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Course Code: ECO 203 

Course Title: Introduction to Macroeconomics i 

Course Units: 2 units 

 

Series 1: Distinction Between Microeconomics and Macroeconomics 

Series 2: Goals, Nature, and Scope of Macroeconomics 

Series 3: National Income Accounting and Gross Domestic Product 

Series 4: Price Indices, Deflators, and Measures of Living Standards 

Series 5: Theories of Consumption, Savings, Investment, and the Multiplier 

 

Here is a proposed outline for Series 1: 

Part 1 Introduction to Microeconomics 

• Definition and scope of microeconomics 

• Key features of microeconomic analysis 

• Examples of microeconomic issues (households, firms, markets) 

Part 2 Introduction to Macroeconomics 

• Definition and scope of macroeconomics 

• Key features of macroeconomic analysis 

• Examples of macroeconomic issues (GDP, inflation, unemployment) 

Part 3 Distinction Between Microeconomics and Macroeconomics 

• Comparative table of microeconomics and macroeconomics 

• Partial equilibrium vs general equilibrium 

• Interdependence between micro and macro perspectives 

 

Introduction 

Everyday economic decisions, such as how households allocate their income or how 
governments manage national output, are shaped by two broad perspectives: 
microeconomics and macroeconomics. While microeconomics focuses on the behaviour of 
individual units like households, firms, and markets, macroeconomics examines the economy 
as a whole, dealing with aggregates such as national income, inflation, and unemployment. 
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Understanding the distinction between these two areas is essential, as it provides the 
foundation for studying broader macroeconomic issues in this course. 

The aim of this Series is to help you clearly distinguish between microeconomics and 
macroeconomics, to explain their respective scopes and features, and to highlight how they 
interrelate within economic analysis. 

We shall commence this Series by introducing microeconomics, defining its scope, and 
examining its key features and examples. Next, we will move on to macroeconomics, exploring 
its scope, features, and examples of aggregate issues. Finally, we will bring the Series to a 
close by comparing microeconomics and macroeconomics directly, considering partial and 
general equilibrium, and discussing how both perspectives complement each other in 
economic science. 

Series Learning Outcomes 

Series 1: Microeconomics and Macroeconomics: Key Distinctions 

Upon completing this Series, you should be able to: 

• define microeconomics and explain its scope within economic analysis (SLO 1.1), 

• identify the key features of microeconomic analysis and illustrate them with examples 
of households, firms, and markets (SLO 1.2), 

• define macroeconomics and explain its scope in relation to aggregate economic 
behaviour (SLO 1.3), 

• describe the key features of macroeconomic analysis and provide examples such as 
GDP, inflation, and unemployment (SLO 1.4), 

• compare microeconomics and macroeconomics using a structured framework that 
highlights their distinctions (SLO 1.5), 

• analyse the concepts of partial equilibrium and general equilibrium in the context of 
micro and macro perspectives (SLO 1.6), and 

• evaluate the interdependence between microeconomic and macroeconomic 
approaches in economic science (SLO 1.7). 

 

1.1 Introduction to Microeconomics 

Microeconomics is one of the two main branches of economics. It focuses on the behaviour of 
individual economic units such as households, firms, and markets. By studying 
microeconomics, you will gain insight into how decisions are made at the smallest levels of the 
economy and how these decisions interact to form market outcomes. 

Fill in the blank: Microeconomics focuses on the behaviour of individual economic units such 
as households, ______, and markets. 
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--- 

1.1.1 Definition and scope of microeconomics 

Microeconomics is the branch of economics that studies how individuals and firms allocate 
scarce resources to maximise satisfaction or profit. Its scope includes analysing demand and 
supply, price determination, consumer behaviour, and production decisions. 

Microeconomics is concerned with partial equilibrium, which means it examines one market 
or sector at a time, holding other factors constant. This allows economists to isolate and 
understand specific relationships. 

Fill 
in the blank: Microeconomics is concerned with ______ equilibrium, which examines one 
market at a time. 

--- 
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1.1.2 Key features of microeconomic analysis 

Microeconomic analysis has several distinctive features: 

• It studies individual decision-making units, such as households and firms. 

• It focuses on resource allocation, examining how scarce resources are distributed 
among competing uses. 

• It analyses price determination, showing how demand and supply interact to set market 
prices. 

• It considers efficiency, evaluating how resources can be used to maximise output or 
satisfaction. 
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Fill 
in the blank: Microeconomics focuses on how scarce resources are ______ among competing 
uses. 

--- 

1.1.3 Examples of microeconomic issues 

Examples of microeconomic issues include: 

• How households decide what goods to purchase given their income. 

• How firms determine the quantity of goods to produce and at what price. 

• How markets adjust when demand or supply changes. 

• How government policies such as taxes or subsidies affect individual markets. 
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These examples show that microeconomics is practical and directly linked to everyday 
decisions. 

Fill 
in the blank: Government policies such as taxes or ______ can affect individual markets. 

--- 
Pilot questions 1.1 

1. Microeconomics focuses on the behaviour of individual economic units such as 
households, ______, and markets. 

2. Microeconomics is concerned with ______ equilibrium, which examines one market at a 
time. 

3. Microeconomics focuses on how scarce resources are ______ among competing uses. 
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4. Government policies such as taxes or ______ can affect individual markets. 

5. Give two examples of microeconomic issues. 

 

1.2 Introduction to Macroeconomics 

Macroeconomics is the branch of economics that studies the economy as a whole. Unlike 
microeconomics, which focuses on individual units such as households and firms, 
macroeconomics examines aggregates such as national income, inflation, unemployment, 
and economic growth. By looking at the bigger picture, macroeconomics helps us understand 
how policies and external shocks affect the overall performance of an economy. 

Fill in the blank: Macroeconomics studies the economy as a ______, focusing on aggregates 
such as national income and inflation. 

--- 

1.2.1 Definition and scope of macroeconomics 

Macroeconomics is defined as the study of aggregate economic variables and the functioning 
of the economy at large. Its scope includes national income accounting, gross domestic 
product (GDP), inflation, unemployment, fiscal and monetary policies, and long-term growth. 

Macroeconomics is concerned with general equilibrium, which means it analyses how 
different markets and sectors interact simultaneously to determine overall economic 
outcomes. 
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Fill 
in the blank: Macroeconomics is concerned with ______ equilibrium, which analyses how 
different markets interact simultaneously. 

--- 

1.2.2 Key features of macroeconomic analysis 

Macroeconomic analysis has several distinctive features: 

• It studies aggregate variables, such as GDP, inflation, and unemployment. 

• It focuses on national income accounting, measuring the total output of an economy. 

• It considers economic policies, including fiscal and monetary measures, and their 
impact on the economy. 
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• It evaluates long-term growth and stability, examining how economies expand and 
sustain development. 

Fill 
in the blank: Macroeconomics focuses on aggregate variables such as GDP, ______, and 
unemployment. 

--- 

1.2.3 Examples of macroeconomic issues 

Examples of macroeconomic issues include: 

• How governments measure and manage GDP growth. 

• How inflation affects the cost of living and purchasing power. 

• How unemployment impacts national welfare and productivity. 
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• How fiscal and monetary policies are used to stabilise the economy. 

These examples show that macroeconomics is essential for understanding national and global 
economic performance. 

Fill 
in the blank: Inflation affects the cost of living and ______ power. 

--- 
Pilot questions 1.2 

1. Macroeconomics studies the economy as a ______, focusing on aggregates such as 
national income and inflation. 

2. Macroeconomics is concerned with ______ equilibrium, which analyses how different 
markets interact simultaneously. 
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3. Macroeconomics focuses on aggregate variables such as GDP, ______, and 
unemployment. 

4. Inflation affects the cost of living and ______ power. 

5. Give two examples of macroeconomic issues. 

 

1.3 Distinction Between Microeconomics and 
Macroeconomics 

Microeconomics and macroeconomics are two complementary branches of economics. While 
microeconomics focuses on individual units such as households and firms, macroeconomics 
examines the economy as a whole. Understanding their distinctions helps learners appreciate 
how both perspectives contribute to economic science. 

Fill in the blank: Microeconomics studies individual units, while macroeconomics studies the 
economy as a ______. 

--- 

1.3.1 Comparative table of microeconomics and macroeconomics 

The differences between microeconomics and macroeconomics can be highlighted through a 
comparative framework. Microeconomics deals with specific markets, resource allocation, 
and price determination, whereas macroeconomics focuses on aggregates such as GDP, 
inflation, and unemployment. 
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Fill 
in the blank: Microeconomics focuses on price determination, while macroeconomics focuses 
on ______ variables. 

--- 

1.3.2 Partial equilibrium vs general equilibrium 

Partial equilibrium refers to the analysis of a single market or sector, holding other factors 
constant. This is typical of microeconomic analysis. 

General equilibrium refers to the simultaneous analysis of multiple markets and sectors, 
considering their interactions. This is typical of macroeconomic analysis. 
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Fill 
in the blank: Partial equilibrium focuses on a single market, while general equilibrium 
considers ______ markets together. 

--- 

1.3.3 Interdependence between micro and macro perspectives 

Although distinct, microeconomics and macroeconomics are interdependent. Microeconomic 
decisions by households and firms collectively shape macroeconomic outcomes such as GDP 
and employment. Conversely, macroeconomic policies such as taxation or interest rates 
influence microeconomic behaviour. 
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Fill 
in the blank: Macroeconomic policies such as taxation or ______ rates influence 
microeconomic behaviour. 

--- 
Pilot questions 1.3 

1. Microeconomics studies individual units, while macroeconomics studies the economy 
as a ______. 

2. Microeconomics focuses on price determination, while macroeconomics focuses on 
______ variables. 

3. Partial equilibrium focuses on a single market, while general equilibrium considers 
______ markets together. 
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4. Macroeconomic policies such as taxation or ______ rates influence microeconomic 
behaviour. 

5. Explain briefly how microeconomic decisions contribute to macroeconomic outcomes. 

 

Series Summary 

This Series has introduced you to the distinction between microeconomics and 
macroeconomics, a foundation that is essential for studying broader topics in economic 
science. Its purpose was to help you recognise how individual decisions at the household and 
firm level differ from aggregate outcomes at the national level, and why both perspectives are 
necessary for a complete understanding of the economy. 

We began by exploring microeconomics, defining its scope, identifying its key features, and 
illustrating issues such as household choices, firm production, and market behaviour. We then 
moved on to macroeconomics, where we examined its scope, features, and examples 
including GDP, inflation, and unemployment. Finally, we compared the two branches directly, 
highlighting distinctions through partial and general equilibrium, and emphasising their 
interdependence. By completing this Series, you should now be able to define and describe 
both microeconomics and macroeconomics, identify their features, compare their 
approaches, analyse equilibrium concepts, and evaluate how they interact, as outlined in the 
Series Learning Outcomes. 

 

Glossary of Terms 

Aggregate variables   

Measures that describe the economy as a whole, such as gross domestic product (GDP), 
inflation, and unemployment. 

General equilibrium   

An economic situation where all markets and sectors are analysed together, showing how they 
interact simultaneously to determine overall outcomes. 

Household   

An individual or group of people living together who make decisions about consumption, 
savings, and labour supply. 

Macroeconomics   

The branch of economics that studies the economy as a whole, focusing on aggregates like 
GDP, inflation, unemployment, and national policies. 

Microeconomics   

The branch of economics that studies the behaviour of individual units such as households, 
firms, and markets, focusing on resource allocation and price determination. 
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Partial equilibrium   

An analysis of a single market or sector, holding other factors constant, typical of 
microeconomic study. 

Price determination   

The process by which demand and supply interact to establish the market price of a good or 
service. 

Resource allocation   

The way scarce resources are distributed among competing uses to maximise satisfaction or 
profit. 

Unemployment   

A macroeconomic issue referring to the situation where people who are willing and able to 
work cannot find jobs. 

