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The new textbook Principles of Economics (Volume one: Principles of Microeconomics; 
Volume two: Principles of Macroeconomics; 2015) by the renowned economist from 
Sarajevo, Prof. Fikret Causevic, represents a unique piece of work in the region. It is a 
modern and comprehensive textbook of economics spiced with the elements of both corporate 
and market finance. The natural audience for this book would be the undergraduate students 
of economics and finance but also the students of other faculties interested in the particular 
fields of economics like students of political science, sociology and law and even math 
students who specialize in the mathematical economics and statistics.  To the best of my 
knowledge none of the economists from the region of former Yugoslavia wrote a similar 
textbook covering such a broad range of relevant topics. 

 

Volume I –Principles of Microeconomics 

The first, introductory chapter makes the reader familiar with the subject of economic 
science. The author, among other things, briefly surveys and discusses there the issues like: 

i) the major topics and problems that economists tackle, 

ii) the basic classification of economics on its micro and macro parts. 

iii) The basic methods used in the economic and financial analyses 

iv) major concepts and categories used in economics like the idea of opportunity costs and 
the related ideas of how economists define cost (so called, economic costs), 
production possibility frontier, production function, etc. 

v) the distinction between the positive and normative analysis 

vi) importance of real economic growth 

vii) the major schools of economic thought and the greatest minds in its history 

Prof. Causevic also neatly incorporates the cumbersome issues of current global problems like 
economic, financial, and energetic crisis, and environmental pollution to motivate some of the 
subsequent analysis but also to present the problems and trade- offs that we face in the 
globally integrated world nowadays. 

Chapter 2 that carries the title “Elements of Demand Analysis, Consumers’ Behavior and 
Supply” deals with the standard microeconomic analysis of consumers’ theory. Thus, a 
consumer is supposed to maximize her utility subject to her budget constraint from which the 
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concepts of individual and market demands are derived. However, in chapter 2 the author also 
reviews the idea of marginal utility concept of Austrian school (Wieser) and Maslow 
classifications of human needs. In line with the standard mainstream theory, the author 
discusses how consumer’s income and the prices of substitutes and complements affect 
consumer’s demand and derive the concept of income and price elasticities. The author, 
however, does not stop here but also explains how consumers’ loans and especially mortgages 
may affect consumer demand and puts it nicely in the context of the recent banking and 
financial crisis (“credit crunch”).  He also illustrates it on the evolution of loans to consumers 
in BH in the period 1998-2010.  Finally, in order to define the market equilibrium, the author 
introduces the firm and market supply function. 

I expected that the author will continue with the standard theory of firm in Chapter 3 entitled 
“The Firm and Entrepreneurship” but he somewhat nontraditionally leaves for a while the 
realm of mainstream economics and adopts quite non-standard course in defining firm and its 
activity. He starts with the Schumpeter idea of entrepreneurship and then continues with a 
pragmatic (business finance) aspect of firm. It is in this chapter that the author looks at a firm 
through the lens of corporate and business finance rather than through the standard 
neoclassical view in which a firm is represented as a black box in which inputs enter in it and 
the output exits from it. The author proceeds with defining the firm’s balance of assets and 
liabilities, balance of expenditures and revenues and balance of cash flows, and then focuses 
on firm’s investment (rather than the standard production) decision.  All of these concepts 
were illustrated with the concrete examples from the real world.  The author continues with 
the description of the financial system and institution aimed for firms to raise funds like 
money and stock (or capital) market and also describes the major financial instruments and its 
role in firms’ finance like obligations and shares. An interested reader can find some basic 
information how nowadays (in)famous rating agencies set credit rates as well as how financial 
market determined the value of companies. Finally, the author reviews the Coase transaction 
cost theory of firm as well as the agency theory of firm (Jensen and Mackling) completing the 
chapter with the relevant discussion on the recent financial crisis in the light of agency theory. 

Chapter 4 carries the title “Market and Market Structures” goes back to the heart of the 
mainstream economics and deals with market structure and price theory. Thus, the author 
discusses the properties of all the relevant market structure like perfect and monopolistic 
competition as well as monopoly, monopsony and oligopoly. The modern oligopoly theory is 
entirely based on game theory so the author describes the basics of the game theory mostly in 
the context applied to oligopolistic markets. Finally, the author briefly tackles the normative 
aspect of market structure (competition policy) by discussing the possible relevance of market 
concentration (measure via Herfindahl-Hirschman index, for instance) as the indictor of 
market power. 

