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CHAPTER 1 — INTRODUCTION

Introduction to

Macroeconomics

From a single household to an entire nation — macroeconomics gives you

the lens to understand it all.

What You Will

By the end of this chapter, you will clearly understand these core ideas.

What is Macroeconomics The 6 major areas that
and how it is different Macroeconomics studies
from Microeconomics

Why Macroeconomics is Key concepts: Paradox of
important — its Thrift, General
significance Equilibrium, and more

BEGIN LEARNING

@ CHAPTER INTRODUCTION




Imagine you are a doctor. You can
treat one patient at a time — that's

like Microeconomics.

But what if there is a pandemic

affecting the entire country? You now

need to think about hospitals,
medicines, national budgets,
employment of doctors — the entire
system. That big-picture thinking?

That is Macroeconomics.

1. Meaning of Macroeconomics

The word "Macro" comes from the Greek word "Makros", which means large or
big. So, Macroeconomics literally means the study of economics at a large scale

— the economy as a whole.

— @ OFFICIAL DEFINITION

"Macroeconomics is that branch of economics which
studies the economy as a whole. It examines the

aggregates like national income, total employment,

general price level, aggregate savings, and aggregate

investment."




— ¢ EASY EXPLANATION

Think of India's economy like a giant factory. Microeconomics studies one
worker in that factory. Macroeconomics studies the entire factory — how
much it produces, how many workers it employs, how much profit it

makes, and whether it is growing or shrinking.

Micro = One tree. Macro = The entire forest.

How the Study of Macroeconomics Began

Before 1929, economists only studied individual units (one firm, one consumer).
But then came the Great Depression of 1929-1930 — millions of people lost
jobs, businesses collapsed, banks failed across the world. Traditional economics

had no answer.

That's when John Maynard Keynes, a British economist, wrote his revolutionary
book "The General Theory of Employment, Interest and Money" in 1936. He argued
that governments must look at the economy as a WHOLE and use spending and

taxation to manage it. This gave birth to modern Macroeconomics.

— == REAL LIFE EXAMPLE

In 2020, India's GDP fell by 7.3% due to COVID-19. The government
responded by spending %20 lakh crore as stimulus package (PM Garib
Kalyan Yojana, free rations, infrastructure investment). This is
macroeconomic policy in action — managing the ENTIRE economy through

government action.
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2. Microeconomics vs

Macroeconomics

These two branches look at the economy from completely different angles.

Understanding the difference is the most important thing in this chapter.
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BASIS OF
DIFFERENCE

MICROECONOMICS

MACROECONOMICS

Price studied

Income

studied

Equilibrium

Main tools

Focus

Father

Price of one particular

good/service

Income of an individual

or firm

Partial equilibrium (one

market)

Demand, supply,

elasticity, cost, revenue

Welfare of individual/

firm

Alfred Marshall

— / REMEMBER THIS

General price level of all

goods

National income of entire

country

General equilibrium (all

markets)

National income, GDP,

inflation, employment

Welfare of entire

economy

J.M. Keynes

"Micro" comes from Greek "Mikros" = Small = Studies ONE unit.

"Macro" comes from Greek "Makros" = Large — Studies WHOLE economy.

Memory Trick: Mlcro = MIni (small). MAcro = MAssive (big).
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3. Scope of Macroeconomics



1. National

Income

How much does a
country earn?
Measured as GDP,
GNP, National
Income. India's GDP =
~X296 lakh crore in
2024.

4. General Price

Level

What causes
inflation? How does
the government
control rising prices?
Why does purchasing

power fall?

2. Employment

How many people
have jobs? What
causes
unemployment? How
can government

create more jobs?

5. Government

Budget

How does
government spend
money? What are
taxes? What is fiscal
deficit and how does
it affect the

economy?

@ MEMORY TRICK FOR SCOPE

Remember: "NEM-GBB"

National Income | Employment | Money

General Price Level | Budget | Balance of Payments

Macroeconomics covers 6 major areas of study. Think of these as the 6 big

questions a macroeconomist tries to answer about a country.