 

Concept Check Questions [Series 1] 

--- 

Objective questions 

1. Define microeconomics. (Linked to SLO 1.1) 

2. Identify two key features of microeconomic analysis. (Linked to SLO 1.2) 

3. Define macroeconomics. (Linked to SLO 1.3) 

4. Describe one aggregate variable studied in macroeconomics. (Linked to SLO 1.4) 

5. State whether partial equilibrium is associated with microeconomics or 
macroeconomics. (Linked to SLO 1.6) 

--- 
Short-answer questions 

1. Explain how households and firms are central to microeconomic analysis. (Linked to 
SLO 1.2) 

2. Describe how GDP is used in macroeconomic analysis. (Linked to SLO 1.4) 

3. Compare microeconomics and macroeconomics in terms of scope and focus. (Linked 
to SLO 1.5) 

4. Analyse the difference between partial equilibrium and general equilibrium. (Linked to 
SLO 1.6) 

5. Evaluate how taxation influences both microeconomic and macroeconomic behaviour. 
(Linked to SLO 1.7) 
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--- 
Long-answer questions 

1. Discuss the scope and features of microeconomics, providing examples of issues it 
addresses. (Linked to SLO 1.1, SLO 1.2) 

• Basic response: Define microeconomics, explain its scope, and describe 
features such as resource allocation and price determination, with examples 
like household spending and firm production. 

• Value-added response: Extend the discussion by linking microeconomic 
analysis to policy applications, such as how subsidies affect market outcomes 
or how consumer behaviour models inform marketing strategies. 

2. Examine the scope and features of macroeconomics, with examples of issues it 
addresses. (Linked to SLO 1.3, SLO 1.4) 

• Basic response: Define macroeconomics, explain its scope, and describe 
features such as aggregate variables and national income accounting, with 
examples like GDP, inflation, and unemployment. 

• Value-added response: Extend the discussion by connecting macroeconomic 
analysis to global issues, such as how international trade affects GDP or how 
monetary policy stabilises inflation. 

3. Compare and contrast microeconomics and macroeconomics, highlighting their 
distinctions and interdependence. (Linked to SLO 1.5, SLO 1.7) 

• Basic response: Present a comparison of scope, focus, and equilibrium 
concepts, showing how microeconomics studies individual units while 
macroeconomics studies aggregates. 

• Value-added response: Extend the comparison by evaluating how 
microeconomic decisions collectively shape macroeconomic outcomes, and 
how macroeconomic policies influence microeconomic behaviour, using real-
world examples such as tax reforms or interest rate changes. 

--- 

Answers to Concept Check Questions [Series 1] 

Objective questions 

1. Microeconomics is the branch of economics that studies the behaviour of individual 
units such as households, firms, and markets. 

2. Key features include studying individual decision-making units and focusing on 
resource allocation. 

3. Macroeconomics is the branch of economics that studies the economy as a whole, 
focusing on aggregates. 

4. An example is GDP, which measures the total output of an economy. 
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5. Partial equilibrium is associated with microeconomics. 

Short-answer questions 

1. Households and firms are central because they make decisions about consumption, 
production, and resource allocation, which form the basis of microeconomic analysis. 

2. GDP is used to measure the total value of goods and services produced in an economy, 
serving as a key indicator of economic performance. 

3. Microeconomics focuses on individual units and specific markets, while 
macroeconomics focuses on aggregates and the economy as a whole. 

4. Partial equilibrium analyses one market at a time, while general equilibrium considers 
multiple markets simultaneously. 

5. Taxation influences microeconomic behaviour by affecting household spending and 
firm production, and influences macroeconomic behaviour by shaping aggregate 
demand and government revenue. 

Long-answer questions   

1. 

• Basic response: Microeconomics studies individual units, focusing on resource 
allocation, price determination, and efficiency. Examples include household spending 
and firm production decisions. 

• Value-added response: It also informs policy, such as subsidies or taxes, and helps 
businesses design strategies based on consumer behaviour. 

1. Basic response: Macroeconomics studies aggregates, focusing on GDP, inflation, 
unemployment, and policies. Examples include measuring national income and 
analysing fiscal policy. 

• Value-added response: It also connects to global issues, such as trade, 
monetary policy, and international financial stability. 

2. Basic response: Microeconomics and macroeconomics differ in scope and focus, with 
micro analysing individuals and macro analysing aggregates. They also differ in 
equilibrium concepts. 

• Value-added response: They are interdependent, as micro decisions shape 
macro outcomes, and macro policies influence micro behaviour. Real-world 
examples include tax reforms affecting household spending and interest rates 
influencing firm investment. 

 

Answers to Pilot Questions [Series 1] 

Part 1.1 Introduction to Microeconomics 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

• Firms 

• Partial equilibrium 

• Distributed 

• Subsidies 

• Examples include household spending decisions and firm production choices 

Part 1.2 Introduction to Macroeconomics 

• Whole 

• General equilibrium 

• Inflation 

• Purchasing 

• Examples include GDP measurement and unemployment analysis 

Part 1.3 Distinction Between Microeconomics and Macroeconomics 

• Whole 

• Aggregate 

• Multiple 

• Interest 

• Microeconomic decisions collectively shape macroeconomic outcomes such as GDP 
and employment 

 

References and Attributions [Series 1] 
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--- 
Illustrations 

• Box 1.1 Definition and scope of microeconomics   
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Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising the 
definition and scope of microeconomics with examples.” 

• Table 1.1 Key features of microeconomic analysis   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing the key features 
of microeconomic analysis.” 

• Figure 1.1 Examples of microeconomic issues   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing examples of 
microeconomic issues such as households, firms, and markets.” 

• Box 1.2 Definition and scope of macroeconomics   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising the 
definition and scope of macroeconomics with examples.” 

• Table 1.2 Key features of macroeconomic analysis   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing the key features 
of macroeconomic analysis.” 

• Figure 1.2 Examples of macroeconomic issues   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing examples of 
macroeconomic issues such as GDP, inflation, unemployment, and policies.” 

• Table 1.3 Distinctions between microeconomics and macroeconomics   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing microeconomics 
and macroeconomics, highlighting scope, focus, and examples.” 

• Figure 1.3 Partial equilibrium vs general equilibrium   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing partial 
equilibrium in one market and general equilibrium across multiple markets.” 

• Box 1.3 Interdependence between microeconomics and macroeconomics   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising how 
microeconomic and macroeconomic perspectives are interdependent.” 

 

Course Code: ECO 203 

Course Title: Introduction to Macroeconomics i 

Course Units: 2 units 

 

Series 1: Distinction Between Microeconomics and Macroeconomics 
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Series 2: Goals, Nature, and Scope of Macroeconomics 

Series 3: National Income Accounting and Gross Domestic Product 

Series 4: Price Indices, Deflators, and Measures of Living Standards 

Series 5: Theories of Consumption, Savings, Investment, and the Multiplier 

 

Here is a proposed outline for Series 2: 

Part 2.1 Goals of Macroeconomics 

• 2.1.1 Economic growth and development 

• 2.1.2 Full employment and unemployment reduction 

• 2.1.3 Price stability and inflation control 

• 2.1.4 Balance of payments and external stability 

Part 2.2 Nature of Macroeconomics 

• 2.2.1 Aggregate analysis and its importance 

• 2.2.2 Interdependence of macroeconomic variables 

• 2.2.3 Policy relevance of macroeconomic study 

Part 2.3 Scope of Macroeconomics 

• 2.3.1 National income accounting 

• 2.3.2 Fiscal and monetary policy frameworks 

• 2.3.3 Long-term growth and stability considerations 

 

Introduction 

Macroeconomics provides the broad framework through which we examine the performance 
and behaviour of an economy as a whole. Unlike microeconomics, which focuses on individual 
households and firms, macroeconomics is concerned with aggregates such as national 
income, employment, inflation, and growth. This Series is particularly important because it 
sets out the goals that guide macroeconomic policy, explains the nature of macroeconomic 
analysis, and outlines its scope in relation to national and global economic issues. 

The aim of this Series is to enable you to identify the major goals of macroeconomics, explain 
the nature of macroeconomic study, and describe its scope in terms of national income 
accounting, policy frameworks, and long-term stability. 

We shall commence this Series by examining the goals of macroeconomics, including growth, 
employment, price stability, and external balance. Next, we will move on to the nature of 
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macroeconomics, focusing on aggregate analysis, interdependence of variables, and policy 
relevance. Finally, we will conclude with the scope of macroeconomics, considering national 
income accounting, fiscal and monetary policy frameworks, and long-term growth and 
stability. 

 

Series Learning Outcomes 

Series 2: Goals and Scope of Macroeconomics 

Upon completing this Series, you should be able to: 

• define the major goals of macroeconomics, including growth, employment, price 
stability, and external balance (SLO 2.1), 

• explain how economic growth and development are measured and why they are central 
to macroeconomic policy (SLO 2.2), 

• describe the importance of full employment and analyse the consequences of 
unemployment for national welfare (SLO 2.3), 

• evaluate the role of price stability in controlling inflation and maintaining purchasing 
power (SLO 2.4), 

• analyse the balance of payments as a goal of macroeconomics and its relevance to 
external stability (SLO 2.5), 

• explain the nature of macroeconomics by discussing aggregate analysis and the 
interdependence of variables (SLO 2.6), 

• assess the policy relevance of macroeconomic study in addressing national and global 
challenges (SLO 2.7), 

• describe the scope of macroeconomics in relation to national income accounting, 
fiscal and monetary policy frameworks, and long-term stability (SLO 2.8). 

 

2.1 Goals of Macroeconomics 

Macroeconomics sets out broad objectives that guide the performance and stability of an 
economy. These goals are essential because they provide benchmarks for policymakers and 
help societies evaluate whether their economies are progressing in the right direction. In this 
Part, we will explore the major goals of macroeconomics, including economic growth, full 
employment, price stability, and external balance. 

Fill in the blank: The goals of macroeconomics provide ______ for policymakers to evaluate 
economic performance. 

--- 

2.1.1 Economic growth and development 
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Economic growth refers to the increase in the output of goods and services in an economy over 
time, usually measured by changes in gross domestic product (GDP). Economic development 
goes further, encompassing improvements in living standards, education, health, and 
infrastructure. Growth ensures that resources expand, while development ensures that the 
benefits of growth are widely shared. 

Fill 
in the blank: Economic growth is usually measured by changes in ______. 

--- 

2.1.2 Full employment and unemployment reduction 

Full employment is a situation where all individuals who are willing and able to work at 
prevailing wages can find jobs. It does not mean zero unemployment, since frictional and 
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structural unemployment may still exist. Reducing unemployment is a key macroeconomic 
goal because high unemployment reduces national output and welfare. 

Fill 
in the blank: Full employment does not mean zero unemployment, since ______ and structural 
unemployment may still exist. 

--- 

2.1.3 Price stability and inflation control 
Price stability means maintaining a steady level of prices without excessive inflation or 
deflation. Inflation is the sustained rise in the general price level, which reduces purchasing 
power. Controlling inflation is vital because unstable prices create uncertainty, discourage 
investment, and erode savings. 
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Fill 
in the blank: Inflation reduces the ______ power of money. 

--- 

2.1.4 Balance of payments and external stability 

The balance of payments is a record of all economic transactions between a country and the 
rest of the world. External stability means maintaining a sustainable balance of payments 
position, avoiding excessive deficits or surpluses. This goal ensures that international trade 
and financial flows support domestic growth without creating instability. 
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Fill 
in the blank: The balance of payments records all economic transactions between a country 
and the ______. 

--- 
Pilot questions 2.1 

1. The goals of macroeconomics provide ______ for policymakers to evaluate economic 
performance. 

2. Economic growth is usually measured by changes in ______. 

3. Full employment does not mean zero unemployment, since ______ and structural 
unemployment may still exist. 

4. Inflation reduces the ______ power of money. 
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5. The balance of payments records all economic transactions between a country and the 
______. 

 

2.2 Nature of Macroeconomics 

The nature of macroeconomics lies in its focus on the economy as a whole. Unlike 
microeconomics, which studies individual units, macroeconomics examines aggregates such 
as national income, employment, inflation, and growth. It provides a framework for 
understanding how these variables interact and how policies can influence overall economic 
performance. 

