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Chapter 1 Introductory Macroeconomics 

Meaning and Scope 

Macro economics is defined as that branch of economics which studies economic activities 

(including economic issues or economic problems) at the level of an economy as a whole. 

The term Macro in English has its origin in the Greek term Makros meaning large. 

Scope of Macro economics 

Macro economics largely deals with the following areas of study: 

1. Theory of National Income 

2. Theory of employment 

3. Theory of money 

4. Theory of general price level 

5. Theory of Economic Growth 

6. Theory of International Trade 

Schools of Thought 

1) The Classical School 

 Economists: Mill, Malthus, Pigou and Ricardo 

 Advocated free economy where government doesn’t interfere in the areas of 

production, consumption or Investment. 

 Decisions are determined by market forces of supply and demand. 

 Profit maximisation is the principle objective. 

 Resources are: a) Fully utilised; b) Optimally utilised 

 Unemployment and a state of disequilibrium will only be of temporary nature. The 

classical economists thus believed that free economy is the best economy as it offers 

maximum employment, highest level of income and automatically reaches the state of 

equilibrium. 

2) The Keynesian School 

 Dominated by view point of Lord Keynes. 

 Unemployment will not disappear automatically. The government must intervene. It 

should undertake Investment and production to generate opportunity of 

unemployment. Equilibrium with full employment is not an automatic phenomenon. 

 

Difference between Micro economics and Macro economics 
Basis Micro economics Macro economics 

Basis of study Problem of scarcity and 

choice at the level of an 

individual, household, a firm 

or an industry. 

Problem of scarcity and 

choice at the level of an 

economy as a whole. 

Degree of aggregation Limited More 

Central Issue Allocation of resources Determination of the overall 
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level of output. 

Method of study Partial equilibrium analysis General equilibrium analysis 

 

Interdependence between Micro economics and Macro economics 

1) Micro economics depends upon macro economics: Regarding the level and behaviour of 

macro variables. 

2) Macro economics depends on micro economics: Aggregates depend on individual 

behaviour (sum of individual behaviour).  


