The Nature and Scope of Macroeconomics

. INTRODUCTION

The term ‘macro’ was first used in economics by Ragner Frisch in
«19_3 3. But as a methodological approach to economic problems, it
Orlginated with the Mercantilists in the 16th and 17th centuries. They
were concerned with the economic system as a whole. In. the 18th
century, the physiocrats adopted it in their Table Economique to 8show
tht: ‘circulation of wealth’ (i.e., the net product) among the three
classes represented by farmers, landowners and the sterile * ctass.
Malthus, Sismondi and Marx in the 19th century dealt with macro-
economic problems. Walras, Wicksell and Fisher were the-modern
contributors to the development of macroeconomic analysis before
Keynes. Certain economists, like Cassel, Marshall, Pigou, Robertson,
Hayek and Hawtrey, developed a theory of money and general prices
in the decade following the First World War. But credit goes to Keynes
who finally developed a general theory of income, output and employ-
ment in the wake of the Great Depression. '

Nature of Macroeconomics

Macroeconomics® is the study of aggregates or averages -covering
the entire economy, such as total employment, national income, natio-
nal output, total investment, total consumption, total savings, aggre-

_ gate supply, aggregate demand, and general price level, wage level-and
cost structure. In other wards, it is -aggregative economics which
examines the interrelations among the various aggregates, their
determination and causes of| fluctuations in them. Thus in the words
of Professor. Ackley: ““Magroeconomics deals with economic affairs
‘in the large’, it concerns the overall dimensions of economic life. It
looks at the total size. and shape and functioning of the ‘“‘elephant” of

economic experience. rather than working of articulation or dimen-

sipns-of' the individual parts, It studies the charaeter of the forest,

*From the Greek word makros. =" i argat.
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indepeﬁﬁéntly of the trees. which compose it.””?

* Macroeconomics is also known as the theory 0 ! Elems
ment, or simply income analy)sis. It is concerned with the pro '

- of unemployment, economic fluctuations, inflation or dfation __11;1t61{1f"

" national trade and economic growth. Tt is the study of the causcs o3
unemployment, and the various determinants of employment. In the
field of businesslpcycle.s, it concerns itself with the effect of inVQStment
on -total output, .total income, and aggregate employment. In the
monetary. sphere it studies the effect of the total quantity of money on

the general price level, In international trade, the problems of balance.
of payments and foreign aid fall within the purview of macroeconomic
analysis: Above all, macroeconomic theory discusses the problcql"sgo-f
determination of the total income of a country and causes of its. fluc-
tuations. Finally, it studies the factors that retard growth and those
which bring the economy on the path of economic development.
. The obverse of macroeconomics is microeconomics.. Microecono-
. mics is the study of the economic actions™ of ipdividuals and ‘small
- groups of individuals—the “study of particular firms, particular
househiild‘s_,,ipditfidual Prices, wages, incomes, individual industries,.
particular commodities.” But macroeconomics “deals with aggregates
. f’.f these quantities; not with individual incomes but with the national
~Incpme, not with individual prices but with the price levels, not with
-ind iyidual output but with the national output.”® Microe'c:onom‘ics,‘
_.acco_'r‘ding to Aqklc)(,' “deals, with t_hé division of total output among
m_dugtri.cs, products, and firms, and the allocation of resources among
. competing uses. It considers ‘problems of income distribution. Its
in{e‘:;csi.-is in relative prices of paiticular goods and services,” Macro-
.qcondm_ic.s,. on the other hand, “concerns itself with such v,aﬁab‘l’es as
the aggregate volume of the output of an economy, withi the extent to

- which its resources are employed, with the size of the national income.
with the ‘general price level’>’* . . :
) Both miq_#pcc_qugﬁés and macrochggmics involve the study of
aggregates. But-aggregafion in microeconomics is different from that

1n macroeconomics. Inmicroeconomics the _intetrela\tibnships of indi

-vidual households, individual firms and individual industries, to eg =

.other deal with aggregation. “The concept of ‘industry’, for "eian:a(lzh
aggregates numerous firms ot even products. Consumer demand l;e,

shoﬁsj\is an. aggregate of the demands of many hodééholds, and.{ﬁz "

