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Those of you who will
choose later to specialise
In economics, for your
higher studies, will know
about the more complex
analyses that are used by
economists to study
macroeconomics today.
But the basic questions of
the study of
macroeconomics would
remain the same
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you will find that these
are actually the broad
economic questions that
concern all citizens - Will
the prices as a whole rise
or come down? Is the
employment condition of
the country as a whole, or
of some sectors of the
economy, getting better or
is it worsening?
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What would be reasonable
indicators to show that
the economy is better or
worse? What steps, if any,
can the State take, or the
people ask for, in order to
improve the state of the
economy? These are the
kind of questions that
make us think about the
health of the country’s
economy as a whole.
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These questions are dealt
within macroeconomics at
different levels of
complexity.
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In this book you will be
introduced to some of the
basic principles of
macroeconomic analysis.
The principles will be
stated, as far as possible,
in simple language.
Sometimes elementary
algebra will be used in the
treatment for introducing
the reader to some rigour.
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In macroeconomics we
usually simplify the
analysis of how the
country’s total production
and the level of
employment are related to
attributes (called
‘variables’) like prices,
rate of interest, wage
rates, profits and so on,
by focusing on a single
iImaginary commodity and
what happens to it..
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qU=Id; 39 fagayor o=l
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We are able to afford this
simplification and thus
usefully abstain from
studying what happens to
the many real commodities
that actually are bought and
sold in the market because
we generally see that what
happens to the prices,
interests, wages and profits
etc. for one commodity more
or less also happens for the
others.
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Particularly, when these
attributes start changing fast,
like when prices are going up
(in what is called an inflation),
or employment and production
levels are going down (heading
for a depression), the general
directions of the movements
of these variables for all the
individual commodities are
usually of the same kind as
are seen for the aggregates
for the economy as a whole.
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Economic Agents

By economic units or
economic agents, we mean
those individuals or
institutions which take
economic decisions. They
can be consumers who
decide what and how much
to consume. They may be
producers of goods and
services who decide what
and how much to produce.
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They may be entities
like the government,
corporation, banks
which also take
different economic
decisions like how
much to spend, what
interest rate to charge
on the credits, how
much to tax, etc
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Macroeconomics tries to gufie sreferer o gqof
address situations facing the Aefeyaren =t fegfaal =i
economy as a whole. Adam gHfad ¢ T 9"
Smith, the founding father of ST 21 smufrs sl &

modern economics, had
S oy 4 9t I8 gare
suggested that if the buyers and & 2 quﬁ ) q

sellers in each market take their
gadl 3R faghdr sgq fr=it fea

decisions following only their . '
own self-interest, economists @l & 0 @k g fuia o

will not need to think of the dl srefenferEl st @qui <9
wealth and welfare of the ¥ 3 HeAVT o AR H ST
country as a whole separately. 4 foarR & &1 Aaygshar &l
But economists gradually g forq, srefenfeat

discovered that they had to look ey o g8 3w foar &
further. 3= I e gl
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For these purposes 31 323l oh fau gHfe
macroeconomists had to study refome o fagHl &t U
the effects in the markets of aifr a1 ssi Afa sk A
taxation and other budgetary qff & oo @ ATl ik,

policies, and policies for
bringing about changes in
money supply, the rate of

=S X, A, SR 3R
frid 1 9=k ¥ g+ 4

interest, wages, employment, YAl T ALAAT BT Yl
and output. Macroeconomics 21 31d: gHfe AT +1 o
has, therefore, deep roots in fte srefymes ® siT 2l

microeconomics because it has Ffe sad SR q =i il
to study the aggregate effects of ‘{ﬁf = v &%

Fhe forces of demand and supply gt T SETAT FET gl
in the markets.. 3 '
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However, in addition, it has to Ifc ravas g3 d 31 vfdaat
deal with policies aimed at also & uf{adw & fau «fea Aifaa

modifying these forces, if %1 9 I HET USdl @l I8
necessary, to follow choices ISR o 91X 991t &1 9 &1
made by society outside the SR HH aar 2
markets. In a developing T 39 WWT?@T T e

country like India such choices
have to be made to remove or
reduce unemployment, to

YR oh AE USRSl T
AYA] & HH oh faw, g«

improve access to education Tiftet o forg frem iR
and primary health care for all, WU fafwcdr I YA,
to provide for good QIMEA UM A, I Hl
administration, to provide gfaa gfaien snf 4gM &
sufficiently for the defence of o o 39 YR &1 997 HE

the country and so on.. ggar 21
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Macroeconomics shows
two simple
characteristics that are
evident in dealing with
the situations we have
just listed. These are

briefly mentioned below.
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First, who are the
macroeconomic decision
makers (or ‘players’)?
Macroeconomic policies are
pursued by the State itself or
statutory bodies like the
Reserve Bank of India (RBI),
Securities and Exchange Board
of India (SEBI) and similar
institutions. Typically, each
such body will have one or
more public goals to pursue as
defined by law or the
Constitution of India itself.

gy, gHfe AUIMA H
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EMERGENCE OF
MACROECONOMICS
Macroeconomics, as a
separate branch of
economics, emerged after
the British economist
John Maynard Keynes
published his celebrated
book The General Theory
of Employment, Interest
and Money in 1936.