Fill in the blank: The nature of macroeconomics lies in its focus on the economy as a ______. 

--- 

2.2.1 Aggregate analysis and its importance 

Aggregate analysis refers to the study of total economic variables, such as gross domestic 
product (GDP), total consumption, and overall investment. It is important because it helps 
policymakers and economists evaluate the health of the economy, identify trends, and design 
strategies to address challenges. 
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Fill 
in the blank: Aggregate analysis studies total economic variables such as GDP, total 
consumption, and overall ______. 

--- 

2.2.2 Interdependence of macroeconomic variables 

Macroeconomic variables are highly interdependent. For example, changes in investment 
affect GDP, which in turn influences employment and inflation. Similarly, government 
spending can stimulate demand, leading to higher output and employment. This 
interconnectedness means that policymakers must consider the ripple effects of any decision. 
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Fill 
in the blank: Government spending can stimulate demand, leading to higher output and 
______. 

--- 

2.2.3 Policy relevance of macroeconomic study 

Macroeconomics is highly relevant to policy because it provides tools for managing the 
economy. Fiscal policies, such as taxation and government spending, and monetary policies, 
such as interest rate adjustments, are designed to achieve goals like growth, stability, and 
employment. By studying macroeconomics, learners can appreciate how these policies 
influence both national and global economic outcomes. 
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Fill 
in the blank: Fiscal policies include taxation and government spending, while monetary 
policies include adjustments to ______ rates. 

--- 
Pilot questions 2.2 

1. The nature of macroeconomics lies in its focus on the economy as a ______. 

2. Aggregate analysis studies total economic variables such as GDP, total consumption, 
and overall ______. 

3. Government spending can stimulate demand, leading to higher output and ______. 

4. Fiscal policies include taxation and government spending, while monetary policies 
include adjustments to ______ rates. 
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5. Why is aggregate analysis important in macroeconomics? 

 

2.3 Scope of Macroeconomics 

The scope of macroeconomics defines the boundaries of what this branch of economics 
studies. It covers national income accounting, fiscal and monetary policy frameworks, and 
long-term growth and stability. By understanding the scope, learners can appreciate how 
macroeconomics provides tools for analysing and managing the economy at large. 

Fill in the blank: The scope of macroeconomics defines the ______ of what this branch of 
economics studies. 

--- 

2.3.1 National income accounting 

National income accounting is the system used to measure the total income and output of an 
economy. It includes concepts such as gross domestic product (GDP), gross national product 
(GNP), and net national income. These measures provide a comprehensive picture of 
economic activity and are essential for comparing performance across time and countries. 
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Fill 
in the blank: National income accounting includes concepts such as GDP, GNP, and ______ 
national income. 

--- 

2.3.2 Fiscal and monetary policy frameworks 

Fiscal policy refers to government decisions on taxation and spending, while monetary policy 
refers to central bank actions on money supply and interest rates. These frameworks are 
central to macroeconomics because they influence aggregate demand, inflation, and 
employment. 
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Fill 
in the blank: Fiscal policy refers to government decisions on taxation and spending, while 
monetary policy refers to central bank actions on money supply and ______ rates. 

--- 

2.3.3 Long-term growth and stability considerations 

Macroeconomics also studies how economies achieve long-term growth and maintain 
stability. Growth ensures that output and income expand over time, while stability ensures that 
inflation, unemployment, and external balances remain manageable. Together, these 
considerations help societies plan for sustainable development. 
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Fill 
in the blank: Long-term growth ensures that output and income expand, while stability ensures 
that ______ remain manageable. 

--- 
Pilot questions 2.3 

1. The scope of macroeconomics defines the ______ of what this branch of economics 
studies. 

2. National income accounting includes concepts such as GDP, GNP, and ______ national 
income. 

3. Fiscal policy refers to government decisions on taxation and spending, while monetary 
policy refers to central bank actions on money supply and ______ rates. 
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4. Long-term growth ensures that output and income expand, while stability ensures that 
______ remain manageable. 

5. Why are fiscal and monetary policy frameworks central to macroeconomics? 

 

Series Summary 

This Series has explored the goals, nature, and scope of macroeconomics, providing you with a 
clear understanding of how economies are managed at the aggregate level. We began by 
examining the major goals of macroeconomics, including economic growth, full employment, 
price stability, and external balance, which serve as benchmarks for policymakers. We then 
discussed the nature of macroeconomics, highlighting aggregate analysis, the 
interdependence of variables, and its policy relevance. Finally, we outlined the scope of 
macroeconomics, covering national income accounting, fiscal and monetary policy 
frameworks, and long-term growth and stability. 

By completing this Series, you should now be able to define and explain the goals of 
macroeconomics, analyse its nature, and describe its scope. These skills directly align with 
the Series Learning Outcomes, ensuring that you can evaluate macroeconomic objectives, 
assess policy relevance, and apply the concepts of national income accounting and policy 
frameworks to real-world economic contexts. 

 

Glossary of Terms [Series 2] 

Aggregate analysis   

The study of total economic variables such as GDP, consumption, and investment, used to 
evaluate the overall performance of an economy. 

Balance of payments   

A record of all economic transactions between a country and the rest of the world, including 
trade, investment, and financial flows. 

Economic development   

Improvements in living standards, education, health, and infrastructure that go beyond simple 
increases in output. 

Economic growth   

An increase in the output of goods and services in an economy over time, usually measured by 
changes in GDP. 

Fiscal policy   

Government decisions on taxation and spending aimed at influencing aggregate demand, 
employment, and economic stability. 

Full employment   
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A situation where all individuals willing and able to work at prevailing wages can find jobs, 
allowing for frictional and structural unemployment. 

Inflation   

A sustained rise in the general price level of goods and services, which reduces the purchasing 
power of money. 

Long-term growth   

The sustained expansion of output and income over time, ensuring that economies continue to 
develop. 

Monetary policy   

Central bank actions on money supply and interest rates designed to influence inflation, 
employment, and overall economic stability. 

National income accounting   

A system for measuring the total income and output of an economy, including GDP, GNP, and 
net national income. 

Price stability   

Maintaining a steady level of prices without excessive inflation or deflation, ensuring 
predictability for consumers and producers. 

Unemployment   

The condition where individuals who are willing and able to work cannot find jobs, often 
measured as a percentage of the labour force. 

 

Concept Check Questions [Series 2] 

--- 
Objective questions 

1. Define economic growth. (Linked to SLO 2.2) 

2. Identify two major goals of macroeconomics. (Linked to SLO 2.1) 

3. State whether full employment means zero unemployment. (Linked to SLO 2.3) 

4. Describe one effect of inflation on consumers. (Linked to SLO 2.4) 

5. Name one component of the balance of payments. (Linked to SLO 2.5) 

--- 
Short-answer questions 

1. Explain why economic development is broader than economic growth. (Linked to SLO 
2.2) 
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2. Describe how unemployment affects national welfare. (Linked to SLO 2.3) 

3. Analyse the importance of price stability for investment decisions. (Linked to SLO 2.4) 

4. Explain how aggregate analysis helps policymakers. (Linked to SLO 2.6) 

5. Assess why fiscal and monetary policies are central to macroeconomic study. (Linked 
to SLO 2.7) 

--- 
Long-answer questions 

1. Discuss the goals of macroeconomics, providing examples of each. (Linked to SLO 2.1–
2.5) 

• Basic response: Outline the four major goals (growth, employment, price 
stability, external balance) with definitions and examples. 

• Value-added response: Extend by evaluating trade-offs between goals, such as 
growth versus inflation, and link to real-world policy challenges. 

2. Examine the nature of macroeconomics, focusing on aggregate analysis, 
interdependence of variables, and policy relevance. (Linked to SLO 2.6–2.7) 

• Basic response: Define aggregate analysis, explain interdependence, and 
describe policy relevance with examples. 

• Value-added response: Extend by connecting these features to global issues, 
such as how international shocks affect national aggregates. 

3. Describe the scope of macroeconomics, including national income accounting, fiscal 
and monetary policy frameworks, and long-term stability. (Linked to SLO 2.8) 

• Basic response: Define scope and describe each element clearly. 

• Value-added response: Extend by evaluating how these tools are used in 
practice, for example, how GDP comparisons inform development strategies or 
how monetary policy stabilises inflation. 

--- 

Answers to Concept Check Questions [Series 2] 

Objective questions 

1. Economic growth is the increase in the output of goods and services, usually measured 
by GDP. 

2. Examples include economic growth and price stability. 

3. No, full employment allows for frictional and structural unemployment. 

4. Inflation reduces purchasing power. 

5. Current account. 
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Short-answer questions 

1. Economic development includes improvements in living standards, education, and 
health, beyond output growth. 

2. Unemployment reduces national output and welfare, leading to lower income and 
productivity. 

3. Price stability reduces uncertainty, encouraging investment and savings. 

4. Aggregate analysis helps policymakers evaluate overall economic health and design 
strategies. 

5. Fiscal and monetary policies influence demand, inflation, and employment, making 
them central to managing the economy. 

Long-answer questions   

1. 

• Basic response: The goals are growth, employment, price stability, and external 
balance. Examples include GDP growth, reducing unemployment, controlling inflation, 
and maintaining balance of payments. 

• Value-added response: Goals may conflict, such as growth leading to inflation. 
Policymakers balance these trade-offs, e.g., Nigeria’s efforts to stimulate growth while 
controlling inflation. 

1. Basic response: Macroeconomics studies aggregates, interdependence of variables, 
and policy relevance. For example, investment affects GDP, which influences 
employment. 

• Value-added response: Global shocks, such as oil price changes, show how 
interdependence extends beyond national borders, requiring coordinated 
policies. 

2. Basic response: Scope includes national income accounting (GDP, GNP), fiscal and 
monetary policies, and long-term stability. 

• Value-added response: Policymakers use GDP comparisons to track 
development, while monetary policy stabilises inflation and supports 
sustainable growth. 

 

Answers to Pilot Questions [Series 2] 

Part 2.1 Goals of Macroeconomics 

• Benchmarks 

• GDP 
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• Frictional 

• Purchasing 

• Rest of the world 

Part 2.2 Nature of Macroeconomics 

• Whole 

• Investment 

• Employment 

• Interest 

• It helps policymakers evaluate overall economic health, identify trends, and design 
strategies. 

Part 2.3 Scope of Macroeconomics 

• Boundaries 

• Net 

• Interest 

• Inflation, unemployment, and external balances 

• Because they influence aggregate demand, inflation, and employment, making them 
central to managing the economy. 

 

References and Attributions [Series 2] 

Core Texts and Open Educational Resources (OERs) 

• Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning. 

• Samuelson, P. A., & Nordhaus, W. D. (2010). Economics (19th ed.). McGraw-Hill. 

• OpenStax. (2016). Principles of Economics. OpenStax CNX. Retrieved from 
https://openstax.org 

• Khan Academy. (n.d.). Macroeconomics Topics. Retrieved from 
https://www.khanacademy.org 

• CK-12 Foundation. (n.d.). Economics Concepts. Retrieved from https://www.ck12.org 

--- 
Illustrations and Attributions 

• Figure 2.1 Economic growth and development indicators   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing indicators of 
economic growth and development such as GDP, education, and health.” 
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• Box 2.1 Types of unemployment   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising types of 
unemployment: frictional, structural, and cyclical.” 

• Table 2.1 Effects of inflation and deflation   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing the effects of 
inflation and deflation on consumers and producers.” 

• Figure 2.2 Components of the balance of payments   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing components of 
the balance of payments: current account, capital account, financial account.” 

• Figure 2.3 Aggregate analysis in macroeconomics   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing aggregate 
analysis with GDP, consumption, and investment as key variables.” 

• Box 2.2 Interdependence of macroeconomic variables   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising examples of 
interdependence among macroeconomic variables such as GDP, inflation, and employment.” 