LB

3. Money

What is money? How
does RBI control
money supply? How
does money affect
prices and

employment?

6. Balance of

Payments

How does India trade
with other countries?
What happens when
we import more than
we export? Foreign

exchange rate.




"Nehru Enjoyed Mangoes, Gandhi Brought Biryani" &
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4. Significance of Macroeconomics

Why do we even study Macroeconomics? Here are 6 powerful reasons:

° Understands the Economy as a Whole

It helps us understand the total picture — how much a country produces,
earns, and spends. Without macroeconomics, we couldn't understand

concepts like GDP or National Income.

° Helps Governments Make Policy

When inflation rises, the government raises interest rates. When
unemployment rises, government increases spending. All these decisions

are based on macroeconomic analysis.

Explains Business Cycles

Economies go through cycles of boom (growth) and recession (decline).
Macroeconomics helps predict and manage these cycles, protecting

businesses and jobs.

Solves Problems of Unemployment and Inflation

By studying aggregate demand, aggregate supply, and money supply,
macroeconomics gives tools to reduce unemployment and control inflation

— two biggest economic problems.

International Trade and Finance

Macroeconomics helps understand balance of payments, exchange rates,

and how India's trade with other countries affects our economy.



° Basis for Economic Planning

Five-year plans, Union Budgets, GST policy, demonetisation — all are based

on macroeconomic thinking. It is the foundation of economic governance.
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5. Key Concepts in Macroeconomics

A. Paradox of Thrift

This is one of the most fascinating ideas in macroeconomics — and it seems

completely counterintuitive at first!

— ¥ WHAT DOES "PARADOX OF THRIFT" MEAN?

For an individual: Saving money is GOOD. If you save more, you become

richer. Absolutely correct!

For the whole economy: If EVERYONE tries to save more at the same time
— it's actually BAD. Here's why:

If everyone saves more — everyone spends less — factories sell less =
factories produce less — workers get laid off = people's incomes fall =

people can save even LESS than before!

The "thrift" (saving) that seemed smart individually becomes a

"paradox” (contradiction) at the national level.

=] The Paradox of Thrift — How it Works



Everyone Saves More

Economy Shrinks

Everyone Spends Less

Demand Falls

Incomes Fall

Result: Savings actually DECREASE instead of increasing — the paradox!

B. Partial Equilibrium vs General Equilibrium

Q\

Partial Equilibrium

Studies ONE market at a time,
assuming all other markets remain

unchanged.
Used in Microeconomics.
Example: Studying the rice market

while assuming wheat, sugar, and
other markets are unaffected.

&

General Equilibrium

Studies ALL markets together — how
they are interconnected and affect
each other.

Used in Macroeconomics.

Example: Studying how a rise in oil
prices affects every market — food,
transport, manufacturing,
employment all at once.

= == INDIAN REAL-LIFE EXAMPLE — GENERAL EQUILIBRIUM

When Russia invaded Ukraine in 2022, global oil prices rose sharply. This

affected India's:

* Petrol and diesel prices rose (transport market) — affected food prices

* Fertilizer prices rose (agri market) — affected crop prices

* Manufacturing costs rose (industrial market) — affected consumer goods



prices

* RBI raised interest rates to control inflation — affected housing loans

One event — affected ALL markets simultaneously = That is General

Equilibrium analysis.

C. Positive vs Normative Economics

POSITIVE
NORMATIVE ECONOMICS

ECONOMICS

What it Facts — what IS the Value judgments — what

deals with situation SHOULD be the situation

Based on Facts and data Opinions and values

Can be Yes — can be tested No — depends on personal

verified? with data views

Example "India's GDP is X296 "India's GDP should be
lakh crore" higher"

Key word "IS" / "ARE" / "WAS" "SHOULD" / "OUGHT TO" /

"MUST"

C EXAM BOOSTER

Classic Exam Trick: "Unemployment in India is 8%" — POSITIVE (fact, can
be verified)
"Government should reduce unemployment"” — NORMATIVE (value

judgment, should/ought)



Every time you see the word "should,” "ought to," "must," it is Normative

Economics. Everything else is Positive.