A UM T IgHA
qafte AUIMSH &l Th
3T M@l oh €9 H 374G
fafeer steferst S Oare
S Dl 7 [&h
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EMERGENCE OF
MACROECONOMICS

The dominant thinking
in economics before
Keynes was that all the
labourers who are ready
to work will find
employment and all the
factories will be working
at their full capacity.
This school of thought is
known as the classical
tradition.

A UL &l 354
9 9 TS UM H
39 Tddd &l 919cd o1 o
R gfas St ¥ ¢
% °Ih ®, 3 HM
fam ik 9R sREr
YT YUl &Hdl oh |1
%™ ®d @il faard &
59 YK il Flidh!

WY o ®9 U SHET Sl
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However, the Great
Depression of 1929 and the
subsequent years saw the
output and employment
levels in the countries of
Europe and North America
fall by huge amounts. It
affected other countries of
the world as well. Demand
for goods in the market was
low, many factories were
lying idle, workers were
thrown out of jobs.

fard, 1929 =t TeMS R
SUh 91 o gt o @l
T R AT SR ST
3T oh 3T H fia
I AR o @i o
ORI fREe 3= S9hT
gyqTe AT o 1 _EN
@ 9 TSTl IR 9
gEgt &1 0T w9 o
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In USA, from 1929 to 1933, YR T Il d 1929 4
unemployment rate rose from 1933 T USRI &1 T 3

3 per cent to 25 per cent gfaerd @ sgh 25 favrd
(unemployment rate may be (SR 6t X 1 9fkwmn g9
defined as the number of YR &1 o Ghdl 8 fob @
people who are not working %1 &A1 Sl hH H & Togh
and are looking for jobs 2 forg &m & ®@ @, o
divided by the total number of @Il &1 % & S FM
people who are working or H{1 oh 3P @ S HM i
looking for jobs). Over the 2, @ A9M Y S 9N 9w
same period aggregate eIl 2, 39 ®Y H U i1 Sl
output in USA fell by about 33 %) 34 2@fy o v 9=
per cent T 3T o guk ffa o

T 33 gfaed &l fiREe
3T |
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These events made economists
think about the functioning of the
economy in a new way. The fact
that the economy may have long
lasting unemployment had to be
theorised about and explained.
Keynes’ book was an attempt in
this direction. Unlike his
predecessors, his approach was to
examine the working of the
economy in its entirety and
examine the interdependence of
the different sectors. The subject
of macroeconomics was born.

g1 Herett A srefvnfera il
dch 4 AdTaeAl oh Y™ oh
g9y ® gi=q &l 9@ feam ae
uq ¢ fo 59 srefogesen 4
SUSTRY sl 3afy a faame
g, 98T Us fagia &1 ysfa
3R SHR! ATSAT D1 ATATHhl
BT 19 &1 T&ash 39 fen o
T 999 gifad g31 3
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giteehivl Jrefeqaeer i
Syt daen fafa= &= =t
Q- TTHAT vl 9U&T0T AT
o gufte srefymey 4 fasa
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In a capitalist country
production activities are mainly
carried out by capitalist
enterprises. A typical capitalist
enterprise has one or several
entrepreneurs (people who
exercise control over major
decisions and bear a large part
of the risk associated with the
firm/enterprise). They may
themselves supply the capital
needed to run the enterprise, or
they may borrow the capital.