In Chapter 5, entitled “Costs in the Short and Long Run”, the author introduces the notion of 
economic costs and its classification (variable, fixed) in short and long run relying on the 
standard concept of cost function and deriving the related concepts such as average and 
marginal costs. The author also provides several insightful tables and graphical illustrations in 
order to explain the relations among the related cost categories like total, average fixed, 
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average variable and marginal costs. As another illustration of usefulness of the cost function, 
the author shows how the notion of cost function (and from it derived marginal and average 
cots function) can be used in study of short and long-run market equilibrium in perfect 
competition and in monopoly. 

Chapter 6, entitled “The Factor of Production Market” is focused on the factors of 
productions (labor, capital, land and entrepreneurship) in which the author, among other 
things, examines the market equilibrium on these markets and explains their other important 
features. The first market under considers was a labor market and here the standard 
neoclassical analysis was applied: demand for labor of a firm is derived from the marginal 
productivity of labor and price of firm’s final good. Labor supply is also derived from the 
very micro-foundations, that is, the individual supply of labor is a result of a worker’s utility 
maximization in which a worker chooses between the amount of labor and leisure. The 
outcome of this individual utility maximization is individual labor supply that is upward 
sloping initially in wages but due to opposite effects of the two substitution effects (income 
and price) may become backward bended. Summation of individual labor supplies gives a 
market supply curve whereas summation of firms’ demand for labor yields the market 
demand for labor. Its intersection determines the equilibrium wage.  Besides the abstract 
theoretical analysis of labor market, the author also discusses the actual forces that affect 
market wages like minimal wage and the role of trade unions. 

The similar approach as the one applied on labor market can be used to derive the market 
demands for capital and land that are derived from the marginal productivity of capital and 
marginal productivity of land respectively. Interestingly enough, the author did not proceed 
with the neoclassical approach in describing other two factor markets. I presume that principle 
how to do this was clear from the analysis and discussion of analogous demand for labor.  
Thus, the discussion of other two markets was less formal and not directly based on the 
neoclassical micro-foundations. Thus the analysis of the capital market stresses 
macroeconomic approach where the equilibrium price for use of capital- interest rate- is 
determined in the interaction of demand for loans or loanable funds one side and supply of 
national saving on the other side. In such approach interest rate is not related to the concept of 
marginal productivity of capital but rather to time preference of the agents in this market. 

Finally (after the classical discussion of market for land and for price of its use of –rent) the 
author defines profit as an income accruing to entrepreneur and in this context points to an 
important distinction between the economic and accounting profit. 

Chapter 7 carries the title “The Role of State in Correct Market Imperfections” is devoted to 
important issues of market failures: externalities, public goods, imperfect competition, and 
asymmetric information. The common denominator of all these failures is that they lead to 
socially suboptimal allocation of scarce resources and cause under- or overproduction 
compared to the social optimum. The reasons for that are that social marginal costs are not 
equalized with the social marginal benefit at the point of market equilibrium due to 
divergence between the private and social (total and marginal) costs like in the case of 
externalities, or market power in the case of imperfect competition whereby marginal social 
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benefit exceeds marginal social costs in equilibrium so too little is produced compared to the 
social optimum. The social optimal allocation coincides with the outcome that complete and 
perfect markets would deliver and is Pareto efficient.  While the issues of externalities, public 
goods and imperfect competition are extensively covered, the author for my taste spends too 
little on the problems caused by asymmetric information (especially on the issues of moral 
hazard and adverse selection). 

The existence of market failures is justification for economic policy which aim is to eliminate 
or alleviate market failures and get as close as possible to the functioning of the ideal - 
perfectly competitive market. In this respect, tax policy seems to be the point of departure in 
tackling market failures. Thus, there is a classical reference to A.C Pigou and so-called 
Pigouvian taxes that correct negative externality, say, pollution, by inducing polluter to 
produce lower output and thus pollute less. The author devotes a whole section to the topics of 
public finance reviewing the type of taxes and public expenditure, the notion of state budget, 
principle of taxations, etc., and connects and illustrates it with the real word cases and 
examples (e.g. revenue and expenditure categories of the BH state budget). What I like here is 
that the author in a sense points towards the importance of progressive taxation (see his case 
study on the correspondence between Obama and Buffet). 