• Table 2.2 Fiscal and monetary policies in macroeconomics   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing fiscal and 
monetary policies, showing tools and objectives.” 

• Table 2.3 Key measures in national income accounting   

Attribution: AI-generated placeholder. Prompt: “Generate a table showing GDP, GNP, and NNI 
with definitions and uses.” 

• Box 2.3 Fiscal and monetary policy tools   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising fiscal and 
monetary policy tools with examples.” 

• Figure 2.4 Long-term growth and stability considerations   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing long-term growth 
and stability factors such as output, inflation, unemployment, and external balance.” 

 

Course Code: ECO 203 

Course Title: Introduction to Macroeconomics i 

Course Units: 2 units 
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Series 1: Distinction Between Microeconomics and Macroeconomics 

Series 2: Goals, Nature, and Scope of Macroeconomics 

Series 3: National Income Accounting and Gross Domestic Product 

Series 4: Price Indices, Deflators, and Measures of Living Standards 

Series 5: Theories of Consumption, Savings, Investment, and the Multiplier 

 

Here is a proposed outline for Series 3: 

Part 3.1 Concepts of National Income Accounting 

• 3.1.1 Meaning and importance of national income accounting 

• 3.1.2 Key measures: GDP, GNP, NNP, NNI 

• 3.1.3 Uses and limitations of national income statistics 

Part 3.2 Methods of Measuring National Income 

• 3.2.1 Output (product) method 

• 3.2.2 Income method 

• 3.2.3 Expenditure method 

• 3.2.4 Challenges in measurement 

Part 3.3 Gross Domestic Product (GDP) 

• 3.3.1 Definition and components of GDP 

• 3.3.2 Nominal vs real GDP 

• 3.3.3 GDP growth rates and economic performance 

• 3.3.4 Criticisms of GDP as a measure of welfare 

Part 3.4 Applications of National Income Accounting 

• 3.4.1 Policy formulation and planning 

• 3.4.2 International comparisons 

• 3.4.3 Tracking development and sustainability 

 

Introduction 

National income accounting provides the framework for measuring the overall performance of 
an economy. It allows economists and policymakers to track the value of goods and services 
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produced, the income earned, and the expenditure made within a country. At the centre of this 
system is Gross Domestic Product (GDP), the most widely used indicator of economic activity. 

This Series is designed to help you understand the meaning and importance of national income 
accounting, the methods used to measure national income, and the role of GDP in assessing 
economic performance. You will also explore the applications of these measures in policy 
formulation, international comparisons, and development planning. 

We begin by examining the concepts of national income accounting, including GDP, GNP, 
NNP, and NNI. Next, we study the methods of measuring national income, such as the output, 
income, and expenditure approaches. We then focus on GDP, its components, variations 
(nominal vs real), and limitations as a measure of welfare. Finally, we consider the applications 
of national income accounting in policymaking, global comparisons, and sustainability. 

 

Series Learning Outcomes 

Series 3: National Income Accounting and GDP 

Upon completing this Series, you should be able to: 

• define national income accounting and explain its importance in measuring economic 
performance (SLO 3.1), 

• identify and describe the key measures of national income such as GDP, GNP, NNP, 
and NNI (SLO 3.2), 

• explain the methods of measuring national income, including the output, income, and 
expenditure approaches (SLO 3.3), 

• analyse the challenges and limitations of national income measurement (SLO 3.4), 

• define and explain GDP, including its components and variations (nominal vs real) (SLO 
3.5), 

• evaluate GDP growth rates as indicators of economic performance (SLO 3.6), 

• critically assess the limitations of GDP as a measure of welfare (SLO 3.7), 

• apply national income accounting concepts to policy formulation, international 
comparisons, and development planning (SLO 3.8). 

 

3.1 Concepts of National Income Accounting 

National income accounting provides a systematic framework for measuring the economic 
activity of a nation. It records the value of goods and services produced, the income earned, 
and the expenditure made within an economy. These measures are essential for 
understanding economic performance, comparing countries, and guiding policy decisions. 
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Fill in the blank: National income accounting provides a systematic framework for measuring 
the ______ activity of a nation. 

--- 

3.1.1 Meaning and importance of national income accounting 

National income accounting refers to the statistical system used to measure the total income 
and output of an economy. It is important because it: 

• Shows the overall performance of the economy. 

• Helps governments design fiscal and monetary policies. 

• Provides data for international comparisons. 

• Tracks progress in development and welfare. 
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Fill 
in the blank: National income accounting helps governments design ______ and monetary 
policies. 

--- 

3.1.2 Key measures: GDP, GNP, NNP, NNI 
National income accounting includes several key measures: 

• Gross Domestic Product (GDP): The total value of goods and services produced within 
a country. 

• Gross National Product (GNP): GDP plus net income from abroad. 

• Net National Product (NNP): GNP minus depreciation. 

• Net National Income (NNI): NNP minus indirect taxes plus subsidies. 
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Fill 
in the blank: GNP is GDP plus net ______ from abroad. 

--- 

3.1.3 Uses and limitations of national income statistics 

National income statistics are widely used but have limitations: 

• Uses: 

• Measuring economic growth. 

• Comparing living standards across countries. 

• Guiding policy decisions. 

• Limitations: 
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• May not capture informal economic activity. 

• Do not measure welfare directly. 

• Subject to data collection challenges. 

Fill 
in the blank: National income statistics may not capture ______ economic activity. 

--- 
Pilot questions 3.1 

1. National income accounting provides a systematic framework for measuring the ______ 
activity of a nation. 

2. National income accounting helps governments design ______ and monetary policies. 

3. GNP is GDP plus net ______ from abroad. 
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4. National income statistics may not capture ______ economic activity. 

5. Why are national income statistics important for policymakers? 

 

3.2 Methods of Measuring National Income 

National income can be measured using different approaches, each focusing on a particular 
aspect of economic activity. These methods—output, income, and expenditure—are designed 
to ensure that the total value of goods and services produced in an economy is accurately 
captured. 

Fill in the blank: National income can be measured using the output, income, and ______ 
methods. 

--- 

3.2.1 Output (product) method 

The output method measures national income by calculating the total value of goods and 
services produced in an economy during a given period. It focuses on production across 
sectors such as agriculture, industry, and services. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Fill 
in the blank: The output method measures national income by calculating the total value of 
______ produced. 

--- 

3.2.2 Income method 

The income method measures national income by summing all incomes earned by individuals 
and firms in the economy. This includes wages, rents, interest, and profits. 
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Fill 
in the blank: The income method measures national income by summing all ______ earned by 
individuals and firms. 

--- 

3.2.3 Expenditure method 

The expenditure method measures national income by summing all expenditures made on 
final goods and services. This includes consumption, investment, government spending, and 
net exports (exports minus imports). 
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Fill 
in the blank: The expenditure method includes consumption, investment, government 
spending, and net ______. 

--- 

3.2.4 Challenges in measurement 

Measuring national income is complex and faces challenges such as: 

• Difficulty in valuing informal and subsistence activities. 

• Double counting of intermediate goods. 

• Inaccurate or incomplete data collection. 

• Exclusion of non-market activities like household work. 
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Fill 
in the blank: Measuring national income is complex because it may exclude non-market 
activities like ______ work. 

--- 
Pilot questions 3.2 

1. National income can be measured using the output, income, and ______ methods. 

2. The output method measures national income by calculating the total value of ______ 
produced. 

3. The income method measures national income by summing all ______ earned by 
individuals and firms. 

4. The expenditure method includes consumption, investment, government spending, 
and net ______. 
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5. Why is measuring national income considered complex? 

 

3.3 Gross Domestic Product (GDP) 

Gross Domestic Product (GDP) is the most widely used measure of national income and 
economic activity. It represents the total monetary value of all final goods and services 
produced within a country during a given period. GDP is central to macroeconomic analysis 
because it reflects the size and health of an economy. 

Fill in the blank: GDP represents the total monetary value of all ______ goods and services 
produced within a country. 

--- 

3.3.1 Definition and components of GDP 

GDP can be defined as the sum of consumption (C), investment (I), government spending (G), 
and net exports (X – M). 

• Consumption (C): Spending by households on goods and services. 

• Investment (I): Spending by firms on capital goods and inventories. 

• Government spending (G): Expenditure by the government on goods and services. 

• Net exports (X – M): Exports minus imports. 
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Fill 
in the blank: GDP is the sum of consumption, investment, government spending, and net 
______. 

--- 

3.3.2 Nominal vs real GDP 

• Nominal GDP: Measures output at current market prices, without adjusting for 
inflation. 

• Real GDP: Measures output at constant prices, adjusted for inflation, giving a more 
accurate picture of growth. 
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Fill 
in the blank: Real GDP measures output at constant prices, adjusted for ______. 

--- 

3.3.3 GDP growth rates and economic performance 

GDP growth rate shows how fast an economy is expanding or contracting. Positive growth 
indicates economic expansion, while negative growth signals recession. Policymakers use 
GDP growth rates to evaluate performance and design interventions. 
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Fill 
in the blank: A negative GDP growth rate signals economic ______. 

--- 

3.3.4 Criticisms of GDP as a measure of welfare 

While GDP is widely used, it has limitations: 

• Does not measure income distribution. 

• Ignores non-market activities (e.g., household work). 

• Does not account for environmental degradation. 

• Focuses on quantity of output rather than quality of life. 
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Fill 
in the blank: GDP does not account for environmental ______. 

--- 
Pilot questions 3.3 

1. GDP represents the total monetary value of all ______ goods and services produced 
within a country. 

2. GDP is the sum of consumption, investment, government spending, and net ______. 

3. Real GDP measures output at constant prices, adjusted for ______. 

4. A negative GDP growth rate signals economic ______. 

5. Why is GDP criticised as a measure of welfare? 
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3.4 Applications of National Income Accounting 

National income accounting is not just a statistical exercise; it has practical applications that 
make it central to economic management. By providing reliable data on income, output, and 
expenditure, it helps governments, businesses, and international organisations make informed 
decisions. 

Fill in the blank: National income accounting provides reliable data that helps governments, 
businesses, and ______ make informed decisions. 

--- 

3.4.1 Policy formulation and planning 

National income statistics guide policymakers in designing fiscal and monetary policies. For 
example, GDP growth trends influence government spending priorities, while inflation data 
informs interest rate adjustments. 
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Fill 
in the blank: GDP growth trends influence government ______ priorities. 

--- 

3.4.2 International comparisons 

National income accounting allows countries to compare their performance with others. GDP 
per capita is often used to compare living standards, while growth rates show relative 
economic progress. These comparisons are essential for global cooperation and 
competitiveness. 
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Fill 
in the blank: GDP per capita is often used to compare ______ standards across countries. 

--- 

3.4.3 Tracking development and sustainability 

National income statistics are also used to track long-term development and sustainability. 
Beyond GDP, indicators such as the Human Development Index (HDI) and green GDP 
incorporate social and environmental factors. This helps policymakers balance growth with 
welfare and sustainability. 
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Fill 
in the blank: Beyond GDP, indicators such as the ______ Development Index incorporate social 
and environmental factors. 

--- 
Pilot questions 3.4 

1. National income accounting provides reliable data that helps governments, 
businesses, and ______ make informed decisions. 

2. GDP growth trends influence government ______ priorities. 

3. GDP per capita is often used to compare ______ standards across countries. 

4. Beyond GDP, indicators such as the ______ Development Index incorporate social and 
environmental factors. 
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5. Why are national income statistics important for sustainability planning? 

 

Series Summary 

This Series has examined National Income Accounting and GDP, providing a comprehensive 
understanding of how economies measure and interpret their performance. We began by 
exploring the concepts of national income accounting, including its meaning, importance, and 
key measures such as GDP, GNP, NNP, and NNI. Next, we studied the methods of measuring 
national income—output, income, and expenditure approaches—along with the challenges 
involved in accurate measurement. 