YSast 39 o IR
frarhan g&=1 9 @ YSiaRt
safra o grr fhd S 2
frdt fafere qSiarRt saw o
Th A7 3k I9Hl (oWl T8
i @ s 9 faofat s
o &1 %™ w1 @ e
®H A1 ITH h WY S8 &%
SiifEq 1 981 & 2) B
21 9 3U9 &l 9aM oh fau
wWg Ysit &1 gfd @ & @ 4
gt SUR «d )
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To carry out production they 3ARA o gded oh fag 3=

also need natural resources - a yrpiqes GarFAl St W TATIHR
part consumed in the process of 4=y 3| st 5 waEA =1 ST
production (e.g. raw materials) Wﬁ? 1 gfear 3 arar 2

and a part fixed (e.g. plots of (SR-F=3 W) 9o F at o

land). And they need the most - : .
important element of human gt o ®9 H @l © (SH-yEe))

labour to carry out production.  3<IIsT o Fded o fau 3= are

This we shall refer to as labour. ¥ % TGl 3 Dl METIHdl
After producing output with the @idl €, f5@ &9 5w & &9 ¥ gfaa
help of these three factors of H| 3 9 IR h IAURA h
production, namely capital, land a1, @}@_{q}, qfu, sm =+l

and labour, the entrepreneur Terar @ frld &1 3T 3@ &+

sells the product in the market. - A e

2l




INTRODUCTION OF MACRO

ECONOMICS

The money that is
earned is called
revenue. Part of the
revenue is paid out as
rent for the service
rendered by land, part of
it is paid to capital as
interest and part of it
goes to labour as wages.
The rest of the revenue
Is the earning of the
entrepreneurs and it is
called profit.
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Profits are often used by
the producers in the
next period to buy new
machinery or to build
new factories, so that
production can be
expanded. These
expenses which raise
productive capacity are
examples of investment
expenditure.

39 &9 &1 SYANT IS
AW = YA W SAYdn
T SREH dH & fau

#d © dif IR I
fawar &1 3creT &|ar o
qfg @M @& fau si =@

foan sman 2, S8 faw =29
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a capitalist economy
can be defined as an
economy in which
most of the economic
activities have the
following
characteristics

(a) there is private
ownership of means
of production

ysitensl srefeaeen i
qRYTST s9 YhR S Sl
Uehdl 2— a8 refogaeen
SR eI IRED
frarremal o fr=fafad
AFIIRToT Bi—
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(b) production takes (9) 9=R ® ffa &t <=
place for selling the & fau & saa fwan
output in the market ST &

(c) there is sale and (@) afvE’ F Sare @1

purchase of labour

services at a price HA-Toha Th MIva

which is called the Hd W e €,
wage rate (the Tgl H W FHTQ ©
labour which is sold (g9 &1 ®wI-fawa 59
and purchased T W fopan Sar &,
against wages is 34 s &+ A=gd
referred to as wage FEd )

labour)
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In many underdeveloped
countries production (in
agriculture especially) is
carried out by peasant
families. Wage labour is
seldom used and most of the
labour is performed by the
family members themselves.
Production is not solely for the
market; a great part of it is
consumed by the family.
Neither do many peasant
farms experience significant
rise in capital stock over time.

%% Teufashiad 290 W
(G Hh Hfd d) IURA
&1 %™ foaE 9fEart o
gR1 fan Srar ®1 w=Isd o
%1 JANT HH-HAR BT 2
3R Afehar 9 &1 9fER
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In many tribal societies the
ownership of land does not
exist; the land may belong to
the whole tribe. In such
societies the analysis that we
shall present in this book will
not be applicable. It is,
however, true that many
developing countries have a
significant presence of
production units which are
organised according to
capitalist principles. The
production units will be called
firms in this book.

fuaer snfsardt gar o
i &1 T &Y gtar 21
HiH 1 WA GHE
SISl o 919 81 ¥ehdl B
U4 39 yWd ® St favewor
THd fear €, 98 @ quet
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gq © o e fasmasia
M | S SR &l sHh1sdl
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% ITEY e 39 T |
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In a firm the entrepreneur (or f&d & & FWER &
entrepreneurs) is at the helm  99F &1 <ifag safaat o
of affairs. She hires wage IR a1 21 S 8 IR 9

labour from the market, she gfgsl 1 R W AT
employs the services of capital .y sy vy & frifsm

and land as well. After hiring . 5 st IR 98 gy

these inputs sh B
ese inputs she undertakes T It 1 ot FrisE ww@

the task of production. Her '
motive for producing goods g1 ¥ Al o FrEisE o

and services (referred to as 3?'{"*' ST IART FishaT 1
output) is to sell them in the G Hal 81 3T I2¥d
market and earn profits. I3 a1 garett 1 IcuRH

#T (5 frfa 1 St @)
AR o 3961 =941 3R 399
AT T T Sl 2
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In the process she undertakes
risks and uncertainties. For
example, she may not get a
high enough price for the
goods she is producing; this
may lead to fall in the profits
that she earns. It is to be
noted that in a capitalist
country the factors of
production earn their incomes
through the process of
production and sale of the

resultant output in the market.