VISUAL SUMMARY

2 MIND MAP

Chapter

] Introduction to Macroeconomics

[ Meaning

* Macro = Large
(Greek)
* Study of

economy as a
whole

* Born after Great
Depression 1929

* Father: J.M.
Keynes (1936)

C,, Micro vs
Macro
* Micro = Individual
units

* Macro = Entire
economy

* Partial vs General
Equilibrium

* Marshall vs
Keynes

€ Scope (NEM-
GBB)

* National Income
* Employment
* Money

» General Price
Level

* Budget & BoP

. Key Concepts

 Paradox of Thrift

* General
Equilibrium

* Positive
Economics

* Normative
Economics

s Significance

* Policy making
 Controls inflation

* Manages
unemployment

* Business cycle
management

* Economic
planning

@ Common
Mistakes

* Micro # Less
important

* Saving # always
good (macro)

* Macro # just GDP

* Full employment
# zero
unemployment



IMPORTANT QUESTIONS

Must-Do

What does the term "Macro" mean? From which language is
it derived?

Who is considered the father of Modern Macroeconomics?

Distinguish between Microeconomics and Macroeconomics.
Give two examples of each.

What is the Paradox of Thrift? Explain with an example.
Why is it a paradox?

Explain the scope of Macroeconomics. Name and briefly
explain any four major areas it covers.

Distinguish between Partial Equilibrium and General
Equilibrium. Which one does Macroeconomics use and
why?

Explain the significance of studying Macroeconomics. Give

any 5 reasons with proper explanation.



MCQSs

Multiple Choice

@IPD The word "Macro" is derived from the Greek word which means:

(a) Small (b) Large v
(c) Economy (d) Nation

%4 Answer: (b) Large — "Makros" in Greek means large.

@D The father of Modern Macroeconomics is:

(a) Alfred Marshall (b) Adam Smith
(c) J.M. Keynes v (d) Paul Samuelson

%4 Answer: (c) J.M. Keynes — wrote "General Theory" in 1936, founding

modern Macroeconomics.

"Government should reduce unemployment” — this is an
example of:

(a) Positive Economics (b) Partial Equilibrium

(c) Normative Economics v (d) Microeconomics



_] Answer: (c) Normative Economics — uses "should" which is a value

judgment.

@ Paradox of Thrift states that when all individuals try to save

more:

(a) National saving increases (b) GDP rises

(c) National income falls and (d) Employment increases
savings may actually decrease

v

%4 Answer: (c) — Mass saving reduces spending — reduces demand —

reduces income — savings paradoxically fall.

@) Which of the following is NOT a part of the scope of
Macroeconomics?

(a) National Income (b) General Price Level
(c) Price of a single commodity (d) Balance of Payments
v

%4 Answer: (c) Price of a single commodity is studied in Microeconomics, not

Macroeconomics.

ASSERTION-REASON

¥ ASSERTION-REASON QUESTIONS

Assertion



Options for all A-R Questions:

(a) Both A and R are true, and R is the correct explanation of A

(b) Both A and R are true, but R is NOT the correct explanation of A
(c) Alis true, but R is false

(d) Ais false, but R is true

Assertion Macroeconomics deals with the economy as a whole rather
than individual units.

Reason The word "Macro" comes from the Greek word "Makros" which
means large.

Answer: (a) — Both are true, and R correctly explains why
Macroeconomics studies the economy as a whole (because "Macro"

means large/economy-wide).

INecertion If every household increases its savings, the total savings of
the economy will definitely increase.

Reason When everyone saves more, total spending falls, which reduces
national income, and paradoxically leads to lower savings.

Answer: (d) — A is false (it won't necessarily increase — paradox of

thrift). R is true (correct explanation of why A is false).

Assertion Macroeconomics uses General Equilibrium analysis.

