory recessions are caused by: Environmental and
Energy Policy and the Economy Matthew ]. Kotchen, Tatyana Deryugina, James H. Stock,
2022-01-24 This volume presents six new papers on environmental and energy economics and policy
in the United States. Rebecca Davis, ]J. Scott Holladay, and Charles Sims analyze recent trends in
and forecasts of coal-fired power plant retirements with and without new climate policy. Severin
Borenstein and James Bushnell examine the efficiency of pricing for electricity, natural gas, and
gasoline. James Archsmith, Erich Muehlegger, and David Rapson provide a prospective analysis of
future pathways for electric vehicle adoption. Kenneth Gillingham considers the consequences of
such pathways for the design of fuel vehicle economy standards. Frank Wolak investigates the
long-term resource adequacy in wholesale electricity markets with significant intermittent
renewables. Finally, Barbara Annicchiarico, Stefano Carattini, Carolyn Fischer, and Garth Heutel
review the state of research on the interactions between business cycles and environmental policy.
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