I .

f income and employ-
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sz;l:zdoi ;30:3 I;S ]an afggregatc of the production of many firms. The
concepts.”’ “HOI‘)W Zv of ‘labour in a locality are clearly aggregate
according to Profes er, -the ::l‘ggregates of microcconomic theory,”
billions of dollars Sf?r Bilas, ““do not deal with the behaviour of the
aand government exo consumer cxpendltures, business mvestments,
mics.””® Thus the penditures. These are in the realm of microecono-.
econiémy a5 & wh SICOPC of microeconomics to aggregate relates to the
roduct -and ole, “together with sub-aggregates which (a) cross
P nd industry lines (such as the total production of consumer
goods, .or total production of capital goods), and which (b) add up to
vy aggregate for the Whole economy (as total productjon of consumer

..goods and of capital goods add up to total production of the

economy; or as total wage income and property income add up to

- ;national income).””” Thus mjcroeconomics uses aggregates relating to

1nd1v1dual households, firms and ‘industries, while: macroecononyics

. uses aggregates ‘which relate> them to the *‘economy-wide total”.

| Scope and Importancé of Macroeconomics
As a method of economic analysis macroeconomies .is of much

- theoretlcal and practlcat importance.

To Understand the Working of the Econom y. The study of macro-
economlc vanables is indispensable, for understanding the workmg of
the economy. Our main economic problems are related to the be-
hav1our of total "income, output, employment and the general prree
level in the economy: These variables are. statistically measurable,
thereby facllxtatmg the possibilities .of analysing the effects on 'the
functlonlng of the economy. As Tmbergen observes, macroeconomlc
concepts help in “making the elimination process understandable and
transparent .. For_ instance, one may not agree on the best. method of
measuring dlﬁ“erent prices, but the genera] pnce level _is helpful in
understanding- the nature of the economy. s -

'In Economic/Policies. Macroeconoiics is extremely useful from the
point of view of econemxc policy. Modern goVernments especially of

"the underdeveloped economies, are: -confronted _ with mnumerable
'-natlonal problems. They are the problems of overpopulation, infla-
E tlon, ‘balance of" payments general underproductlon, etc. The main
'responmblhty of these govcrnments rcsts in the regulation and control 3

i .:_,Qf overpopulatlon, general prices, general. volume -of . trade, general
" outputs, etc. Tmbergen says:’ “Workmg thh macroeconomlc concepts



'S a bare nNecessity in order to contribute to the solutions of the great . ,

pProblems of oyr times.””® No government can solve these problems /it

terms of individua] behaviour, Let us analyse the use of macroecono-
Mic siudy in the solution of certain complex economic problems.

In General Unemployment. The Keynesian theory of employmfﬂlt 15

4h exereise in macrocconomics. The general level of employment in a0

. ceonomy.depends upom effective demand which in turn depends: oD

aggregate demand and aggregate supply functions. _Unemployment 15

thug .caused by deficiency of effective demand. In order to eliminate

it, effective demand should be raised by increasing total investment,

total output, total income and total consumption. Thus, macroecono-

‘e . . . . . . : ] me-
mics has special significance in studying the causes, effects and, r? '

dies of general unemployment.

In-Na Honal Ifcome: The study of macroecomomics is very impOI.‘t?inft.‘
for evaluating the overall performance of the economy in terms of .

—_— -

naﬁen'a_l income. With' the advent of the Great Depression Of the
1930s, it became necessary to analyse the causes of general Al
production and general unemployment. This led to the construction

of the data on national income, National income data help in_ fore-

casting the level of economic activity and to understand the distrirbu-
iion of income among different groups of people in the economy. :

- Ir Economic Growth.. The economics of growth is also a study .in
‘macrocconomics. It is ‘on the basis of macroeconomics that the re-
sources ‘and capabilities of an ecconomy are evaluated. Plans for the
overall increase in national income, /otitput, employment are framed
and implemented so as to raise the level of eétohomic development of
the economy as.a whole. g

In Monetary Problems. 1t is in terms of macroeconomics that mone-

tary problems can be_ analysed and understo‘pd properly: Frcquént
- changes -in "the valué of .monef-—inﬂation o'f\deﬂation--éﬂ'ect the

economy adversely, They ‘can be éounteracted'/by. adopting monetary,

fiscal and direct control measures for the economy as a whole.

