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that there is significant puljlic-regarding sentiment among the popul:ice? 
.I'he point is that the issue of  safety as a puhlic good is at heart a n  ernpii-ical 
one. and  it deserves careful anal\.sis. 

.['he underl!ing, although implicit, theme in this book is chat OSHA and 
the oolitic:il urocess ~vhich created and administers it  a re  here to s t x .  Eco- 
nomic :inal!sis is, to s,~! the least, not valued 11) polic!n~al\ers-:i~ld t h e w  is a 
hint that if economists are  to have an! hope of' being eve11 t~~arginiill\ .  impor-
tant they must shift their f'ocus f'rom "\\.hat shoultl be" to "\\.hat is possible." 
\\'hat is apparently politically possible bears little resembl:ince co the norlna- 
tive pescriptions of' economics-a situation \\.hich creates :i dilelnma for  
economists Fvhich blentlelof'f irr~plicitly raises but neither appreciates nor 
solves. If the l'~ill implications of rrsourcc scarcity, iridivirlu,il choice, a ~ ~ t l  
Parrto optimality a re  pointed out ,  economists a rc  ,judged to he lacki~ig ill 
"feelings" and thus unfit f'or the job of' social engineer. Yet if economists 
silence their normative analysrs in o rder  to gain enough favor to be accorded 
prripheral inllurnce in the regulatory process, the! \\.ill he :ilj;indoning motics 
of thought and concepts o f  social \vclfarc a l ~ o u t  \vhicl~ society v e n  rnuch 
~icctls to 1)c ctlucatcd. 
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(paljer). 

'I'liis t~ook  is desigr~ed pri~narilv as a gratlr~ate rest i l l  r l~eor.\ .n~ac.roecor~ori~ic 
It is based on g ~ . a d ~ ~ : t t electures g i \ e ~ ~  ;tt tile A~rsrraliat~ I r r~ i \ . e r s i t \ ,N a t i o ~ ~ a l  a.; 
well 21s a n ~ r n ~ t ~ e ~ .  t) \  Stephen . I ' ~ ~ r ~ l o \ s l \ >  of ,jour.nal articles p~~hlishecl  d~rr . i r~g 
[lie p;tst se\eral >ears. .l'lie text de\elops ~ I I I ~ I  ;Igi\cs a (.leal- rsl)ositiot~ of 
seqrrence 01' ~ n a c r o e c o ~ ~ o n ~ i cinodels 01' i ~ ~ c r c a s i n gco~nples i t \ .In  or.tler. t t i ; ~ t  

more space nla\ be cle\,oted co ttic tec Iinical an;ll! sis ot the 111-oper-ties of thrse 
models, the book does not p r o ~ i d e  an explicit micr.otoundatio11 fol- the 
aggregtte ~.elat iol~sl~ips o r  a n  en~pirical 1.ationale for t l ~ e  c1ioic.r oI'111otlc1 ant1 
the aggregation 2nd ftr~~ctior~:tl-to~.ni assunlptioiis. 

' .A recent paper b) Danriger- and Halernan (1979) \uggests that X's concern h r  Y is 
rnoti~atedb\ self-interest, not benevolence. Howexer, for the curl.ent topic the distir~c- 
tion is not impor-rant. 



'I'he central a i n ~  of ' r l~e  o u r l i ~ ~ c d  sk! in the pref;~(e-is totcst-as 111 r l ' ~ ~ r n o \  
lx-midr  a detailed eaposition o t  foul- arras  of ~ n a c ~ o e c o n o ~ l ~ i c s  11ot nor~n;lll\  
f 'e ;~tr~~.et ii l l  gl.at111arr rrxtbooks. 7'liese i~lclude ol)timal jt:~bili/:~tio~l l)olic\, 
o l~r r i -econon~\nlac~.oeconon~ics.i11Hatio11 t l ~ c o r ) ,  a r ~ d  th r  nlac.roccoi~oiilic 
imt)lications o! halance-sheer c.onst~-ainrs. 111 reviewing r l ~ c  rcxt i t  rvill be 
c o ~ ~ \ e n i e r l tto c-o~lsidel- e a c l ~  of these itenlj i r ~tur-11. 

