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Course Code: ECO 203
Course Title: Introduction to Macroeconomicsi 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

e Definition and scope of microeconomics

o Keyfeatures of microeconomic analysis

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

Part 2 Introduction to Macroeconomics
e Definition and scope-of macroeconomics
¢ Keyfeatures of macroeconomic analysis

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

Part 3 Distinction Between Microeconomics and Macroeconomics
e Comparative table of microeconomics and macroeconomics
e [ Partial equilibrium vs general equilibrium

e Interdependence between micro and macro perspectives

Introduction

Everyday economic decisions, such as how households allocate theirincome 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 awhole, 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 partiatand
general equilibrium, and discussing how both perspectives complementeach other in
economic science.

Series Learning Outcomes

Series 1: Microeconomics and Macroeconomics: Key Distinctions
Upon completing this Series, you should be able to:

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

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

¢ define macroeconomics and explainits scope.in relation to aggregate economic
behaviour (SLO 1.3),

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

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

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

e 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.

Fillin 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.

Box 1.1 Definition and sccope of microeconoimics

Definitioin and scoope of microeconoimics

Definition:
* Study of how individuls, firms, and househalds make decisons.
* Allocaoin of scarse resourcs.

Scoope:
* Pricing of out output decisions by firms
* Impackt of governtment policy on markets

A boxad summary sumariseing the definitino and dextcomics with
examplas. The text contains minor spelling erors consiten with the style
previous images.

Sample Al promt: “Generate box

Generate a textox fixed, variable and total costs with

examplas”.

Search string: “OER summary fixed variable total costs economics”
Search string: “OER summary importaged microeconoimics economics”

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

e Itfocusesonresource allocation, examining how scarce resources are distributed
among competing uses.

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

e It considers efficiency, evaluating how resources can be used to maximise output or
satisfaction.
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Table 1.1 Key features of microecnomic analysisss

Feature Descriptin

Individual markets, firms & houshalds

Units of analysiss | Price, output & recource allocation

Primary Focus Individual agents (consumrs, producer)

Decision-Making | Supply & Demand, Utility,

Key Models Utility Utility, Cost & Production

A table comparings key features of micreconmic analysiss in troms of
of units of analysiss, primary focas, decision-making, and mdels.
Thext contains some minor speilling errors consistent the style of
previous images.

Sample Al promt: “Generate a table comparing gey features of microeonom|c
analysis.”

Search string: “OER table features microecnomic analysiss economics”

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:

e . How households decide what goods to purchase given theirincome.
¢ 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.

Figure 1.1 Examples of microeconoimic issuse

Househalds
- Consumtion
- Demand for - Labor Supply
- Goods

Firms Markest

- Productoin - Supply & Demand
- Pricing - Price Equilbirum

A diagram illustratering examples of microeconoimic issuses focuing the
the interconnecned roles of househalds, firms, and markest. The text
includes some au minor minor spelling consistent with the prevous
images.

Sample Al promt:
“Generate a diagram showing exemples of microeconoimic issuses such housalds, firms, and marest”
Search string: “OER diagram examples microeconoimic issuses househaldds firms markest economics

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.

Fillin the blank: Macroeconomics studies the economy as a , focusing on aggregates
such as nationalincome 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.

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



Box 1.2 Definition and scope of
macroeconomics

Definition and scoope of macroeconomoics

Definition:

— Study the entire economy and its aggregat

— Economi growth, inflation, and uneiployment.
Scoope: Moneary and fisical polcy

— Global trde and finanse

A boxad summary sumariseing the definitino and scoope of
macroeconmoics with examplas. The text contans minor speling ergrs
consistent with a style previous images.

Sample Al promt: “Generate box sumarising definition scope
macroecomomoics with exenplas”

Search string: “OER summary definition scope macroecomomics economics”

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:
e /|t studies aggregate variables, such as GDP, inflation, and unemployment.
e [tfocuses on nationalincome accounting, measuring the total output of an economy.

e It considers economic policies, including fiscal and monetary measures, and their
impact on the economy.

-
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e It evaluates long-term growth and stability, examining how economies expand and
sustain development.

Table 1.2 Key features of
mearocanoimic analysissss

Feature Key models

Units of analyisss | Entire econemy & aggregat IS-LM, AD-AS

Primary Focus Economi growth, inflation IS-LM, AD-AS

Decision-Making | Moneery and fiscal polcy IS-LM, AD-AS

A table comparings key features of macroeconnmic analyisss in troms of
units of a units of analyisss, primary focas, decsion-making, and mdels.
Thext Text contains some minor minor speilling errors consistent the style
previous images.

Sample Al promt: “Generate a table comparing gey maroicamnomic analysis.”
Search string: Searing: “OER table features macroconmic analysis ecoromics

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 unemploymentimpacts 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.