In Busiriess Cycles. Further macroeconomics. as ‘an approach to .

€conomic problems started after the Great Depression. Thus jts im-
.portance lies in analysing the causes of economic- flustuations and in
providing remedies. - : o , :

For Understanding the Behaviour of Individual Units. T.ast but not the ’ |

least, fot understanding the behavionr of individual units the study

‘of magroeconomics is imperative. Demand for individual products
'depcﬁgs ‘Upon aggregate demand in the cconomy. Unless the causes of

-~



deficiency’ in aggregate demand are analysed, it is not possible to
understand fully the reasons for a fall in the demand of individual
products The reasons for increase in costs of a partlcula; firm or
industry cannot be analysed without knowing the average cost condi-
tions of the whole economy. Thus, the: study of1nd1v1dual units is not

possible without macroeconomics.
We may conclude that macroeconomlcs enrlches our knowledge of

- the functioning of an economy by studying the behaviour of national
mcome output, investment, saving and consumptlon Moreover, it
throws much light in ‘;olvmg “the problems of unemployment, inflation,

economic instability and economnc growth. -

Limitations of I\’lacroeconomlcs
There are, however, certain Jimitations of macroeconomic analysis

Mostly, these stem from attempts to yield macroeconomic generalisa-

tions from individual experiences.
Fallacy of Composmon In macroeconomic analysis the “fallacy of

‘composition’ is involved, i.e. aggregate economic _bdhavmur is- the
sum total of individual activities. But what is true of individuals is not
riecessatily true of the economy as a whole. For instance, savings are
a private -virtue but a public vice. If total savings in the economy

-increase, they may initiate a depression unless they are invested. Again,
- ,.lf an individual depositor withdraws his money from the bank there is

" no danger, but if all-depositors do this smwltaneously, there 'will be
a run on the banks and the banking system will be adversely affected.

- To Regard the Aggregates as Homogeneous. The main defect in macro -
analysis is that it regards the aggr egates as homogeneous w1thout caring

about their internal composition and structure. The average wage in

- a country is- the sum total of wages in all occupations, i.e., wage .of
clerks, typists, teachers, nurses, etc. But the volume of aggregate

: employment. depends on the relative structure of wages rather. than on:
the average: wage. If, for instance,.wages of nurses increase but of .
typists fall, the average may remain unchanged. But if . the: employ-
ment of ‘nurses -falls a little and of typists rlses much aggregate em-
. ployment would increase. ' -
-Aggregate Variables may not be Important Necessarily. The aggre-
gate variables which form the economic system may not be of much
significance. For instance, the national income of a country is the total
of all individual incomes. A rise in national income does. not-mean-
that individual incomes have risen.” The increase in national :income
' mlght be the result of the increase in the incomes of a few rich. people
“in the country. Thus a rise in the national income of this type has little



significance from the point of view of the community. :
Prof. Boulding calls these - three difficulties as “macrp;@?}omlc
paradoxes™ which are’ true when applied to a single individual l;pt
which are untrue when applied to the economic system as a wh'ole-. .
Indiscriminate Use of Macroeeonomics Misleading. An indiscrimi-
nate and uncritical usc of macroecenomics in analysing the prot |cf)}§
of the real world can often be misleading. Fdr instance, if the.pohcy
measures needed to achieve and maintain full employment 1n the
economy are applied to structural unemployment in indiwdl'lal-ﬁl‘ms
and industries, they become irrelevant. Similarly, measures aimed at
controlling general prices cannot be applied with much advantage for
controlling prices of individual products.

