Objectives of Macroeconomics, Their Conflicting Nature, and the Policy
Instruments Used to Achieve Them

Introduction:

Macroeconomics is a branch of economics that studies the overall functioning and performance
of an economy as a whole rather than individual markets. It deals with large-scale economic
factors such as national income, employment, inflation, economic growth, and balance of
payments. The main aim of macroeconomics is to understand how the economy operates and to
design policies that promote economic stability and growth.

Objectives of Macroeconomics:

1.

Full Employment:

One of the major objectives of macroeconomics is to achieve full employment, meaning
that all those who are willing and able to work at the prevailing wage rate should get
employment. Unemployment leads to wastage of resources and lower economic welfare,
while full employment ensures maximum utilization of human resources.

Price Stability:

Stability in the general price level is essential for maintaining the purchasing power of
money. High inflation or deflation both harm the economy—inflation reduces the value
of money and creates uncertainty, while deflation discourages production and
investment. Hence, maintaining a moderate and stable level of prices is an important
macroeconomic goal.

Economic Growth:

Continuous and sustainable economic growth is another key objective. It refers to an
increase in the real output of goods and services in the economy over time. Economic
growth raises living standards, increases employment opportunities, and improves
national welfare.

Balance of Payments Equilibrium:

A country’s balance of payments should be stable, meaning that the value of exports and
imports of goods, services, and capital should be in equilibrium. Persistent deficits can
lead to foreign debt, while large surpluses can create global trade imbalances. Hence,
maintaining a healthy external sector is important for economic stability.

Equitable Distribution of Income and Wealth:

Another objective of macroeconomic policy is to reduce inequalities in income and
wealth. Excessive inequality leads to social tension and reduces overall welfare.
Therefore, governments aim to promote a fair distribution of resources through
progressive taxation and welfare programs.

Conflicting Nature of Objectives:



Although these objectives are all desirable, in practice they often conflict with one another.
Some common conflicts include:

1. Full Employment vs. Price Stability:
Efforts to achieve full employment through expansionary policies (like increasing
government spending) may lead to inflation. On the other hand, controlling inflation
through restrictive policies may reduce employment.

2. Economic Growth vs. Price Stability:
Rapid economic growth can cause demand-pull inflation, while controlling inflation may
slow down growth.

3. Economic Growth vs. Balance of Payments:
High growth often increases imports of machinery, technology, and raw materials, which
can worsen the balance of payments.

4. Full Employment vs. Balance of Payments:
When employment increases, people’s income and spending rise, leading to more
imports, which can cause balance of payments deficits.

5. Economic Growth vs. Equality:
Policies that promote rapid industrialization and growth may initially benefit the rich
more than the poor, increasing inequality.

Thus, policymakers must strike a balance among these objectives based on the economic
situation.

Policy Instruments Used to Achieve Macroeconomic Objectives:
To achieve these objectives, governments use several policy instruments, mainly:

1. Fiscal Policy:
o Involves government spending and taxation.
o Expansionary fiscal policy (increasing spending or reducing taxes) is used to
boost growth and employment.
o Contractionary fiscal policy (reducing spending or increasing taxes) is used to
control inflation.
2. Monetary Policy:
o Managed by the central bank, it controls money supply and interest rates.
o Expansionary monetary policy (lowering interest rates) encourages borrowing
and investment.
o Restrictive monetary policy (raising interest rates) helps control inflation.
3. Exchange Rate Policy:
o Used to maintain balance of payments stability.
o Adjusting the exchange rate can make exports cheaper and imports costlier,
improving the trade balance.
4. Incomes Policy:



o Involves controlling wages and prices to curb inflation without causing
unemployment.
5. Supply-Side Policies:
o Aim to increase production capacity through education, training, innovation, and
infrastructure development, promoting long-term growth.

Conclusion:

The objectives of macroeconomics—such as full employment, price stability, economic growth,
and balance of payments equilibrium—are all crucial for the well-being of a nation. However,
they often conflict with each other, requiring careful coordination of fiscal, monetary, and other
economic policies. Effective macroeconomic management involves finding an appropriate
balance among these goals to achieve sustainable growth, stability, and social welfare.