Finally, in the last part of chapter 7, the author reviews several public policies (besides 
taxation) that are designed to deal with some of the market failures. Thus competition policy 
is aimed to restrict market power while industrial policy may promote the industries and 
markets that generate positive externalities (through subsidization of research and 
development, for instance). Interestingly enough, the author also briefly reviews the 
Keynesian concept of aggregate demand management implicitly acknowledging that 
instability inherent to free market is also (kind of) a market failure. 
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Volume II – Principles of Macroeconomics 

Volume II contains seven chapters and in what follows, I would try to concisely describe each 
chapter in order to help the reader to gain the feeling about this volume content. 

In Chapter 1 of the volume (Principles of Macroeconomics), entitled “Measurement and 
circular flow of production and income” the author officially enters the realm of 
macroeconomics. He defines the scope of field called macroeconomics and motives the 
reason for its studying. The author then moved to basic but important topics from national 
accounting with the focus on GDP and related concepts to it like GNP, national income and 
national saving. Depending of the angle from which it is viewed, GDP can be considered as 
sum of all final goods and services produced within one year in an economy but also as the 
flow or sum  of all expenditure on household consumption, business investment , government 
expenditure and export corrected by the import expenditure in a given year. Finally, GDP can 
be viewed as sum of income generated in production of all final goods and services (value 
added), corrected by the deprecation of installed capital in an economy in a given year. The 
author neatly illustrates process of generation, allocation and distribution of GDP using a 
diagram of circular flows of production and income and several illuminating examples of 
GDP calculations. 

Chapter 2 entitled “Production and Aggregate Demand” is devoted to some of the key ideas 
and concepts of Keynesian economics. The author first defines the notion of potential output 
of an economy and unemployment rate associated to it and then examines the elements of 
aggregate demand like household consumption, business investment and government 
expenditures (closed economy) and later on added to it export (open economy). After it the 
author defines the Keynesian aggregate consumption function and described the short run 
equilibrium of an economy as the point at which the planned expenditures are equal to actual 
expenditures. If at this short run equilibrium the economy output (GDP) is substantial below 
the potential output (recession), then increase in any of the (planned) expenditures increase 
the output (and employment) through the working of expenditure multiplier. That is, a unit 
increase in expenditures raises output but more than one without small or even zero effect on 
the price level. In such situation (which economists call short run), the impact of aggregate 
demand is crucial in fighting recession and moving economy back to potential output and full 
employment. The author describes how the government can manipulate aggregate demand by 
means of fiscal policy (increasing government expenditures and/or cutting taxes) and thus 
prevent or revert recession.  The content of this chapter is of extreme importance nowadays 
since the author amply reviews the viable and potentially efficient tools to fight recession. 
Moreover, the important topics of Keynesian economics almost fell out from the 
macroeconomics textbooks without any justification due to fashion and ideology and reviving 
it is doubtlessly a very valuable act to be praised. 

Chapter 3 entitled “Money, Monetary Policy and Banking” is a logical continuation of 
chapter 2 and the author focuses on monetary phenomena and monetary side of 
macroeconomic policy. The author starts with an extensive description of money, its role and 
functions and its history. He spices it with numerous nice examples and illustrations and then 



 6 

continues with the description of central banking and its role in money supply. For instance, 
one of the roles of central bank is to serve as the lender of last resort bailing out commercial 
banks in order to prevent panic and run on banks. (Interestingly we learnt from the textbook 
that this function is not legally granted to the Central bank of BH!). 

The discussion of role and functions of money and the function of central bank were a 
necessary prelude for the central theme of the chapter-monetary policy, or better to say, a first 
look on it. Thus, in what follows, the author describes the monetary aggregates, as well as the 
instruments (open market operations, interest rate, and reserve requirements) and potential 
goals of monetary policy like price and financial stability and stable economic growth. 
However, there could be some other objectives like stable interest rate, stable exchange rate, 
steady money supply, or full employment. Besides the central bank, the role of commercial 
banks is also essential in the process of money creation so the important concept of money 
multiplier of commercial banks is discussed and nicely illustrated in several examples in the 
subsequent sections of chapter 3. Having already commercial banks at its focus, the author 
uses the opportunity to go even further and describes a typical balance sheet of commercial 
banks although it is neither necessary nor usual to do this when discussing commercial banks’ 
role in creating money. 

