Unit 1:Unpacking Macroeconomics

Macroeconomics

The sources define macroeconomics as the study of the economy as a whole. Unlike
microeconomics, which focuses on individual economic agents (like households and firms),
macroeconomics examines broad aggregates and systemic issues. Think of it as zooming out to
understand the overall health and performance of the entire economy.
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Measuring nomic Performance: GDP and GNP
To understand the health of an economy, macro economists rely on a variety of indicators. Two
of the most important are:

e Gross Domestic Product (GDP): Measures the total market value of all final goods and
services produced within a country's borders during a specific period, usually a year.

e Gross National Product (GNP): Measures the total market value of all final goods and
services produced by a country's residents, regardless of where they are located, during
a specific period. The distinction here is about ownership of the factors of production.



The sources point out that there are three main approaches to calculating GDP/GNP:

1. Product Approach: Sums up the value added at each stage of production across all
sectors of the economy.

2. Expenditure Approach: Calculates GDP by adding up total spending on final goods and
services by households, firms, the government, and net exports.

3. Income Approach: Sums up all the income earned in the production of goods and
services, including wages, salaries, profits, and rents.

Key Challenges in Macroeconomics: Navigating the Shoals
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Over the i of thought have emerged, each offering a distinct perspective on
how the ma conomy functions and the appropriate role of government intervention:

e Classical oclassical Economics: This school emphasizes the self-correcting
nature of marKets, arguing that the economy will naturally gravitate towards full
employment in the long run. They generally advocate for limited government
intervention in the economy.

o Keynesian Economics: Developed by John Maynard Keynes during the Great
Depression, this school argues that the economy can remain stuck in a recessionary trap
for extended periods. Keynesians believe that active government intervention,
particularly through fiscal policy, is necessary to stimulate demand and restore full
employment.



Monetarist Economics: This school, led by Milton Friedman, places primary emphasis
on the role of monetary policy in influencing macroeconomic outcomes. Monetarists
argue that excessive growth in the money supply is the primary cause of inflation.

New Classical Economics: Building on classical principles, this school emphasizes the
role of rational expectations and argues that government intervention is often ineffective
or even counterproductive.

New Keynesian Economics: This school incorporates some insights from new classical
economics but maintains that market imperfections can lead to prolonged periods of
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