Statistical and Conceptual Difficulties. The measurement of ma(t:rZi
economic concepts involves a number of statisiical and conceptu

difficulties. These problems relate to the aggregation of microeconomic
variables. If individual units are almost similar, aggregation does net
present much difficulty. But if microeconomic variables relate to dl-S-
similar individual units, their aggregation into one macroeconomic
variable may be wrong and dangerous. ' |

MACRO STATICS, MACRO DYNAMICS AND COMPARATIVE STATICS

Statics. The word ‘statics’ is derived from the Greek word statike
which means bringing to a standstill. In physics, it means a stét'e'of
rest where there is no movement. In economics, it implies a state
chracterised by movement at a particular level without any change..
. It is a state, according to Clark, where five kinds of chan ges are cons-
picuous by their absence. The size of ‘the popuilation, the supply of
capital,methods of production, forms of business organisation and wants
of the people remain constant, but the economy continues to-work at’
steady pace. ‘“It is to this active but ‘unchanging process,” writes
Marshall, “‘that the expression static economics should be applied.”
Static economy is thus a timeless economy where no changes occur
and it is necessarily in equilibrium. Indices are adjusted instantane-
ously: current demand, ‘output and prices of goods and services. As .
pointed out by Prof. Samuelson: “Economic statics concern itself with
the simultaneous and instantaneous or timeless determination of econo-
mic variables by mutually interdependent relations.” There is neither
past nor future in the static state. Hence, there is no element of un-
certa'il?t'y in it. Prof. Kuznets, therefore, believes that “static economics



:szl;;;tilslte;elztlg;}s .all:d _Processes on the assumption of uniformity .
‘nvolved.” | either the absolute or relative economic quantities '
thej‘i zgi::)ii?’f'ci“l’l’i’:li)s’s'; ‘explains. the static equilibrium position of
words, - “If the object best explamefl by Professor Kurihara in these

Hole. the Macro.<r. e 1s to sho“.r a “still picture’ of the economy as a
WILOLS,: 13 M crp St_atlc method is the appropriate technique. For this
'techmq}w Is one of investigating the relations between macro-variables
m .thc h_nal POSlt_IOIl of equilibrium without reference to the progess of
-ad_]l'ls.tm.c‘:nt implicit in that final position.”’!® Such a final position of
equilibrium may be shown by the equation |

R Y=C-.

Where Y is the total income, Cis the total consumption expenditure
and 7, the total investment expénditure. It simply shows a timeléss
, ld)entlt}-' equatlon without any adjusting mechanism. This macro-static
~'model is - illustrated with the aid of Kurihara’s diagram reproduced

below. .

~ According 1o this static Keynesian model, the level of national
inrcome is determined by the inter- cr

action of aggregate supply function (:.-._ /f\ 450

and the aggrégate démand function,
In Figure 1.1, 45° line represents the
aggregate supply function and C+1 ‘ -
line, the aggregate demand function, , /C |
45° line ‘and C-+7 curve intersect at . ' ‘
point E, the point of effective demand

45°

which determines OY level of natio- |
nal income. P o VS —>
5 . . : Income
‘Thus, economic statics refers toa .- )
l v FIG. l.l

‘timeless economy. It neither develops ._
nor decays. It is like a snapshot photo from a - ‘still’ camera which

would be the same whether the previous and subsequent positions of
the economy were subject to change or not.

Dynamics. Economic dynamics, on the other hand, is the study of

- change, of aér.ielcratio_n_' or deceleration. It is the analysis of the process

of change which continues -through time. An economy may change

through time in two ways: without changing its pattern and by chang-

ing - its pattern. Economic dynamics relates to the latter type of

- change. I'f“t‘he're; is a change 'in population, capital, t_¢chniqi1e_s. of



pmdhct‘ion"forms of business organisation and tastcs_?f (,he fe(;ftl:m
in"any orie or all of them—the economy will assume 2 differen paccom:

" and the economic system will change its direction. in the 1d have
panying diagram, given initial values of the economy, 1t WOu it
‘proceeded along the path AB, but suddenly at A the indices ds C.
the pattern,.and the direction of the equili‘brium changes tpwgf di .
‘Again, ‘it would have proceeded to D but at C the paltern an o
tion is changed to E. Thus, economic dynamics studies the palit

from one equilibrium position to another: from Ato C and from C1o E-

D

T |

C—E

)
-»A-B.