In order to describe monetary policy at work, the analytical framework of money supply and 
money demand functions seems to be indispensable tools in description of money market 
equilibrium. Given the simplified assumption that money supply is under full control of 
central bank (and so it is given by a vertical line), money demand ultimately determines 
equilibrium interest rate. Given the assumption of fixed prices, there is no difference between 
nominal and real interest rate. Finally, the author performs (what is known in jargon as) 
comparative statics, that is, he analyses how changes in the exogenous factors on either 
money supply (open market operation, change in reserve requirements) or money demand 
side (change in preferences for liquidity, change in velocity of money) affect the equilibrium 
interest rate. Thus, the chapter ends with the neat description of the simple version of the 
money market equilibrium and the related comparative statics. 

Chapter 4 entitled “Monetary and Fiscal Policy as a Segment of Economic Policy” 
represents a second and interactive look at the both fiscal and monetary policy using the 
famous IS-LM approach. Such important policy tool, as I mentioned above, was unjustifiably 
neglected in many contemporary textbooks so it is indeed praiseful that the author provides 
the readers with an extensive discussion on this model. IS curve depicting all pairs of interest 
rate and economy output for which market for goods and service is in the short run-
equilibrium while LM cure traces all pairs of interest rate and output for which money (and 
financial) market is in short-run equilibrium. Obviously the intersection of these two curves 
gives the pair of interest rate and output at which both markets clear, that is, demand matches 
supply on both markets (actually, on the financial market as well by means of Walras law). 
The IS-LM model is an elegant tool to study various comparative statics effects. In particular, 
it enables the analyst to examine the various effects of monetary and fiscal policy or their 
combinations on the short- run equilibrium and as such it represents an indispensable tool for 
understanding the mechanisms and channels of both monetary and fiscal policy. The author 
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first carefully derives the IS curve and its implication, then passes to the derivation of LM 
curve and after it discuss the general equilibrium and finally does comparative statics analysis 
(different combinations of fiscal and monetary policies and their outcomes, e.g., expansionary 
fiscal and restrictive monetary policy, etc.).  Thus, for instance, this basic or closed economy 
version of IS-LM model can shed light on the effects of expansionary monetary policy of a 
large closed economy like US and describe now actual idea of liquidly trap when the 
economy is in recession.  A liquidity trap is a situation (described in Keynesian economics) in 
which central banks injections of cash into commercial banks fail to decrease interest rates 
and thus to stimulate economy so the monetary policy is of no help in such circumstance. A 
liquidity trap occurs when people hoard cash because they expect an adverse event such as 
deflation or insufficient aggregate demand.  Discussing the properties of fiscal policy, the 
author defines, among other things, the “crowding out” effect.  The “crowding out” is an 
adverse effect of fiscal expansion on interest rate. We can use the same IS-LM tools to see 
that fiscal policy is much more effective instrument in the situation of recession since 
“crowding out” effect is not a big problem because private investments are low and not 
sensitive to interest rate so fiscal expansion will have no or very little effect on interest rate.  

Chapter 5 that carries the title “Aggregate Demand, Aggregate Supply and Macroeconomic 
Equilibrium in the Model with Flexible prices” is a logical continuation of Chapter 4. More 
precisely, the focus of chapter 4 was on  aggregate demand under assumption of rigid prices 
while in this chapter the author allows for flexible price and also explicitly introduces the 
notion of aggregate supply (the aggregate supply in Chapter 4 can be perceived as a horizontal 
line at the given price level). Thus the author captures the realistic feature that the aggregate 
supply may be upward sloping (at least at its upper part) and that it also plays role in 
determining the economy wide price level or inflation. Moreover, the IS-LM model is a base 
to derive explicitly the aggregate demand function by looking to the change in short run 
equilibrium due to change in the underlying price level. The author from some reason 
(perhaps due to the space constraint) did not explicitly derive the aggregate demand function 
from the underlying IS-LM model but introduced it a dynamic version of it, using inflation 
rate rather than price level (aggregate demand function is typically determined by finding the 
equilibrium aggregate demand in IS-LM model for each possible price level). 