We then focused on Gross Domestic Product (GDP), its definition, components, and variations 
(nominal vs real), as well as how GDP growth rates reflect economic performance. Criticisms 
of GDP as a measure of welfare were also highlighted, showing the need for complementary 
indicators. Finally, we considered the applications of national income accounting, including 
policy formulation, international comparisons, and tracking development and sustainability. 

By completing this Series, you should now be able to define national income accounting, 
explain its key measures, describe the methods of measurement, analyse GDP and its 
limitations, and apply these concepts to real-world policy and development contexts. These 
outcomes align directly with the Series Learning Outcomes, ensuring you can connect theory 
with practice in macroeconomic analysis. 

 

Glossary of Terms [Series 3] 

Consumption (C)   

Household spending on goods and services, one of the main components of GDP. 

Expenditure method   

A way of measuring national income by summing all expenditures on final goods and services 
(C + I + G + (X – M)). 

GDP (Gross Domestic Product)   

The total monetary value of all final goods and services produced within a country during a 
given period. 

GDP growth rate   

The percentage change in GDP over time, used to assess economic expansion or contraction. 

GNP (Gross National Product)   

GDP plus net income earned from abroad. 

Green GDP   
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An adjusted measure of GDP that accounts for environmental costs such as resource 
depletion and pollution. 

Income method   

A way of measuring national income by summing all incomes earned in the economy, including 
wages, rents, interest, and profits. 

International comparisons   

The use of national income statistics, such as GDP per capita, to compare living standards and 
economic performance across countries. 

National income accounting   

A statistical system for measuring the total income and output of an economy, including GDP, 
GNP, NNP, and NNI. 

Net National Income (NNI)   

Net National Product minus indirect taxes plus subsidies. 

Net National Product (NNP)   

Gross National Product minus depreciation. 

Nominal GDP   

GDP measured at current market prices, without adjusting for inflation. 

Real GDP   

GDP measured at constant prices, adjusted for inflation, giving a more accurate picture of 
growth. 

Output (product) method   

A way of measuring national income by calculating the total value of goods and services 
produced in an economy. 

Policy formulation   

The use of national income statistics to design fiscal and monetary policies for managing the 
economy. 

Sustainability indicators   

Measures such as HDI and green GDP that go beyond GDP to capture social and 
environmental dimensions of development. 

 

Concept Check Questions [Series 3] 

--- 
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Objective questions 

1. Define GDP. (Linked to SLO 3.5) 

2. Identify two methods of measuring national income. (Linked to SLO 3.3) 

3. State whether nominal GDP adjusts for inflation. (Linked to SLO 3.5) 

4. Name one limitation of GDP as a measure of welfare. (Linked to SLO 3.7) 

5. Give one application of national income accounting. (Linked to SLO 3.8) 

--- 
Short-answer questions 

1. Explain why real GDP is considered more accurate than nominal GDP. (Linked to SLO 
3.5) 

2. Describe the importance of national income statistics for international comparisons. 
(Linked to SLO 3.8) 

3. Analyse one challenge in measuring national income. (Linked to SLO 3.4) 

4. Explain how GDP growth rates reflect economic performance. (Linked to SLO 3.6) 

5. Assess why policymakers rely on national income accounting for fiscal planning. 
(Linked to SLO 3.1, 3.8) 

--- 
Long-answer questions 

1. Discuss the key measures of national income accounting (GDP, GNP, NNP, NNI), 
explaining their differences and uses. (Linked to SLO 3.2) 

• Basic response: Define each measure and explain differences. 

• Value-added response: Extend by evaluating how each measure is used in 
policy and international comparisons. 

2. Examine the three methods of measuring national income (output, income, 
expenditure), highlighting their strengths and weaknesses. (Linked to SLO 3.3–3.4) 

• Basic response: Describe each method with examples. 

• Value-added response: Extend by analysing challenges such as informal activity 
and double counting. 

3. Critically assess GDP as an indicator of welfare, considering its strengths and 
limitations. (Linked to SLO 3.5–3.7) 

• Basic response: Explain GDP’s role in measuring output and growth. 
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• Value-added response: Extend by discussing criticisms (inequality, 
environment, non-market activities) and alternative indicators like HDI and 
green GDP. 

 

Answers to Pilot Questions [Series 3] 

Part 3.1 Concepts of National Income Accounting 

• Economic 

• Fiscal 

• Income 

• Informal 

• They are important because they show overall performance, guide policy, enable 
international comparisons, and track welfare. 

Part 3.2 Methods of Measuring National Income 

• Expenditure 

• Goods and services 

• Incomes 

• Exports 

• Because it may exclude informal and non-market activities, involve double counting, 
and face data challenges. 

Part 3.3 Gross Domestic Product (GDP) 

• Final 

• Exports 

• Inflation 

• Recession 

• Because it ignores distribution, non-market activities, environmental costs, and quality 
of life. 

Part 3.4 Applications of National Income Accounting 

• International organisations 

• Spending 

• Living 

• Human 
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• Because they help balance growth with welfare and sustainability, guiding long-term 
planning. 

 

References and Attributions [Series 3] 

Core Texts and Open Educational Resources (OERs) 

• Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning. 

• Samuelson, P. A., & Nordhaus, W. D. (2010). Economics (19th ed.). McGraw-Hill. 

• OpenStax. (2016). Principles of Economics. OpenStax CNX. Retrieved from 
https://openstax.org 

• Khan Academy. (n.d.). Macroeconomics Topics. Retrieved from 
https://www.khanacademy.org 

• CK-12 Foundation. (n.d.). Economics Concepts. Retrieved from https://www.ck12.org 

--- 
Illustrations and Attributions 

• Figure 3.1 Uses and limitations of national income statistics   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing uses and 
limitations of national income statistics.” 

• Box 3.1 Importance of national income accounting   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising the 
importance of national income accounting with examples.” 

• Table 3.1 Key measures in national income accounting   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing GDP, GNP, NNP, 
and NNI with definitions and differences.” 

• Figure 3.2 Output method of measuring national income   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing agriculture, 
industry, and services contributing to national income via the output method.” 

• Box 3.2 Components of the income method   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising components 
of the income method: wages, rents, interest, and profits.” 

• Table 3.2 Components of the expenditure method   

Attribution: AI-generated placeholder. Prompt: “Generate a table showing components of the 
expenditure method: consumption, investment, government spending, and net exports.” 

• Figure 3.3 Challenges in measuring national income   
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Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing challenges in 
measuring national income such as informal activities and double counting.” 

• Table 3.3 Components of GDP   

Attribution: AI-generated placeholder. Prompt: “Generate a table showing GDP components: 
consumption, investment, government spending, and net exports.” 

• Figure 3.4 Nominal vs real GDP   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram comparing nominal GDP 
and real GDP, showing inflation adjustment.” 

• Box 3.3 GDP growth rate interpretation   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising GDP growth 
rate interpretation: expansion vs recession.” 

• Figure 3.5 Criticisms of GDP as a measure of welfare   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing criticisms of GDP 
as a welfare measure: inequality, environment, non-market activities.” 

• Box 3.4 Policy applications of national income statistics   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising how national 
income statistics support fiscal and monetary policy decisions.” 

• Table 3.4 International GDP comparisons   

Attribution: AI-generated placeholder. Prompt: “Generate a table showing GDP per capita 
comparisons across countries.” 

• Figure 3.6 Development and sustainability indicators   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing GDP, HDI, and 
green GDP as indicators of development and sustainability.” 

 

 

Course Code: ECO 203 

Course Title: Introduction to Macroeconomics i 

Course Units: 2 units 

 

Series 1: Distinction Between Microeconomics and Macroeconomics 

Series 2: Goals, Nature, and Scope of Macroeconomics 
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Series 3: National Income Accounting and Gross Domestic Product 

Series 4: Price Indices, Deflators, and Measures of Living Standards 

Series 5: Theories of Consumption, Savings, Investment, and the Multiplier 

 

Here is a proposed outline for Series 4: 

Part 4.1 Price Indices 

• 4.1.1 Meaning and importance of price indices 

• 4.1.2 Types of price indices (Consumer Price Index, Producer Price Index, Wholesale 
Price Index) 

• 4.1.3 Uses and limitations of price indices 

Part 4.2 Deflators 

• 4.2.1 Meaning of deflators 

• 4.2.2 GDP deflator and its calculation 

• 4.2.3 Comparison of deflators with price indices 

• 4.2.4 Applications of deflators in economic analysis 

Part 4.3 Measures of Living Standards 

• 4.3.1 GDP per capita as a measure of living standards 

• 4.3.2 Human Development Index (HDI) 

• 4.3.3 Other welfare indicators (Green GDP, inequality measures) 

• 4.3.4 Limitations of economic indicators in measuring welfare 

Part 4.4 Applications and Policy Relevance 

• 4.4.1 Use of price indices and deflators in policy formulation 

• 4.4.2 International comparisons of living standards 

• 4.4.3 Linking inflation, deflators, and welfare measures to sustainable development 

 

Introduction 

Price indices and deflators are essential tools in macroeconomics for measuring changes in 
the general price level and adjusting economic data for inflation. They help economists and 
policymakers distinguish between nominal and real values, ensuring that economic growth 
and living standards are assessed accurately. Alongside these measures, indicators of living 
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standards provide insights into welfare, development, and sustainability beyond simple output 
figures. 

This Series introduces you to the concepts of price indices, including the Consumer Price 
Index (CPI), Producer Price Index (PPI), and Wholesale Price Index (WPI). You will then explore 
deflators, with emphasis on the GDP deflator, its calculation, and applications. The Series also 
examines measures of living standards, such as GDP per capita, the Human Development 
Index (HDI), and other welfare indicators like Green GDP and inequality measures. Finally, we 
consider the applications and policy relevance of these tools, showing how they guide inflation 
management, international comparisons, and sustainable development strategies. 

By the end of this Series, you will be able to explain how price indices and deflators are 
constructed, evaluate their uses and limitations, and apply living-standard measures to real-
world economic analysis. 

 

Series Learning Outcomes 

Series 4: Price Indices, Deflators, and Living Standards 

By the end of this Series, you should be able to: 

• define price indices and explain their importance in measuring inflation (SLO 4.1), 

• identify and describe different types of price indices such as CPI, PPI, and WPI (SLO 
4.2), 

• explain the concept of deflators, particularly the GDP deflator, and how it is calculated 
(SLO 4.3), 

• compare deflators with price indices, highlighting their similarities and differences (SLO 
4.4), 

• analyse the uses and limitations of price indices and deflators in economic analysis 
(SLO 4.5), 

• evaluate measures of living standards such as GDP per capita, HDI, and Green GDP 
(SLO 4.6), 

• critically assess the limitations of economic indicators in capturing welfare and 
sustainability (SLO 4.7), 

• apply price indices, deflators, and living-standard measures to policy formulation and 
international comparisons (SLO 4.8). 

 

4.1 Price Indices 

Price indices are statistical measures that track changes in the average level of prices of goods 
and services over time. They are essential for understanding inflation, cost of living, and 
purchasing power in an economy. 
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Fill in the blank: Price indices are statistical measures that track changes in the average level 
of ______ over time. 

--- 

4.1.1 Meaning and importance of price indices 

Price indices provide a way to measure inflation and deflation. They are important because 
they: 

• Indicate changes in the cost of living. 

• Help policymakers design monetary and fiscal policies. 

• Allow businesses to adjust wages and contracts. 

• Enable international comparisons of inflation. 
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Fill 
in the blank: Price indices help policymakers design ______ and fiscal policies. 

--- 

4.1.2 Types of price indices 

The main types of price indices include: 

• Consumer Price Index (CPI): Measures changes in the prices of goods and services 
typically purchased by households. 

• Producer Price Index (PPI): Measures changes in the prices received by producers for 
their output. 

• Wholesale Price Index (WPI): Measures changes in the prices of goods at the wholesale 
level before reaching consumers. 
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Fill 
in the blank: The CPI measures changes in the prices of goods and services purchased by 
______. 

--- 

4.1.3 Uses and limitations of price indices 

Uses: 

• Measuring inflation. 