Prof. Hicks in his Value and Capital defines economic dynamics ““as
those parts where every quantity must be dated ** But Prof. Harrod
doesnot agree with this when he says: “In dynamics dating is no more

"necessary than in statics.”” fe, therefore, suggests that dynamics should
concern itself with the analysis of “continuing changes generated by
~ the special nature of a growing economy.”*?* According to him, dy-
namic economics concerns itself with “the necessary relations between
the rates of growth of the different elements in a growing economy.”®
Harrod considers once-over changes to fall within the domain of
‘economic statics. Such changes imply a shift from one position of
equilibrium to the other. In terms of our diagram a shift from 4 to C
and from C to E Wwithout traversing the path is static economics. Prof,
‘Hicks accepts this view of Harrod in his Trade Cycles. '
;-Ragner Frisch, however, regards economic dynamics not only a study
of continuing changes but also of the process of change. AéCording to,
him, it is a system in which “variables at different points of time ar
involved in an essential way.”* Thus, the study of economic dyn 2 s
involves the discovery of functional relationships of econom;j mlﬁ‘:S
ables at diffcrent points of‘time. The kn0wledg‘e of such »'l‘elatioc va.rlf
is essential for forecasting. Predic'tionf,-thus, becomes thé e'sgel]Shlp‘S
the Frischian definition, according to Baumol. He, therefcre nce of
economic dynamics as “the study of economic Phenomeng ’ deﬁpe.s
‘to preceding and succeeding events.” = - omena in relatjo,



Economic dynamics is, thus, concerned with time-lags, rates of
change, and past and expected values of the variables In a dynamic
economy, data change and the economic system takes time to adjust
itself accordingly. We may conclude with Prof. Kuznets: “Economic
theo:ry w,hml_-l seeks to explain 1he phenomenon of econo mic change,
.thc u‘npl_lcatlons of such change, and to-examine the factors at work
in bringing about a giver change and trace the process of that change

'and_ the consequences of succeeding movements step by step is called
- economic dynamics.” :

According to Kurihara, ““Macrodypamics treats discrete movements
or rates of change of macro-variables.” ‘He further writes: “This
method separates the process of trial and error into ‘a series of conti-
nuously changing reactions and indicates, step\by step, - what is cause

and ,whth is effect. It describes the thanging universe as it is related -
‘to previous or subsequent adjustments, it analyses the discrete and -

continuous changes of aggregates, the sequence of cause-and-effect-
events arising from some initial disturbance and the time-paths of
macro-variables and aggregative c,I . :

A ti : ‘ ‘ ' 45'
relationships. Thus, the macro- A :
dynamic method enables one to
see a' ‘motion-picture’ of the
functioning of the economy
as a progressive whole.””??

The macro-dynamic model is
explained by Kurihara in terms
of the Keynesian process of
income  propagation where
" consumption is a. function of - |
the income of the preceding - FIG. 1.2
Pel’iﬂd, ‘-ei -Cl"—_:f-(‘Yf-_-l)’ and . : . :
investment is a function of time and of constant autonomous
investment Al i.e., [~=f (AD. Tn Figure 1.2, C+-11s the . aggregate
demand function and 45° line is the aggregate supply function. If we

hegin in period ¢ where with an equilibrium level of income 0Y,, .
investment is increased byAl then in period ¢ income Tises by the

amount of- the increased investment (from #,to t). The increased

investment is shown by the new aggregate demand function C+1+
AL But in period 7, consumption lags behind, and is still equal to

the income at E,. In périod 74-1 consumption rises and along with



1ill higher to QY;. Th;srpro(;
e till theaggregate ge}iman
ly function’ 45° line at

