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Economic knowledge is historically 
determined......what we know today about the 
economic system is not something we 
discovered this morning but is the sum of all 
our insights, discoveries and false starts in the 
past, Without Pigou there would be no 
Keynes; without Keynes no Friedman;  
without  Friedman no Lucas; without Lucas 
no..... (M Blaug, 1991) 



Macroeconomics, the study of the economy as 
a whole 

It attempts to answer the following questions: 

 



Why some countries experience rapid 
growth while others mired in poverty? 

 

Or why the same country experiences highs 
and lows in the growth in different times? 

 







Why some countries experience low rate of 
unemployment while others mired in poverty? 

 

Or why the same country experiences highs and lows 
rate of unemployment in different times? 







Why do some countries have high rates of 
inflation while others maintain stable prices?  

 

Or Why the same country faces different rate of 
inflation in different times. 

 







The structure, performance and behaviour of 
the economy as a whole.  

To analyze the determinants of the main 
aggregate trends in GDP, unemployment, 
inflation, international transactions. 

To explain the cause and impact of short-run 
fluctuations 

 To identify the major determinants of the long-
run path of GDP 

  

 



How can government 
policy reduce the frequency 
and severity of these 
episodes?  
 



Macroeconomic events have 
an important influence on the 
lives and welfare of all of us. 
 





•Senior citizen living on fixed incomes wonder 
about the how fast the price changes. 

• Recent college graduate always ready with their 
resume when the economy will boom and they 
get a job. 

• Businessmen forecast how fast the income of the 
consumers will go up. 

 

 

 



 
 

Popularity of incumbent president/ 
prime minister depends on 
economic performance such as 
business cycles, inflation, 
unemployment, growth, budget 
deficits  
 
  

 



Then ...........Questions confronting the 
economists  .... 

Are they due to 

Specific large shocks? 

Failure of adjustment mechanisms if any?  

Result of policy errors ? 

Or some combination of all three?  

 



Learn from history 

Keep in view the theoretical and empirical 
research 

Understand factors for the long-run growth of 
an economy and the short-run fluctuations 
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