• Adjusting wages, pensions, and contracts. 

• Guiding monetary policy. 

• Comparing inflation across countries. 
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Limitations: 

• May not reflect individual consumption patterns. 

• Subject to sampling and measurement errors. 

• May exclude informal or rural consumption. 

• Cannot fully capture quality changes in goods and services. 

Fill 
in the blank: Price indices may not fully capture changes in the ______ of goods and services. 

--- 
Pilot questions 4.1 

1. Price indices are statistical measures that track changes in the average level of ______ 
over time. 
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2. Price indices help policymakers design ______ and fiscal policies. 

3. The CPI measures changes in the prices of goods and services purchased by ______. 

4. Price indices may not fully capture changes in the ______ of goods and services. 

5. Why are price indices important for businesses and policymakers? 

 

4.2 Deflators 

Deflators are statistical tools used to adjust nominal economic values for changes in the price 
level, thereby converting them into real values. They help distinguish between growth due to 
increased production and growth due to rising prices. 

Fill in the blank: Deflators adjust nominal economic values for changes in the ______ level. 

--- 

4.2.1 Meaning of deflators 

A deflator is an index that measures the change in prices of all goods and services included in 
GDP. It is used to convert nominal GDP into real GDP, making it possible to analyse economic 
growth without the distortion of inflation. 
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Fill 
in the blank: A deflator is used to convert nominal GDP into ______ GDP. 

--- 

4.2.2 GDP deflator and its calculation 

The GDP deflator is the most common deflator. It measures the average change in prices of all 
goods and services produced in an economy. 

• Formula: 

GDP \, Deflator = \frac{Nominal \, GDP}{Real \, GDP} \times 100 

• It covers a broader range of goods and services than CPI or PPI. 
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Fill 
in the blank: The GDP deflator is calculated as nominal GDP divided by ______ GDP, multiplied 
by 100. 

--- 

4.2.3 Comparison of deflators with price indices 

• Deflators: Cover all goods and services in GDP, flexible, broader measure. 

• Price indices (CPI, PPI, WPI): Focus on specific baskets of goods, fixed weights, 
narrower scope. 

• Deflators are updated automatically as GDP composition changes, while indices may 
lag. 
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Fill 
in the blank: Deflators cover all goods and services in ______, while CPI focuses on household 
consumption. 

--- 

4.2.4 Applications of deflators in economic analysis 

Deflators are used to: 

• Distinguish real growth from inflationary growth. 

• Adjust national income statistics for inflation. 

• Compare economic performance across time periods. 

• Provide policymakers with accurate measures of real output. 
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Fill 
in the blank: Deflators help distinguish real growth from ______ growth. 

--- 
Pilot questions 4.2 

1. Deflators adjust nominal economic values for changes in the ______ level. 

2. A deflator is used to convert nominal GDP into ______ GDP. 

3. The GDP deflator is calculated as nominal GDP divided by ______ GDP, multiplied by 
100. 

4. Deflators cover all goods and services in ______, while CPI focuses on household 
consumption. 

5. Why are deflators important in economic analysis? 
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4.3 Measures of Living Standards 

Measures of living standards go beyond output and price statistics to capture welfare, 
development, and sustainability. They help economists and policymakers assess how 
economic growth translates into improved quality of life for citizens. 

Fill in the blank: Measures of living standards help assess how economic growth translates 
into improved ______ of life. 

--- 

4.3.1 GDP per capita as a measure of living standards 

GDP per capita is calculated by dividing total GDP by the population. It is often used as a proxy 
for average income and living standards. 

• Strengths: Simple, widely available, useful for comparisons. 

• Limitations: Does not reflect income distribution, inequality, or non-market welfare. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Fill 
in the blank: GDP per capita is calculated by dividing total GDP by the ______. 

--- 

4.3.2 Human Development Index (HDI) 
The HDI is a composite measure developed by the UNDP that combines: 

• Income per capita (adjusted for purchasing power). 

• Education (mean years of schooling and expected years of schooling). 

• Health (life expectancy at birth). 
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Fill 
in the blank: The HDI combines income, education, and ______ indicators. 

--- 

4.3.3 Other welfare indicators 

Beyond GDP and HDI, other indicators include: 

• Green GDP: Adjusts GDP for environmental costs. 

• Inequality measures: Gini coefficient, income distribution statistics. 

• Multidimensional Poverty Index (MPI): Captures deprivations in health, education, and 
living standards. 
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Fill 
in the blank: The Gini coefficient is a measure of income ______. 

--- 

4.3.4 Limitations of economic indicators in measuring welfare 

• GDP per capita ignores inequality and non-market activities. 

• HDI may oversimplify complex welfare dimensions. 

• Green GDP and MPI face data collection challenges. 

• No single indicator fully captures quality of life or sustainability. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Fill 
in the blank: No single indicator fully captures quality of life or ______. 

--- 
Pilot questions 4.3 

1. Measures of living standards help assess how economic growth translates into 
improved ______ of life. 

2. GDP per capita is calculated by dividing total GDP by the ______. 

3. The HDI combines income, education, and ______ indicators. 

4. The Gini coefficient is a measure of income ______. 

5. Why is it important to use multiple indicators when measuring welfare? 
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4.4 Applications and Policy Relevance 

Price indices, deflators, and measures of living standards are not just theoretical tools—they 
have direct applications in economic management and policymaking. They help governments, 
businesses, and international organisations make informed decisions about inflation, growth, 
and welfare. 

Fill in the blank: Price indices, deflators, and measures of living standards have direct 
applications in economic ______ and policymaking. 

--- 

4.4.1 Use of price indices and deflators in policy formulation 

• Price indices guide monetary policy by showing inflation trends. 

• Deflators help distinguish real growth from inflationary growth, guiding fiscal policy. 

• Both are used to adjust wages, pensions, and contracts to maintain purchasing power. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Fill 
in the blank: Price indices guide ______ policy by showing inflation trends. 

--- 

4.4.2 International comparisons of living standards 

• GDP per capita, HDI, and other indicators allow countries to compare welfare levels. 

• Price indices and deflators help standardise comparisons across nations. 

• These comparisons are essential for global cooperation, trade, and development 
strategies. 
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Fill 
in the blank: GDP per capita and HDI are often used for international comparisons of ______ 
standards. 

--- 

4.4.3 Linking inflation, deflators, and welfare measures to sustainable 
development 

• Inflation management ensures stability for long-term growth. 

• Deflators provide accurate measures of real output, essential for sustainability 
planning. 

• Welfare measures like HDI and Green GDP integrate social and environmental 
dimensions. 

• Together, these tools help balance economic growth with human development and 
environmental protection. 
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Fill 
in the blank: Welfare measures like HDI and Green GDP integrate social and ______ 
dimensions. 

--- 
Pilot questions 4.4 

1. Price indices, deflators, and measures of living standards have direct applications in 
economic ______ and policymaking. 

2. Price indices guide ______ policy by showing inflation trends. 

3. GDP per capita and HDI are often used for international comparisons of ______ 
standards. 

4. Welfare measures like HDI and Green GDP integrate social and ______ dimensions. 
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5. Why are these tools important for sustainable development planning? 

 

Series Summary 

This Series has explored Price Indices, Deflators, and Living Standards, providing a clear 
understanding of how economists measure inflation, adjust for price changes, and assess 
welfare. We began with price indices, examining their meaning, importance, and types such as 
CPI, PPI, and WPI, along with their uses and limitations. 

We then studied deflators, focusing on the GDP deflator, its calculation, and how it differs from 
price indices. Applications of deflators in distinguishing real growth from inflationary growth 
were highlighted. 

Next, we turned to measures of living standards, including GDP per capita, the Human 
Development Index (HDI), Green GDP, and inequality measures. Their strengths, limitations, 
and role in capturing welfare and sustainability were discussed. 

Finally, we examined the applications and policy relevance of these tools, showing how they 
guide monetary and fiscal policy, enable international comparisons, and link inflation 
management with sustainable development strategies. 

By completing this Series, you should now be able to define and compare price indices and 
deflators, calculate and interpret the GDP deflator, evaluate measures of living standards, and 
apply these concepts to policy and development contexts. These outcomes align directly with 
the Series Learning Outcomes, ensuring you can connect theory with practice in 
macroeconomic analysis. 

 

Glossary of Terms [Series 4] 

Consumer Price Index (CPI)   

A measure that tracks changes in the prices of goods and services typically purchased by 
households. 

Deflator   

An index used to adjust nominal economic values for changes in the price level, converting 
them into real values. 

GDP Deflator   

A broad measure of price changes covering all goods and services in GDP, calculated as 
nominal GDP divided by real GDP × 100. 

Green GDP   

An adjusted GDP measure that accounts for environmental costs such as resource depletion 
and pollution. 
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Human Development Index (HDI)   

A composite measure of welfare combining income, education, and health indicators. 

Inflation   

A sustained increase in the general price level of goods and services in an economy over time. 

Living Standards   

Indicators of the quality of life, often measured using GDP per capita, HDI, and other welfare 
indices. 

Multidimensional Poverty Index (MPI)   

A measure capturing deprivations in health, education, and living standards beyond income 
alone. 

Nominal GDP   

The value of goods and services produced in an economy measured at current market prices. 

Price Index   

A statistical measure that tracks changes in the average level of prices over time. 

Producer Price Index (PPI)   

A measure of changes in the prices received by producers for their output. 

Purchasing Power   

The value of money expressed in terms of the quantity of goods and services it can buy. 

Quality of Life   

A broad concept encompassing material well-being, health, education, and environmental 
sustainability. 

Real GDP   

GDP adjusted for inflation, reflecting the actual volume of production in an economy. 

Wholesale Price Index (WPI)   

A measure of changes in the prices of goods at the wholesale level before reaching 
consumers. 

 

Concept Check Questions [Series 4] 

--- 
Objective questions 

1. Define a price index. (Linked to SLO 4.1) 
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2. Identify two types of price indices. (Linked to SLO 4.2) 

3. State the formula for calculating the GDP deflator. (Linked to SLO 4.3) 

4. Name one difference between deflators and price indices. (Linked to SLO 4.4) 

5. Give one limitation of GDP per capita as a measure of living standards. (Linked to SLO 
4.6) 

--- 
Short-answer questions 

1. Explain why deflators are important in distinguishing real growth from inflationary 
growth. (Linked to SLO 4.5) 

2. Describe the components of the Human Development Index (HDI). (Linked to SLO 4.6) 

3. Analyse one limitation of economic indicators in measuring welfare. (Linked to SLO 4.7) 

4. Explain how international comparisons of living standards are made using GDP per 
capita and HDI. (Linked to SLO 4.8) 

5. Assess why policymakers rely on price indices and deflators for fiscal and monetary 
planning. (Linked to SLO 4.5, 4.8) 

--- 
Long-answer questions 

1. Discuss the types of price indices (CPI, PPI, WPI), explaining their uses and limitations. 
(Linked to SLO 4.2, 4.5) 

• Basic response: Define each index and explain its purpose. 

• Value-added response: Extend by evaluating their limitations and relevance for 
different stakeholders. 

2. Examine the GDP deflator, showing how it is calculated and why it is broader than CPI 
or PPI. (Linked to SLO 4.3–4.4) 

• Basic response: Present the formula and explain its scope. 

• Value-added response: Extend by comparing with CPI/PPI and discussing 
applications in policy. 

3. Critically assess measures of living standards (GDP per capita, HDI, Green GDP, 
inequality measures), highlighting their strengths and weaknesses. (Linked to SLO 4.6–
4.7) 

• Basic response: Describe each measure and its role. 

• Value-added response: Extend by analysing limitations and the need for 
multiple indicators. 
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Answers to Pilot Questions [Series 4] 

Part 4.1 Price Indices 

• Prices 

• Monetary 

• Households 

• Quality 

• They are important because they measure inflation, guide policy, adjust 
wages/contracts, and enable comparisons. 

Part 4.2 Deflators 

• Price 

• Real 

• Real 

• GDP 

• Because they distinguish real growth from inflationary growth and provide accurate 
measures of output. 