the new investment it increases income s
cess of income propagation will continu
function C+I+ Al intersects the aggfegﬂ}tef‘lp [;ev el is determined at
E, in the nth period, and the new equilibrium ic equilibrium
OYn. The curved steps #, to E, show the _macro-dy.nam _ '
path. | R
- Comparative Statics. Comparative statics is a 1 t
analysis which was first used. by a Greu:‘an ecop]ortrilcl)sn;ry process bya
in 1916. Schumpeter described it as ‘‘an evolu ater “Whenever |
succession of static models.” In the words of Schumpeter, dicate the
we deal with disturbances of a given state by trying to 1ndic d s
static relations obta_iniﬁg‘ beforc a- given disturbahcc{ 1mp 1'n.ge uﬁ_ d
the system and after it had had time to work itself out. This met; :’_
of procednre is known as Comparative Statics.”” T.O' be precise,
comparative-statics is the method of analysis in which different equili-
brium situations are compared. g LA | o
The distinction between static, comparative static anfl .dynamic
situations’is explained with the help of the accompanying Ae—>B
figure. If the economy is working at situatiolh' A where it y2al s
is producing at a constant rate without any change in the variables,
itis a static state which is furictioning ar a point of time. When the
€conomy, moves from the equilibrium point A to point VB‘ithrough_
time, it is economic dynamics which traces out the actual path of
movement of the economy between the two static equilibrium ppints._
| ' | - Comparatiye statics, on.the other .
0 | . hand, - is related to once-over
| - change from point .4 to point Bin -
B {which we do not study the forces
_ ,77 _ behind the ‘'movement betvlvéen
A " - " the two points, ‘Thus- compai'a'-
g tive statics is not concerned- with
- N "the.t'ranSi.tional' period but ““jp-
T: T, Time - volves the study of variations
~ | ~ ponding to specified, changes in
) .. underlyingdata” 7
- The Keynesian Employment, " Income - and Output: anaiysis is
also based on the theory of shifting.equilibrium whereijy, he compares
different equilibrium levels of income.! According to Rurikara, Keyneg
: | |

method of econdmic‘;
F..Oppenheimer, )

<

“eg

e

Natidnal Income

o




. . ition
W the process of tramsition from one positior
er. He simply used comparative static analysis.

Figure 1.3 expl; ins twq different levels: of income, OY, at 07_“1 tims:
oind_ependen't of each other, both the income

and OY; at OTgt\t‘ime\. _

levels relate to. economic statics. But income at OY, level is higher
than at OY; Iev‘el.'\ This is comparative statics which compares two
static levels of income ag against. dynamic economics which traces

made 10 attempt to sho
bf:equllibrium\\ to anoth

-.

out the path 4B, showing increase in income.



STOCK AND FLOW CONCEPTS

Stock refers to a quantity of a commodity  accumulated at a point
of time. The quantity of the current production of a commodlty
which moves from a factory to the market is called flow.
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The aggregates of macroeconomics are of two kinds. Some are
stocks, typically the stock .of capital K which is a tinteless concept.
Even in period analysis, a stock must be specified at a particular
‘moment. Other aggregates—the majority —are flows such as income
gpd otftpllt, .Consumption and investment. A flow variable has the
“time d:m-ensxon ¢t as much per unit of time or per period. '

Stock 1s the quantity of an economic variable relating to a. point
of time. FOI: example, store of cloth in a shop at a point of time i
stock. Flow is the quantity of an economic variable rélating to 2
period Of_ time. The monthlyincome and expenditure of an.indivi-
L dual, receipt of yearly interest rate on various deposits in a bank,
; sale of a commodity in a month are some examples of flow.

The concepts of stock and flow are used in the analysis of both

microeconomics and‘ macroeconomics.

1. In Microeconomics :

| . In price theory or microeconomics, the concepts of stpck’“and
, 4 flow are related to the /demand for and supply of goods. The market
E : demand and supply of /goods at a point of time are expressed as
stock. The stock-demand curve of a good slopes downward from
left to right like an ordinary demand curve, which depends upon
| price. But the stock-supply curve of a good is parallel to the Y-axis .

"' Because the total gquantity of stock of a good is constant at a point

of time. On the other hand, the .flow-demand and supply curves

are like the ordinary demand and supply curves which are influenced
by current prices. But the price is neither a stock nor a flow vari-
able because it does not need a time dimension. Nor is it a stock
quantity. In fact, it is a ratio between the flow of cash and the flow

of goods.