Ol ) r i r~~a l  of' t l ~ e  stal)ili/ation polic) is the sul~jecr of the 1,lsr rlvo c.hal)re~-s 
book. Tl lr  exposirion p~.ocredsa \  stenlaticall\ ~ ' I - ~ I T Itllr static. 7 i n l ~ c r g c ~ l  
a~lal \s is ,  to the r l > ~ ~ a l n i c  I'l~illil,s (l)~.ol)o~.cioilal, 11olic.ies s t r~dicd 11) .-I. \.V. 
drri\ .ati\e.  ancl irltegl-A), antl. finall\, ro tlic full\ o l ~ r i ~ ~ l a l  polic.ies clei.i\ecl 
r~sing cl)~l;~mic. srocl~;istic. control tlico~.!. .l'hrsr c.llal)tera a re ,  in I I I ; I I I \  I-e-
sl)ec.ts. one of rhe ~rlosr artracti\r fea r r~~ . r s  r l~r  I'he ral)osirioil is clc;~r- 01 text. 
ant1 c o ~ ~ c i s e .  rxanlples to g i \ r  r l~r\\.irh e ~ l o r ~ g h  strltlrnt a n  intuiti\e feel fill- r l ~ c  
nlat11enlatic.al t e c l ~ ~ ~ i c l ~ ~ r s .  -4s !rr, altcl-nati\e ti.catlrlellts of' the sultjrct at t l 1 i5  

le\,el call O I I I \  1)e f o r ~ n d  i l l  speci;ili/rtl o111i111al conc~.ol r r s t c  01. i l l  jot11.1l;il 
arriclcs, a ~ ~ t l  these (lo 11or gcne~.;lll! fbcr~s 0 1 1  the n ~ a c ~ . o r c o ~ ~ o ~ ~ ~ i c .  al)l~licatio~ls. 
All i i l lpo~.t;~nt 011lissic111, ho\ve\er,  is a disc.usior~ of the Luc.;~s (1976) c~.iriquc 
of stat)ili/ntion as c ( ~ ~ ~ \ c n t i o ~ ~ a l l !al~l,lirtl in t r c h ~ ~ i c l ~ ~ e s  n~aer-oeco~~o~il ic-s .  
C;i\en rlir catcnsivc litr~-arr~l.e \vhich has tie\elol,rd o \ e ~ -  the l~asr se\r~.;tl \ r i i l . a  

i l l  this ai ca, 21 balantrti r r - r a t ~ n e ~ ~ t  of' tlirsr \vor~ltl 1.eqr1il.e some tiisc.ussio~~ 
ideas. '1-0 be sure, much o f  this l i t e r a r ~ ~ r c  \vas e\ol \ i t ig  as this trxr \\.as 11ci11g 
pre1)al.mi. so  that an rxpositor\, re\ie\v nla! Iia\e been pi.rn1atrll.r o r  in:~pl)~.o- 
priate. 111 all! case, selected reading ashignlrients h r  students to s ~ ~ p p l r r l ~ c l l t  
t h r  n1ol.r tr;~tlition:~l e s ~ ~ o s i t i o r ~in tlir test corlld rasil\ rcrnrtl\ this o111issio11. 

O ~ ) ~ I I - ~ X : O I I O I ~ ~  is rhc sut?jeCt ol Iil~~lost ~ ~ i ; ~ c ~ r ~ o r c o ~ ~ o ~ i i i c s  c;ilr-tl~irclol t l i t .  
rest. Give11 the incr-easing iinpol-tance of interrlational issues i l l  n12tc.1-o-
ecorioi~lich, this relativel! heavy emp2lasis o n  the open econorni. con~pal.ecl 
~ i t hexisting gratiu;~rc Iriiicro tests seems cntil.elv i~p111.opliatc anel slio~llil 
in( I rase r l~r, ~ l ) ~ ) e a l  tlie f ~.amc\vork is r~sr t lof reat. T h e  "sn~all-c.ount~-1 "\" 

1 ,  

r h ~ - o r ~ g l ~ o u r  tlisc~~ssion \vo~.ld orltl)ut, i11re1-rst I.accs, and i n l l a t i o ~ ~  tllr \\it11 