Part 4.3 Measures of Living Standards 

• Quality 

• Population 

• Health 

• Inequality 

• Because no single indicator captures welfare fully, multiple measures provide a more 
complete picture. 

Part 4.4 Applications and Policy Relevance 

• Management 

• Monetary 

• Living 

• Environmental 

• Because they guide policy, enable international comparisons, and link growth with 
sustainability. 

 

References and Attributions [Series 4] 
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Core Texts and Open Educational Resources (OERs) 

• Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning. 

• Samuelson, P. A., & Nordhaus, W. D. (2010). Economics (19th ed.). McGraw-Hill. 

• OpenStax. (2016). Principles of Economics. OpenStax CNX. Retrieved from 
https://openstax.org 

• Khan Academy. (n.d.). Macroeconomics Topics. Retrieved from 
https://www.khanacademy.org 

• CK-12 Foundation. (n.d.). Economics Concepts. Retrieved from https://www.ck12.org 

--- 
Illustrations and Attributions 

• Box 4.1 Importance of price indices   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising the 
importance of price indices with examples.” 

• Table 4.1 Types of price indices   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing CPI, PPI, and WPI 
with definitions and uses.” 

• Figure 4.1 Uses and limitations of price indices   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing uses and 
limitations of price indices.” 

• Box 4.2 Meaning of deflators   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising the meaning 
of deflators and their role in adjusting GDP.” 

• Table 4.2 GDP deflator and comparison with CPI/PPI   

Attribution: AI-generated placeholder. Prompt: “Generate a table showing GDP deflator 
formula and comparison with CPI and PPI.” 

• Figure 4.2 Deflators vs price indices   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram comparing deflators and 
price indices in terms of scope and flexibility.” 

• Box 4.3 Applications of deflators   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising applications 
of deflators in economic analysis.” 

• Table 4.3 GDP per capita as a measure of living standards   
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Attribution: AI-generated placeholder. Prompt: “Generate a table showing strengths and 
limitations of GDP per capita as a measure of living standards.” 

• Figure 4.3 Components of the Human Development Index   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing HDI 
components: income, education, and health.” 

• Box 4.4 Other welfare indicators   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising other 
welfare indicators such as Green GDP, Gini coefficient, and MPI.” 

• Figure 4.4 Limitations of economic indicators in measuring welfare   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing limitations of 
economic indicators in measuring welfare.” 

• Box 4.5 Policy uses of price indices and deflators   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising policy uses 
of price indices and deflators.” 

• Table 4.5 International comparisons of living standards   

Attribution: AI-generated placeholder. Prompt: “Generate a table showing international 
comparisons of GDP per capita and HDI.” 

• Figure 4.5 Inflation, deflators, and welfare measures in sustainable development   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram linking inflation, deflators, 
and welfare measures to sustainable development.” 

 

 

Course Code: ECO 203 

Course Title: Introduction to Macroeconomics i 

Course Units: 2 units 

 

Series 1: Distinction Between Microeconomics and Macroeconomics 

Series 2: Goals, Nature, and Scope of Macroeconomics 

Series 3: National Income Accounting and Gross Domestic Product 

Series 4: Price Indices, Deflators, and Measures of Living Standards 

Series 5: Theories of Consumption, Savings, Investment, and the Multiplier 
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Here is a proposed outline for Series 5: 

Part 5.1 Theories of Consumption 

• 5.1.1 Meaning and importance of consumption in macroeconomics 

• 5.1.2 Keynesian consumption function 

• 5.1.3 Absolute income, relative income, permanent income, and life-cycle hypotheses 

• 5.1.4 Criticisms and applications of consumption theories 

Part 5.2 Theories of Savings 

• 5.2.1 Meaning and determinants of savings 

• 5.2.2 Keynesian view of savings 

• 5.2.3 Modern theories of savings behaviour 

• 5.2.4 Role of savings in economic growth 

Part 5.3 Theories of Investment 

• 5.3.1 Meaning and types of investment 

• 5.3.2 Classical and Keynesian theories of investment 

• 5.3.3 Accelerator theory of investment 

• 5.3.4 Factors influencing investment decisions 

Part 5.4 The Multiplier 

• 5.4.1 Meaning and concept of the multiplier 

• 5.4.2 Derivation and working of the multiplier 

• 5.4.3 Importance of the multiplier in economic analysis 

• 5.4.4 Limitations of the multiplier concept 

 

Introduction 

Consumption, savings, investment, and the multiplier are central concepts in 
macroeconomics that explain how households, firms, and governments interact to drive 
economic activity. These theories provide the foundation for understanding aggregate 
demand, income determination, and the dynamics of economic growth. 

This Series begins with the theories of consumption, exploring Keynes’s consumption function 
and later refinements such as the absolute income, relative income, permanent income, and 
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life-cycle hypotheses. We then examine the theories of savings, highlighting their 
determinants, Keynesian perspectives, and modern approaches to savings behaviour. 

Next, we turn to the theories of investment, including classical and Keynesian views, the 
accelerator theory, and the factors influencing investment decisions. Finally, we study the 
multiplier, a key concept in Keynesian economics that shows how an initial change in spending 
can lead to a magnified impact on national income. 

By the end of this Series, you will be able to explain the major theories of consumption, 
savings, and investment, understand the working of the multiplier, and evaluate their 
applications in economic analysis and policy. 

 

Series Learning Outcomes 

Series 5: Consumption, Savings, Investment, and the Multiplier 

By the end of this Series, you should be able to: 

• define the concepts of consumption, savings, investment, and the multiplier in 
macroeconomics (SLO 5.1), 

• explain Keynes’s consumption function and evaluate alternative theories such as 
absolute income, relative income, permanent income, and life-cycle hypotheses (SLO 
5.2), 

• analyse the determinants of savings and compare Keynesian and modern theories of 
savings behaviour (SLO 5.3), 

• describe classical, Keynesian, and accelerator theories of investment, and identify 
factors influencing investment decisions (SLO 5.4), 

• demonstrate how the multiplier works, including its derivation, applications, and 
limitations (SLO 5.5), 

• evaluate the role of consumption, savings, investment, and the multiplier in income 
determination and economic growth (SLO 5.6), 

• apply these theories to real-world policy contexts, showing their relevance for fiscal 
and monetary planning (SLO 5.7). 

 

5.1 Theories of Consumption 

Consumption is the largest component of aggregate demand in most economies. 
Understanding how households decide to spend or save their income is central to 
macroeconomic analysis. Economists have developed several theories to explain 
consumption behaviour, ranging from Keynes’s early ideas to modern hypotheses. 

Fill in the blank: Consumption is the largest component of ______ demand in most economies. 
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--- 

5.1.1 Meaning and importance of consumption in macroeconomics 

• Consumption refers to household spending on goods and services. 

• It is important because it drives demand, influences savings and investment, and 
affects overall economic growth. 

• Policymakers monitor consumption trends to design fiscal and monetary policies. 

Fill 
in the blank: Policymakers monitor consumption trends to design ______ and monetary 
policies. 

--- 

5.1.2 Keynesian consumption function 
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• Keynes proposed that consumption depends primarily on current disposable income. 

• The consumption function: 

C = a + bY_d 
Where: 

C = consumption 

a = autonomous consumption (consumption when income is zero) 
b = marginal propensity to consume (MPC) 
Y_d = disposable income 

 

Fill in the blank: In Keynes’s consumption function, a represents ______ consumption. 

--- 

5.1.3 Alternative consumption theories 

• Absolute income hypothesis (Keynes): Consumption depends on current income. 

• Relative income hypothesis (Duesenberry): Consumption depends on relative position 
compared to others. 

• Permanent income hypothesis (Friedman): Consumption depends on expected long-
term average income. 

• Life-cycle hypothesis (Modigliani): Consumption depends on expected lifetime income 
and savings behaviour. 
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Fill 
in the blank: The permanent income hypothesis suggests consumption depends on expected 
long-term average ______. 

--- 

5.1.4 Criticisms and applications of consumption theories 

• Criticisms: 

• Keynesian function ignores expectations and wealth. 

• Relative income hypothesis may not apply in all societies. 

• Permanent income and life-cycle hypotheses assume rational foresight. 

• Applications: 
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• Used in forecasting consumption trends. 

• Inform fiscal and monetary policy. 

• Help explain savings behaviour and aggregate demand. 

Fill 
in the blank: The life-cycle hypothesis assumes individuals plan consumption based on 
expected ______ income. 

--- 
Pilot questions 5.1 

1. Consumption is the largest component of ______ demand in most economies. 

2. Policymakers monitor consumption trends to design ______ and monetary policies. 

3. In Keynes’s consumption function, a represents ______ consumption. 

•  The permanent income hypothesis suggests consumption depends on expected long-
term average ______.  
•  The life-cycle hypothesis assumes individuals plan consumption based on expected 
______ income.  
•  Why are consumption theories important for understanding aggregate demand  
 

5.2 Theories of Savings 

Savings represent the portion of income not spent on consumption. They are crucial for 
investment, capital formation, and long-term economic growth. Understanding savings 
behaviour helps explain how households and economies allocate resources between present 
consumption and future needs. 

Fill in the blank: Savings represent the portion of income not spent on ______. 

--- 

5.2.1 Meaning and determinants of savings 

• Savings are the excess of income over consumption. 

• Determinants include: 
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• Income level 

• Interest rates 

• Expectations about the future 

• Cultural and social factors 

• Government policies (taxation, incentives) 

Fill 
in the blank: Savings are the excess of ______ over consumption. 

--- 

5.2.2 Keynesian view of savings 

• Keynes argued that savings depend on income, not interest rates. 

• As income rises, savings increase, but not proportionally. 

• Savings are considered a passive outcome of consumption decisions. 
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Fill 
in the blank: Keynes argued that savings depend on ______, not interest rates. 

--- 

5.2.3 Modern theories of savings behaviour 

• Life-cycle hypothesis (Modigliani): Savings vary across stages of life—low in youth, high 
in middle age, low in retirement. 

• Permanent income hypothesis (Friedman): Savings depend on expected lifetime 
income, not just current income. 

• Precautionary savings theory: Households save to protect against uncertainty and 
future risks. 
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Fill 
in the blank: The life-cycle hypothesis suggests savings vary across different stages of ______. 

--- 

5.2.4 Role of savings in economic growth 

• Savings provide funds for investment and capital formation. 

• Higher savings rates can lead to faster economic growth. 

• However, excessive savings may reduce consumption and slow demand. 

• Balanced savings and consumption are essential for sustainable growth. 
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Fill 
in the blank: Savings provide funds for ______ and capital formation. 

--- 
Pilot questions 5.2 

1. Savings represent the portion of income not spent on ______. 

2. Savings are the excess of ______ over consumption. 

3. Keynes argued that savings depend on ______, not interest rates. 

4. The life-cycle hypothesis suggests savings vary across different stages of ______. 

5. Savings provide funds for ______ and capital formation. 

6. Why are savings important for economic growth? 
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5.3 Theories of Investment 

Investment refers to the expenditure on capital goods that will be used to produce goods and 
services in the future. It is a vital driver of economic growth, employment, and technological 
progress. Economists have developed several theories to explain how and why firms invest. 

Fill in the blank: Investment refers to expenditure on ______ goods used to produce future 
output. 

--- 

5.3.1 Meaning and types of investment 

• Meaning: Investment is the addition to the stock of capital in an economy. 

• Types: 

• Gross vs. Net investment 

• Autonomous vs. Induced investment 

• Private vs. Public investment 

• Domestic vs. Foreign investment 
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Fill 
in the blank: Investment is the addition to the stock of ______ in an economy. 

--- 

5.3.2 Classical and Keynesian theories of investment 

• Classical theory: Investment depends on interest rates. Higher interest rates 
discourage investment, lower rates encourage it. 

• Keynesian theory: Investment depends on expected returns (marginal efficiency of 
capital) and business expectations, not just interest rates. 
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Fill 
in the blank: In classical theory, investment depends on ______ rates. 

