
Nature and Scope of Macroeconomics 

Introduction 

Macroeconomics is the branch of economics that studies the behavior and performance of an 
economy as a whole. It focuses on aggregate variables such as national income, total output, 
employment, price level, and economic growth rather than individual units. 

 

Nature of Macroeconomics 

1. Aggregative in Nature: 
Macroeconomics deals with aggregates like total national income, total savings, total 
consumption, and overall investment in an economy. 

2. General Equilibrium Analysis: 
It studies the equilibrium of the economy as a whole rather than individual markets. It 
examines how different sectors—households, firms, government, and foreign sector—
interact to achieve overall stability. 

3. Income and Employment Theory: 
Macroeconomics explains the level of income and employment in an economy and the 
factors determining them. It studies the causes of unemployment and fluctuations in 
income. 

4. Policy-Oriented Nature: 
It helps governments frame suitable fiscal and monetary policies to achieve goals like 
full employment, price stability, and economic growth. 

5. Dynamic in Character: 
It considers time-based changes in variables such as growth rates, inflation, and output 
levels. 

6. Study of Interdependence: 
Macroeconomics analyses how various sectors of the economy are interdependent—for 
example, how investment influences income and income affects consumption. 

 

Scope of Macroeconomics 

1. Theory of Income and Employment: 
Studies how national income is determined and the reasons for unemployment or 
fluctuations in production. 

2. Theory of Money and Banking: 
Analyses the role of money, credit, and banking system in influencing economic activity. 

3. Theory of Consumption and Investment: 
Examines the factors affecting aggregate consumption and investment behavior in the 
economy. 



4. Public Finance: 
Studies government revenue and expenditure, and their impact on overall economic 
stability. 

5. Economic Growth and Development: 
Deals with long-term growth trends, technological progress, and capital formation. 

6. International Trade and Finance: 
Studies trade between nations, balance of payments, exchange rates, and globalization 
effects. 

 

Static and Dynamic Models in Macroeconomics 

To understand economic changes, economists use models — simplified representations of 
reality. 
The difference between static and dynamic models lies in how they treat time and change. 

 

1. Static Model 

A static model studies the economy at a particular point in time — it does not consider time-
based changes. 
It shows equilibrium between variables under given conditions. 

 Example: 
Determination of equilibrium income where Aggregate Demand (AD) = Aggregate 
Supply (AS) in one period. 

Diagram: Static Model 

         AD, AS 
           | 
           |          / 
           |         / 
           |        / 
           |       / 
           |------/-----------------  
                 Y (Output) 

At this point, AD = AS, and equilibrium income (Y) is fixed for that period — no time-based 
change is considered. 

 

2. Dynamic Model 



A dynamic model studies the economy over time, considering the rate of change in variables 
such as income, investment, and capital. 
It shows how one period’s output affects the next period’s investment and growth. 

 Example: 
Harrod-Domar growth model — where income, savings, and investment change over 
time. 

Diagram: Dynamic Model 

National Income 
   | 
Y2 |                 / 
   |               / 
Y1 |------------/ 
   |          / 
   |        / 
   |------/------------------> Time 

This shows how income increases over time due to investment and growth — capturing the time 
dimension. 

 

Key Differences Between Static and Dynamic Models 

Basis Static Model Dynamic Model 

Time 
Element 

Ignores time; one-period analysis Considers time and change 

Nature Equilibrium at a fixed point 
Movement from one equilibrium to 
another 

Variables No rate of change (∆X/∆t) Includes rates of change over time 

Example 
Keynesian income determination (short-
run) 

Harrod-Domar growth model 

Usefulness For short-term, simple analysis For studying growth and development 

 

Conclusion 

Macroeconomics provides a comprehensive view of the functioning of the entire economy. Its 
scope extends from short-term issues like unemployment and inflation to long-term goals like 
growth and development. 
Static models help understand equilibrium at a moment in time, while dynamic models reveal 
how economies evolve over time — both are essential tools in macroeconomic analysis. 

 