fahell as rxogrnous.  Ilosr cnlphasis is gi\.rn to the tlc\clol)rneirt of ~ . a t l ~ r r  
eclectic ~l~oclels  stick\ \\ages ; r i~d /o~-  t'l~illil)s\\hich i~~c-orl)or;rtr 111ic-cs r ~ s i i ~ g  
cur.\c r c l i ~ a t i o ~ ~ s  Sit~ll)lific-atio~~s; ~ n dgc~icral  pol-tfklio b;il;l~lc.e rr l ;~t ionsl~~l) . i .  
\\.liic11 ;r~.iseti-orn l~u~.tll;lsing-l)o\\cr areparit\ o r  fro111 1)crIec.t c;ipit;ll ~i~ol>i l i t> 
trri~trcl;IS sprci;il c ; ~ s r j  of' rhis IIIOI-c tl1:111ge11cr;tI Iri1111c~ork ~.;irlie~. <IS ;11te1--
~ i a t i \ e  rlleor-ies of rhr exch ;~r~gc  ratr  01.tlir I)al;u~ce of pa)nlcnts. 71'he p u r r  
monetar) tt~eor-) of ' thc I ) a l a ~ ~ c r  of pa\nleilts, for  exalriplc, is not singled out 
as a particr~l;i~.l\ usef l~l  o r  interesting rlleor), although it is stlo\\-n th:~t the 
general nloticl is consistent \virh t h r  nlonerar) 21ppr-oach in the long r-u11. I ' t ~ i s  
methodological appr-oach of tlevelopi~ig an all-purpose ntoclel Irla! h a l e  holnr 
ad\antages in u~lderl ining r21e inhr r rn t  coi~lplesit! of ope11-ecoliom\ lriac- 
~.oeconomics,hut it ma\ also have a peclagogiciil dis;ldv;~ntagr in nor pro\ id-  
ing the stlltlc~lt ~vi th a frill ;ipp~.eciarion of' sorrle of the cheo~.etic-al tle\el-
opnielits in i~ltrr-narional fili;llice theor! \\-here the ch0ic.e of'tvhat con~plexit) 
to iibsrr;~ct from, ant1 \vhat ro e m p h a s i ~ e ,  has been ~r.iici;il for tlie develop- 
111er1r of the theor) .  O n r  importanr pri)bleni \\.hic.h 11;~s gene~.atecl much 
~-csearch i.ecentl!-the ti\,narr~ics d u e  to espectatiot~s of exch'lnge-r:cte 
changes (see 1)ornbiisch 197(i)-is ~ i o t  clisc~lssed, though as \virh I.uciis ( 1076) 
the ~.el;iti\el\ I.ecellr t le \elopn~ent  of rhe ~.esults \voulcl h a \ r  n~iitie i n c l u s i o ~ ~  
dif hclllt. 
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short-run trade-off is maintained, holrever, through the use ofnrlaptrz~e ex- 
pectations, since with the n~odels considered, rut~onnl expectations would 
imply a vertical short-run Phillips curve as well. In general, rational expecta- 
tions theory is given very brief treatment in this analysis. T h e  main reason 
given by Turno\.sky for focusing on adaptive rather than rational expecta- 
tions is that, with learning behavior, rational expectations have many adaptive 
features. Ho\rever, with learning behavior, these adaptive coefficients would 
he time varying and not fixed as in the analysis in this book. The  implication 
of the research on learning with rational expectations is not that adaptive 
expectations should be used but, rather, that care be taken in describing the 
learning process. Another reason for a nonvertical short-run Phillips curve, 
even ~ r i t h  t.ationa1 expectations, is the esistence of multiperiod contracts. This 
subject is taken u p  on page 91 of the text, and although the author feels this 
"crucial institutional factor" is verv important, i t  is not dealt with explicitly 
because it is "el-en more curnbersorne to incorporate into a formal rnodel." 
Although certain simplifications might be necessary, such incorporation 
~ rou ldbe useful for students in order to gain an appreciation of what is crucial 
about these contracts. 

Of the four topics featured in the book, the development of consistent 
balance-sheet constraints is emphasized most strongly. Chapter 3 is devoted to 
linking the,joul equations from the traditional income experiditure model 
with the stocks of balance-sheet items in the major sectors-households, firms, 
and government. Considerable care is taken in developing these linkages so 
that the relationship between savings and the accun~ulation of the various 
assets in the economy becomes transparent. These relationships have gen- 
erally been implicit in graduate texts, but it is important to make them explicit 
as Turnovsky has done in order to understand the full workings of the 
macroeconomy without getting bogged down by vaguely defined stock-flow 
problems. 

There  is too mtlch emphasis, however, on the "iritrinsic" d2namics associ- 
ated wit11 balance-sheet constraints. \trith few exceptions these dynarnics are 
the onl) reason for the persistence of economic fluctuations studied in the 
book. T h e  government budget constraint is emphasized most heavily, fol- 
loxring Christ (1968)and Blinder and Solow (1953). These dytlamics arise in 
this case because the change in government bonds or  the money supply must 
equal the budget deficit. This first difference in the stock adds a derivative or  
lagged dependent variable to the model, thereb! generating the d?namics 
t y  pically rlescribecl by differential o r  difference equations. Ver) little empiri- 
cal \\.ark is available on how inlportant these dynamics might be in explaining 
aggregate fluctuations. Xly view is that, except perhaps in less developed 
countries where tax collectiorl or  open-market operations are difficult, these 
d! tlaniics are not significant \vhen cornpared ~ r i t h  the man) other soul-ces of 
dynamics tvhich ha\,e been emphasizeci over the >ears by business-c>cle 
theorists. Changes in tax rates o r  in the proportion of the deficit financed by 
motley creation are generally too frequent to permit the fixed-coefficient 
difference equations on which these d!namics are based. hloreover, well- 
chose11 financing rules tna) eliminate the dynamics complete12 if that is 
desired. B ~ i t  this is ari open question. Perhaps the carefully expountied 
tnodels de\eloped in this book arid tlie emphasis placed on these d\namics 
will stirrir~late the necessary empirical work to resolve the question. 
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