‘§ * 2. Im Macroeconomics . ‘
- The concepts of stock and flow are used more in macroeconomics

- or 'in the theory of income, output, and employment. Money is a
flow. Wealth is a stock

stock whereas the spending of money is a

and income is a flow. Saving by a person within a moﬁth‘iis a-flow
_while the total saving on a day is a stock. The government debt is .
a ‘stock but the government deficit is a flow. The lending by a
bank is a flow and its outstanding loan is a stock. .. - B
 Some macro variables like imports, exports, wages, income, tax
payments, social security benefits and dividends are always flows.
“Such flows do not havé direct stocks but they can affect other stocks’ :
 indirectly, just'as imports can affect the stock of capital goods. )




10 macroeconomic £7°=0 S thc SiZC Of ﬂOWs can be
<k can change'duc to HOHE bu’trhis can be explained by the

A Stc')k dcaitsclf by changcs in stock. of investment. The stock:
determinc & of capital and flow : f invest-
relation between stock o the flow of i ,

' increasc in .

of capital can only increasce with the ot of producti e

mcntp or by tho difference between w o o on of new
: ’

: he other hand
capital goods and consumption of capital goods. On the s

ize of capital stock.
: ) nds upon the size 0 .
the flow of investment ftsell 4epe y if the time period is so long that

l
the stocks can affect flows on &g cans
g\? c;lccsiicd change in stock can be br.ought a;mlit;uihus, fl
not be influenced by changes in stock 1n theﬂs or vari;;bles e
Lastly, both the concepts of stockl and flow . emploviant,
important in modern theories of income, output, €mp

interest rate, business cycles, etc.

DIFFERENCE BETWEEN MICROECONOMICS AND
MACROECONOMICS

The difference between microeconomics and macroeconomics can

be made on the following counts. .
The word micro has been derived from the Greek word mikros

which means small. Microeconomics is the study of economic
actions of individuals and sinall groups of individuals. It includes
particular households, particular firms, particular industries, particu-
lar commodities and individual prices. Macroeconomics is also
derived from the Greek word makros which means large. It “deals
with aggregates of these quantities, not with individual incomes but
with the national income, not with individual prices but with the
price levels, not with individual output but with the national out-

put.® ,

The objective of microeconomics on demand side is to maximize
utility whereas on the supply side is to minimize profits at minimum
cost. On the other hand, the main objectives of maéroeconomics
are full employment, price stability, economic growth and favour-

able balance of payments.

The basis of microeconomics is the price mechanism  which
~ Operates with the help of demand and supply forces. These forces
- help to determine the equilibrium price in the market. On the other

hand, the basis of macroeconomics is national income, outpﬁt and

*K.E. Boulding, Economic Analysis, 3[e, p. 237.



N i

employment which are determined by aggregate demand and aggre-

gate supply. : _ ' -

| Ia\fl‘lqrocconon-:lics is based on different assumptions concerned with

rfm?nal, f?ehavnour of individuals: Moreover the phrase ‘ceteris. -
paribus’ is used ‘to explain the economic laws. On the other hand,
1macroeconomics bases jts assumptions on such variables. as the
agg:rcga_tc volume—of the output of an economy, with the extent to
which its resources are employed, with the size of the national-
lnCOEne and with the general price level. )
Microeconomics is based on partial equilibrium analysis which
 helps to explain the equilibrium conditions of an individual, a firm,
an industry and a factor. On the other hand, macroeconomics is
based on general equilibrium analysis which is an extensive study of
a number of economic variables, their interrelations and inter-
dependences for understanding the working of the economic system
. as a whole. _

In microeconomics, the study of equilibrium conditions are analy-
sed at a particular period. But it does not explain the time element.
Therefore, microeconomics is considered as a static analysis. On
the other hand, macroeconomics ‘is based on time-lags, rates of
change, and past and expected values of the variables.

This rough division between micro= and macroeconomics is not
rigid, for the parts affect the whole and the whole affects the parts.