--- 

5.3.3 Accelerator theory of investment 

• Suggests that investment depends on changes in output or demand. 

• Firms invest more when demand rises, to expand capacity. 

• Investment is proportional to the rate of change in national income. 
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Fill 
in the blank: The accelerator theory suggests investment is proportional to the rate of change 
in national ______. 

--- 

5.3.4 Factors influencing investment decisions 

• Expected profitability 

• Interest rates and cost of capital 

• Business confidence and expectations 

• Government policies (tax incentives, subsidies) 

• Technological progress 
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• Availability of credit 

Fill 
in the blank: Investment decisions are influenced by expected ______ and business 
confidence. 

--- 
Pilot questions 5.3 

1. Investment refers to expenditure on ______ goods used to produce future output. 

2. Investment is the addition to the stock of ______ in an economy. 

3. In classical theory, investment depends on ______ rates. 

4. The accelerator theory suggests investment is proportional to the rate of change in 
national ______. 
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5. Investment decisions are influenced by expected ______ and business confidence. 

6. Why is investment considered vital for economic growth? 

 

5.4 The Multiplier 

The multiplier is a key concept in Keynesian economics. It explains how an initial change in 
spending (investment, government expenditure, or consumption) leads to a larger overall 
change in national income. 

Fill in the blank: The multiplier shows how an initial change in spending leads to a larger 
change in national ______. 

--- 

5.4.1 Meaning and concept of the multiplier 

• The multiplier effect occurs when an increase in autonomous spending generates 
successive rounds of income and consumption. 

• It magnifies the impact of initial expenditure on aggregate demand. 

• Formula: 

k = \frac{1}{1 - MPC} 
Where: 

k = multiplier 
MPC = marginal propensity to consume 
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Fill 
in the blank: The multiplier is calculated as 1 / (1 - \_\_\_\_). 

--- 

5.4.2 Derivation and working of the multiplier 

• Suppose investment increases by a certain amount. 

• This raises income, which increases consumption. 

• The new consumption generates further income, creating a chain reaction. 

• The total increase in income is a multiple of the initial investment. 
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Fill 
in the blank: The total increase in income is a ______ of the initial investment. 

--- 

5.4.3 Importance of the multiplier in economic analysis 

• Explains how investment stimulates growth. 

• Helps policymakers estimate the impact of fiscal policy. 

• Shows the link between consumption, savings, and investment. 

• Demonstrates the interdependence of economic sectors. 
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Fill 
in the blank: The multiplier helps policymakers estimate the impact of ______ policy. 

--- 

5.4.4 Limitations of the multiplier concept 

• Assumes constant marginal propensity to consume. 

• Ignores time lags in spending and income adjustments. 

• May not account for leakages (imports, taxes, savings). 

• Works best in closed economies; weaker in open economies. 
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Fill 
in the blank: The multiplier effect may be weakened in ______ economies due to leakages. 

--- 
Pilot questions 5.4 

1. The multiplier shows how an initial change in spending leads to a larger change in 
national ______. 

2. The multiplier is calculated as 1 / (1 - \_\_\_\_). 

•  The total increase in income is a ______ of the initial investment.  
•  The multiplier helps policymakers estimate the impact of ______ policy.  
•  The multiplier effect may be weakened in ______ economies due to leakages.  
•  Why is the multiplier considered important in Keynesian economics?  
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Series Summary 

This Series has explored Consumption, Savings, Investment, and the Multiplier, four pillars of 
Keynesian and modern macroeconomic analysis. 

We began with theories of consumption, examining Keynes’s consumption function and 
alternative hypotheses such as absolute income, relative income, permanent income, and life-
cycle theories. These models explain how households allocate income between spending and 
saving. 

Next, we studied theories of savings, looking at determinants of savings, Keynes’s view, and 
modern approaches including precautionary savings, permanent income, and life-cycle 
behaviour. Their role in capital formation and growth was highlighted. 

We then turned to theories of investment, covering classical and Keynesian perspectives, the 
accelerator theory, and the factors influencing investment decisions such as profitability, 
interest rates, and government policies. 

Finally, we analysed the multiplier, showing how an initial change in spending leads to a 
magnified effect on national income. Its derivation, importance in policy analysis, and 
limitations in open economies were discussed. 

By completing this Series, you should now be able to define and explain consumption, savings, 
investment, and the multiplier, compare competing theories, and evaluate their applications in 
income determination, growth, and policy. These outcomes align directly with the Series 
Learning Outcomes, ensuring you can connect theory with practice in macroeconomic 
analysis. 

 

Glossary of Terms [Series 5] 

Absolute Income Hypothesis   

Theory that consumption depends directly on current income levels. 

Accelerator Theory of Investment   

Theory suggesting investment is proportional to changes in national income or output. 

Autonomous Consumption   

Consumption that occurs even when income is zero, financed by savings or borrowing. 

Consumption Function   

Relationship between consumption and disposable income, often expressed as C = a + bY_d. 

Disposable Income   

Income available to households after taxes, used for consumption and savings. 

Gross Investment   
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Total expenditure on new capital goods, including replacement of depreciated assets. 

Human Development Index (HDI)   

Composite measure of welfare combining income, education, and health indicators. 

Induced Investment   

Investment that responds to changes in income or demand levels. 

Keynesian Consumption Function   

Model where consumption depends on autonomous consumption and marginal propensity to 
consume. 

Life-Cycle Hypothesis   

Theory that individuals plan consumption and savings based on expected lifetime income. 

Marginal Efficiency of Capital (MEC)   

Expected rate of return on an additional unit of capital. 

Marginal Propensity to Consume (MPC)   

Fraction of additional income that households spend on consumption. 

Multiplier   

Concept showing how an initial change in spending leads to a larger change in national 
income. 

Permanent Income Hypothesis   

Theory that consumption depends on expected long-term average income rather than current 
income. 

Precautionary Savings   

Savings accumulated to protect against uncertainty or unexpected future expenses. 

Relative Income Hypothesis   

Theory that consumption depends on one’s income relative to others in society. 

Savings Function   

Relationship between savings and income, often derived from the consumption function. 

 

Concept Check Questions [Series 5] 

--- 
Objective questions 
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1. Define the consumption function. (Linked to SLO 5.1) 

2. State the formula for the Keynesian consumption function. (Linked to SLO 5.2) 

3. Identify two determinants of savings. (Linked to SLO 5.3) 

4. Name one difference between classical and Keynesian theories of investment. (Linked 
to SLO 5.4) 

5. Write the formula for the multiplier. (Linked to SLO 5.5) 

--- 
Short-answer questions 

1. Explain the relative income hypothesis of consumption. (Linked to SLO 5.2) 

2. Describe the life-cycle hypothesis of savings behaviour. (Linked to SLO 5.3) 

3. Analyse the accelerator theory of investment. (Linked to SLO 5.4) 

4. Explain how the multiplier works in successive rounds of spending. (Linked to SLO 5.5) 

5. Assess why policymakers rely on consumption, savings, and investment theories for 
fiscal planning. (Linked to SLO 5.7) 

--- 
Long-answer questions 

1. Discuss Keynes’s consumption function and compare it with alternative hypotheses 
(absolute, relative, permanent income, life-cycle). (Linked to SLO 5.2) 

• Basic response: Define each theory and explain its assumptions. 

• Value-added response: Extend by evaluating their limitations and relevance in 
modern economies. 

2. Examine the role of savings in economic growth, highlighting Keynesian and modern 
theories of savings behaviour. (Linked to SLO 5.3) 

• Basic response: Describe determinants and theories of savings. 

• Value-added response: Extend by analysing their impact on capital formation 
and growth. 

3. Critically assess theories of investment (classical, Keynesian, accelerator), showing 
their applications and limitations. (Linked to SLO 5.4) 

• Basic response: Outline each theory and its assumptions. 

• Value-added response: Extend by evaluating their relevance for business 
decisions and policy. 

4. Evaluate the multiplier concept, explaining its derivation, importance, and limitations in 
open economies. (Linked to SLO 5.5–5.7) 
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• Basic response: Present the formula and explain the working of the multiplier. 

• Value-added response: Extend by discussing its importance for fiscal policy and 
its limitations due to leakages. 

 

Answers to Pilot Questions [Series 5] 

Part 5.1 Theories of Consumption 

• Aggregate 

• Fiscal 

• Autonomous 

• Income 

• Lifetime 

• Because they explain how households allocate income, shaping aggregate demand and 
policy decisions. 

Part 5.2 Theories of Savings 

• Consumption 

• Income 

• Income 

• Life 

• Investment 

• Because savings provide funds for investment and capital formation, driving long-term 
economic growth. 

Part 5.3 Theories of Investment 

• Capital 

• Capital 

• Interest 

• Income 

• Profitability 

• Because investment drives growth, employment, and technological progress in an 
economy. 

Part 5.4 The Multiplier 

• Income 
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• MPC 

• Multiple 

• Fiscal 

• Open 

• Because it shows how spending changes magnify national income, guiding Keynesian 
policy analysis. 

 

References and Attributions [Series 5] 

Core Texts and Open Educational Resources (OERs) 

• Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning. 

• Samuelson, P. A., & Nordhaus, W. D. (2010). Economics (19th ed.). McGraw-Hill. 

• Dornbusch, R., Fischer, S., & Startz, R. (2014). Macroeconomics (12th ed.). McGraw-
Hill. 

• OpenStax. (2016). Principles of Economics. OpenStax CNX. Retrieved from 
https://openstax.org 

• Khan Academy. (n.d.). Macroeconomics Topics. Retrieved from 
https://www.khanacademy.org 

• CK-12 Foundation. (n.d.). Economics Concepts. Retrieved from https://www.ck12.org 

--- 
Illustrations and Attributions 

• Box 5.1 Importance of consumption   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising the 
importance of consumption in macroeconomics with examples.” 

• Figure 5.1 Keynesian consumption function   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing Keynesian 
consumption function with autonomous consumption and MPC.” 

• Table 5.1 Alternative consumption theories   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing absolute, relative, 
permanent income, and life-cycle hypotheses.” 

• Figure 5.2 Criticisms and applications of consumption theories   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing criticisms and 
applications of consumption theories.” 

• Box 5.2 Determinants of savings   
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Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising 
determinants of savings such as income, interest rates, and policies.” 

• Figure 5.3 Keynesian savings function   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing Keynesian 
savings function with income and savings relationship.” 

• Table 5.2 Modern theories of savings behaviour   

Attribution: AI-generated placeholder. Prompt: “Generate a table comparing modern savings 
theories: life-cycle, permanent income, precautionary.” 

• Figure 5.4 Role of savings in economic growth   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing role of savings in 
economic growth.” 

• Box 5.3 Types of investment   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising types of 
investment with examples.” 

• Figure 5.5 Classical vs Keynesian theories of investment   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram comparing classical and 
Keynesian theories of investment.” 

• Figure 5.6 Accelerator theory of investment   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing accelerator 
theory of investment with demand and output changes.” 

• Table 5.3 Factors influencing investment decisions   

Attribution: AI-generated placeholder. Prompt: “Generate a table listing factors influencing 
investment decisions.” 

• Box 5.4 Meaning and formula of the multiplier   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising the meaning 
and formula of the multiplier.” 

• Figure 5.7 Working of the multiplier   

Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing the working of 
the multiplier with successive rounds of spending.” 

• Box 5.5 Importance of the multiplier   

Attribution: AI-generated placeholder. Prompt: “Generate a text box summarising importance 
of the multiplier in economic analysis.” 

• Figure 5.8 Limitations of the multiplier   
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Attribution: AI-generated placeholder. Prompt: “Generate a diagram showing limitations of the 
multiplier concept.” 

--- 

✨ Joel, the References and Attributions [Series 5] are now complete. This closes out Series 5 
in full. Shall we move forward to Series 6: Aggregate Demand and Aggregate Supply and begin 
by reviewing its title and outline? 

 

 

 

 

 

 

 

 

 

 