In any case, the aggregate supply/demand function model is an appropriate tool to study the 
determination of price level of an economy and also of the level of inflation in the dynamic 
version of this model. Moreover, the flexible prices lead to the divergence (assumed away in 
Chapter 4) between the real and nominal interest rate and the author nicely describes the 
implications of this distinction and used this channel to derive aggregate demand. As 
expected, after the author defined each side of the model (aggregate demand function and 
aggregate supply function) and the equilibrium level of output and inflation, he performs 
similar comparative statics exercises like in Chapter 4 studying again the impact of fiscal and 
monetary policy on the economy wide equilibrium (that is, on output, inflation level and the 
related macro-variables like unemployment and price level. Moreover, as the author shows, 
this framework is also suitable for studying various macroeconomic shocks that may appear 
on either demand or supply side.  Last but not the least, the distinction between the short-and 
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long run of is crucial in figuring out the effects of both various policies and exogenous macro 
shocks due to different nature of aggregate supply in short versus long run. In the long-run the 
aggregate supply is (almost) vertical at the level of potential output (and associated with 
natural rate of unemployment-NAIRU) so any change in nominal variables like increased 
money supply and any form of increase aggregate demand can only increase price level and 
make inflation higher while leaving the real magnitudes like output level, unemployment and 
real interest rate unchanged. From this perspective, the aggregate demand management makes 
sense only when the economy is operating below the potential output. 

Chapter 6 entitled “Inflation, Expectation, Unemployment and Economic Growth” represents 
the collection of interrelated topics in macroeconomics in which the author predominantly 
deals with the issues related to the aggregate supply and to it associated phenomena.  In order 
to stress the key distinction between the short and long run aggregate supply, he first starts 
with inflation and the basic quantity theory of money. The latter is nothing more than basic 
accounting identity since the value of all transactions has to be identically equal to the product 
of money stock and its velocity.  This identity, however, can be turned into the simple theory 
of inflation by assuming that the velocity of money circulation is constant implying that the 
price level is proportional with the stock of money and so increase in money supply bears 
one-to-one relationship with increase in prices. After discussing and illustrating the costs that 
inflation imposes upon population, the author looked at tradeoff between the inflation and 
unemployment.  The appropriate tools used for such an analysis is on the concept of the short 
run and long run Phillips curve that is, in fact, the dynamic version of above described the 
long run and short run aggregate supply displaying the same phenomenon that the real 
variables are not affected by the nominal ones in the long run. More specifically, in the 
context under consideration the inflation cannot affect unemployment.  

The additional feature that plays important role in economics in general and in the notion of 
Phillips curve, in particular, are economic exceptions of economic agents (consumers, 
workers, business, etc.) and the related theory of rational expectations. Thus, for instance, if 
the workers behave according to rational expectations, then any anticipated increase in the 
money supply will be exactly offset by an increase in wages leaving the level of output and 
unemployment intact and making monetary policy completely ineffective.  Translated it to the 
context of aggregate supply, it implies that, opposite to the Keynesian view, the aggregate 
supply and Phillips curves are vertical.  The idea that the distinction between the long and 
short run is crucial in understanding difference in behavior and relations among key 
macroeconomic variables serves to reconcile these two opposing concepts - Keynesian 
economics on one side and the “classical” economics (and its modern version in the form of 
rational expectations) on the other side. That is, the aggregate supply is horizontal or upward 
sloping in the short run but vertical in the long run. Taking these features into account, the 
author discusses the effects of various supply and technological shocks on the long run 
aggregate supply and Phillips curve. 

After this the author continues with the description of the typos of unemployment and its 
measures and, interestingly enough, devotes a few pages to present the Nobel laureate, Phelps 
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that presented to some extent the opposing view of the standard Keynesian one concerning the 
polices to overcome the economic crisis in US. 

In the last part of the chapter, the author extensively covers the utterly important issue of 
economic growth since it represents a driving force of an increase in the long-run supply of an 
economy.  The discussion starts from the classical Solow-Swan model to the modern 
endogenous growth models and the author rightly emphasizes the role of technologic progress 
as the key factor for the sustainable economic growth and ever improving standard of living. 
In this light the investment in innovation and in research and development are essential for the 
successful and sustainable growth as the author amply demonstrates and documents.  The 
economic growth in real life is typically not smooth but displays business cycles so a brief 
description, illustration and discussion of the causes of business cycles were unavoidable. The 
author also stresses that benefits of economic growth are not shared evenly and makes the 
reader familiar with the standard and convenient tool called Lorenz curve that is used for the 
analysis of wealth inequality.  It is important to stress here that Lorenz curve is a base to 
calculate the most famous measure of wealth (or income) inequality – Gini coefficient. 
Finally, the author also touches upon the issue of long-run sustainability of economic growth, 
ecological issues associated with it. 