Reason In macroeconomics, all markets are studied simultaneously as
they are interconnected.

Answer: (a) — Both are true. Macroeconomics uses General

Equilibrium because all markets affect each other simultaneously.



CASE STUDY

Case Study

India During COVID-19 — A

EEH Macroeconomic Crisis

Read the passage carefully and answer the questions below.

In 2020, India's economy faced its worst contraction in 40 years.
GDP fell by 7.3% — factories shut down, millions lost jobs, and
consumer spending collapsed. The government of India responded
with massive fiscal stimulus worth %20 lakh crore. RBI reduced
interest rates to make borrowing cheap and push people to spend
rather than save. However, many economists warned that if all
households simultaneously tried to save more due to uncertainty,
it would further deepen the recession — a classic macroeconomic
trap. The Union Budget 2021 focused on increasing government
spending on infrastructure and healthcare to revive aggregate
demand. India's recovery eventually happened, with GDP growth
bouncing back to 8.9% in 2021-22.

0 ldentify the macroeconomic concept being described when "all
households try to save more" during the recession. Explain how this
would further deepen the recession. (3 marks)

a The RBI reduced interest rates. Which branch of economic policy —
fiscal or monetary — does this fall under? How does reducing interest
rates help revive the economy? (3 marks)

e Give two examples from the passage that show macroeconomic
analysis rather than microeconomic analysis. Explain why. (2 marks)



Is the statement "India's GDP fell by 7.3%" an example of Positive or
Normative economics? Give reason. (1 mark)

HOTS

Higher Order Thinking

@ HOTS QUESTION 1

"What is rational for an individual may be irrational for the

economy as a whole." Explain this statement with reference to the

Paradox of Thrift. Give a real-life Indian example to support your

answer.

Hint: Think about COVID-19 in 2020. What happened when everyone stopped
spending? How did the government need to intervene? Why couldn't

individuals "solve" the problem by saving more?

@ HOTS QUESTION 2

A student says: "Microeconomics and Macroeconomics are
completely separate — what happens in one has no connection
with what happens in the other." Do you agree or disagree? Justify

your answer with 3 points and examples.




Hint: Think about how inflation (macro) affects the price strategy of a single
firm (micro). Or how a single large firm (micro) can affect national

employment (macro). They are deeply connected.

@ HOTS QUESTION 3

"The study of Macroeconomics became necessary only after the
Great Depression of 1929." Justify this statement by explaining what
problems the Great Depression created that existing economic

theory could not solve.

Hint: Classical economists believed markets self-correct automatically. The
Depression showed they DON'T always self-correct. Keynes showed why

government intervention at the macro level was essential.

LAST MINUTE REVISION

4 Last Minute Revision Sheet

M KEY DEFINITIONS 2 KEY DIFFERENCES

* Macroeconomics: Study of * Micro = individual, Macro =

economy as a whole whole economy

* Macro: From Greek + Micro = Partial Eq, Macro =

"Makros" = Large General Eq

* Paradox of Thrift: Mass * Micro father = Marshall,
saving — less demand — Macro = Keynes
lower income = less saving « Positive = facts (IS)

* General Equilibrium: All Normative = values
markets studied together (SHOULD)




SCOPE: NEM-GBB A COMMON MISTAKES

* National Income * Macroeconomics # just

* Employment GDP

» Money * Saving individually # good

, for whole economy
» General Price Level

+ Capital goods export —
Current Account (NOT
Capital Account)

* Budget

* Balance of Payments

* "Should" always =

Normative

* Keynes wrote General
Theory in 1936, not 1929

IMPORTANT FACTS ® ONE-LINE SUMMARIES

* Great Depression: * Macro = Economy's bird-
1929-1930 eye view

* Keynes' book published: * Micro = Economy's worm-
1936 eye view

* Title: "General Theory of  Paradox of Thrift = Too
Employment, Interest and much saving = bad for

Money" everyone

* Keynes was British * Born from necessity of

economist Great Depression
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