39 gfshar # 39 Slifew g
AMIFAdT h1 EAT KT
Tgdl @1 3% & fau, 9%
S a3t &1 IURA Ll
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In both the developed and
developing countries, apart
from the private capitalist
sector, there is the
institution of State. The
role of the state includes
framing laws, enforcing
them and delivering
justice.

ghigd Td fawraeia
JhR o 9 # =il
YSiamEl &5 & Sraren T
W Iue ATET TH e
gidl 81 TS ot qfireht
ST I, 3° AN ®E
IR = feam & il 2)
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In both the developed
and developing
countries, apart from
the private capitalist
sector, there is the
institution of State.
The role of the state
includes framing laws,
enforcing them and
delivering justice.
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These economic
functions of the state
have to be taken into
account when we want
to describe the
economy of the
country. For
convenience we shall
use the term
“Government” to
denote state

a9 fhdr <31 =1
AdTTEAT &1 U B, i
T oh 34 IS gkt
&1 It G MEITh
2l T &t gfad #81 o

fae gfaen =t gfte | &=
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Apart from the firms and the frdl stefegaeen & wd 3R

government, there is another o 3 sifafiag EGUEE]
major sector in an economy a1 a5 g 3 39

which is called the household N Y

sector. By a household we
mean a single individual who  TRER ¥ &AM T Tha

takes decisions relating to her T SIS, S A
own consumption, or a group  SYHIT 9 Hafya i stYEn

of individuals for whom e Afaddl oh e fs/aah
decisions relating to S9u gefya fofa gg=a
consumption are jointly w7 @ fou SR &, @ )

determined. Households also ; g w3
save and pay taxes. .
$T 3T HW B
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So far we have
described the major
players in the
domestic economy. But
all the countries of the
world are also engaged
in external trade. The
external sector is the
fourth important
sector in our study.
Trade with the external
sector can be of two
kinds

A d% FHA I
ATl h G Ehl
&1 Scai@ foan g1 «fed
faga o GR 3IT 9RI ATUR
ft #3d T 9 &, TR
ST T At He<ayol
] 21 9Tl & ¥ AR
1 9HR @ 8 Ghdl @




INTRODUCTION OF MACRO

ECONOMICS

1. The domestic country may
sell goods to the rest of
the world. These are
called exports.

2. The economy may also
buy goods from the rest of
the world. These are
called imports. Besides
exports and imports, the
rest of the world affects
the domestic economy in
other ways as well.

1. 59 13 T 3T SR
a5 fava o o= Qi o
d9d &, @t 39 fEfa w8
2

2. &ig a9 99 fava o
3 IIN @ IgU @<=l
e, d 39 | Fed o
I R Fafa o e
Tl @@ 4 Hl fava &
31 <9 fhdt 331+t
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3. Capital from foreign
countries may flow
into the domestic
country, or the
domestic country may
be exporting capital to
foreign countries

3. Tt 391 &1 Srefeaen
o faeit gsit &1t yare
Bl hdl & AUl *is 29
fordmit W ot ot @1 Frata
% Gohdl 2|
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Macroeconomics deals with the
aggregate economic variables of
an economy. It also takes into
account various interlinkages
which may exist between the
different sectors of an economy.
This is what distinguishes it
from microeconomics; which
mostly examines the functioning
of the particular sectors of the
economy, assuming that the rest
of the economy remains the

Sdine.
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Macroeconomics
emerged as a separate
subject in the 1930s
due to Keynes. The
Great Depression,
which dealt a blow to
the economies of
developed countries,
had provided Keynes
with the inspiration for
his writings.

gafte ALUIME &1 3TAE
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1930 ® &9 o SR

g3 "emet 9 foashfdd
RIM Sl T YFhl M
3 ST & AT T
fare &t 9Tom fie




INTRODUCTION

OF MACRO

ECONOMICS

In this book we shall mostly
deal with the working of a
capitalist economy. Hence it
may not be entirely able to
capture the functioning of a
developing country.
Macroeconomics sees an
economy as a combination of
four sectors, namely
households, firms,
government and external
sector.

39 Y& H ¥H UM
YSiael sTefegaset &l

HRIYUTE! T &1 3T
& Aa: s9° fawmasia
M &t HEAYUTE ® QU
&Y g A ®ET1 999
T8l s gufte srefymes o
AYFaEd &t TRaR, ®H,
TR IR T & 3
IR &l oh GG o &Y
o 2@ Sar 2




INTRODUCTION OF MACRO

ECONOMICS

In this book we shall mostly
deal with the working of a
capitalist economy. Hence
it may not be entirely able
to capture the functioning
of a developing country.
Macroeconomics sees an
economy as a combination
of four sectors, namely
households, firms,
government and external
sector.
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