The very last, Chapter 7 “Open Economy - International Trade, International Payment 
System and Exchange Rate Policy” is a nice mélange of international trade theory and 
international finance. The author first reminds us on the process of globalization that is, 
among other things, characterized by ever increasing capital and trade flows and then he  
surveys the relevant trade theories that explain the reasons why countries trade starting from 
the very first, 18-th century’s  theory of absolute cost advantages by Adam Smith and 
continues with the D. Ricardo’s theory of comparative advantages in which country exports 
goods in which it has comparative (that is, relative) cost advantage and not necessarily 
absolute one. The author provides insightful examples that illustrate the idea of comparative 
advantages.  It is interesting that this Ricardian theory was a basis for the major neoclassical 
theory of international trade that culminated in the famous Heckscher-Ohlin-Samuelson 
theorem (HOS). It is more general than Ricardo’s theory because it uses two or more factors 
of production unlike Ricardo whose analysis was based only on labor and labor productivity. 
Relative endowments of the factors of production (capital, labor, and land) determine a 
country's comparative advantage. The HOS theorem predicts that a country exports products 
that use its abundant and cheap factor(s) of production and import products that use the 
country’s scarce factor(s). This would imply that the major trade venues will be between the 
rich countries abundant in capital and scarce in labor on one side and poor or developing 
countries on the other side in which abundance/scarcity is just opposite. As the author points 
out, HOS was unable to explain the empirical fact that rich countries trade mostly among 
themselves as noted by W. Leontief (Leontief paradox). This stylized fact gave rise to the 
emergence of the new theories based on the imperfect competition and increasing returns to 
scale on the supply side and often on taste for varieties and network externalities on the 
demand side.  Such approach is coined as “New Trade Theory” with the Nobel prize laureate, 
Paul Krugman being the most prominent name there. Interestingly, the author also briefly 
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discusses the concept of competitive advantages put forward by M. Porter. This concept 
belongs to the realm of business and management rather than to pure economics and it puts 
stress and importance of new economy, and information. 

In the next section the author discusses at length trade policy and its instruments like tariffs, 
subsidies, quotes, export restraints and qualitative measure of protection. For instance, 
imposing import tariffs changes market equilibrium by increasing the price that domestic 
consumers pay and restricting imports protecting the domestic producers. The reason for that 
protection might be infant industry protection and hope that protected domestic firms will use 
so increased profit to invest in innovations and in research and development. Moreover, when 
country is large in the sense that it can affect terms of trade, imposing tariff is also socially 
beneficial improving terms of trade for the domestic country.  The latter effect also occurs if 
there is oligopolistic competition between the domestic and foreign firms. 

After trade policy, the author passes to an extensive and very detailed and descriptive 
discussion of balance of payment.  Balance of payment is comprised of current and capital 
accounts and each of these accounts can be further disentangled. For instance, current account 
is comprised of trade balance and account of services whereas capital account could be further 
broken into the account of capital transactions and the account of financial transactions, etc. 
The issue of foreign currency and exchange rate and exchange rate policy are tightly related to 
the balance of payments considerations, so no wonder, that the author continues with the 
analysis and discussion of these issues. The important topics that belong to this theme are 
foreign currency markets, exchange rate regimes like fixed and floating, currency depreciation 
or appreciation and exchange rate policy in general. 

The chapter ends with the IS-LM-BP model that extends the IS-LM model to an open 
economy.  In terms of modeling, this requires adding a BP curve that represents so called 
external balance at which balance of payments is in equilibrium (that is, there is no change in 
international reserve due to the misbalances in flows of trade and capital flows). This model is 
relative simple but powerful tool to analyze the whole range of governmental polices in an 
open economy. Thus besides, standard effects of fiscal and monetary policies, the model are 
also a very convenient tool to study the effects of other polices like various trade and 
exchange rate polices and its combinations. As expected, the policy effects of the standard 
fiscal and monetary policy depend crucially on the exchange rate regime (fixed or floating) 
and on the mobility of capital flows that is captured by the slope of the BP line. For instance, 
the monetary policy is not very effective in affecting economy’s output when there is a fixed 
exchange rate and high degree of capital mobility while fiscal policy is of no big use when 
there is floating exchange rate. 

To summarize, this is definitely a valuable and well written book that would be of great help 
for a vast range of readers. The author managed to smoothly lead the reader from one 
interesting topic to another so I would whole heartedly recommend this book to every one 
interested in modern economics and finance. 