Figure 1.2 Examples of macroeconomiic issuse

Affects

GDP &
Economi
Growth

Inflaton &
& Price
Stabilty

Entire
Economy

Influences

Inflaton
& Price
Stability

Govranment
(Fiscal &
Moneary)

A diagram illustraterng examples of macroeconomoic issuses...
amcroooomoprohie trampice issuses. Thie cace uts at polor this a
exturomphyorse ill skunodontily that is wisiked mottk. The econing
polides.

Sample Al promt:
Search string:

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.

Do)
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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 macroeconoemics focuses on aggregates such as GDP,
inflation, and unemployment.

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



Table 1.3 Distinctions between
micro-conomics and macro-echomics

Feature Microecnomics | Macroecnomics

Scope Individual markets, | Entire economy,
housholds aggregats

Focus Individual mps| Economi growth, Economal incom,
firms inflaion, unemloymnt
housholds unemloymnt

Examples Demand for apples, | GDP, national incom
firm production fisical polcy

A table comparings key distinction betwen microeconmic and
macroeccomics, in terms, scope, and exampls. The text contains
minor minor speilling erros consistent with the style of prevous
images.

Sample Al promt: “Generate a table comparing microeconomics and
microecnomics, highiting scope, focus, and examples.”

Search string: “OER table differences microeconics microecnomics
economics”

— 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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Figure 1.3 Partial equilibrium vs general equilibrium

Partial Equiibrium (Single Market) General Equiibrium (Multiole Markets)

Price Linkage

; Input Flow =>
I
1

S
2
Market 1 (Apples) Market 2 (Oranges)

a

D Price Linkage
# Input Flow

Market 2 (Apples)

A diagram illustrateng the comparisn of partial equiibirium (single marlet) and general
equtiple markets) in eocnomics. Partial equiibirrium focsess on one maret in isoliaton,

general equiibirium analises the intercontincelene rentednes of all marakets. The text
contains ontains minor speling errors consiset ehs style previous previous.

Sample Al promt: “Generate a diagram equiibrium in one maret and equiibirium acros mutiple
marakets.”
Search string: “OER diagram partial equlibrium general equilibrium economics”

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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Box 1.3 Interependence between
microeconomics and macroeconamics

Macro affects micro:
 Inflation affects consumer purchasing power.
GDP growth affects firm investment.

Micro affects maro:
e Consumer spending affects aggreget demad.
Firm hring affects unemloymnt rate.

A boxed summary sumarising how micreoconomic and
macreoconomic prespectives are interderepndds in econmics. The text
corpelling erros consistent with the stiyly of the previous images.

Sample Al promt: “Generate a text box summarsing how microconomic
microoconomic perspectives are interpendent.”

3

Search string: “OER summary interoeperndence microocomomics economics’

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 marketbehaviour. 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 ableto 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'orgroup 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 microeconomicanalysis. (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)

e 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)

e Basic response: Define macroeconomics, explainits scope, and describe
features such as aggregate variables and nationalincome accounting, with
examples like GDP, inflation, and unemployment.

e 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)

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

e 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.

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. GDPis usedto 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 generalequilibrium 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.

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

e 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 nationalincome and
analysing fiscal policy.

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

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

e 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
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e Firms

e Partial equilibrium
¢ Distributed

e Subsidies

e Examples include household spending decisions and firm production choices

Part 1.2 Introduction to Macroeconomics

e Whole

e General equilibrium

e Inflation

e Purchasing

e Examplesinclude GDP measurement and unemployment analysis
Part 1.3 Distinction Between Microeconomics and Macroeconomics

¢ Whole

o Aggregate

e Multiple

e Interest

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

References and Attributions [Series 1]
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Illustrations
e Box 1.1 Definition and scope of microeconomics

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

e Table 1.1 Key features of microeconomic analysis

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

e Figure 1.1 Examples of microeconomic issues

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

e Box 1.2 Definition and scope of macroeconomics

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

e Table 1.2 Key features of macroeconomic analysis

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

e Figure 1.2 Examples of macroeconomic issues

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

e Table 1.3 Distinctions between microeconomics and macroeconomics

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

o Figure 1.3 Partial equilibrium vs general equilibrium

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

¢ Box 1.3 Intefdependence between microeconomics and macroeconomics

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

Course Code: ECO 203
Course Title: Introduction to Macroeconomicsi 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
e 2.1.1 Economic growth and development
e 2.1.2 Fullemployment and unemployment reduction
e 2.1.3 Price stability and inflation control

e 2.1.4 Balance of payments and external stability
Part 2.2 Nature of Macroeconomics

e 2.2.1 Aggregate analysis and its importance
e 2.2.2Interdependence of macroeconomic variables

e 2.2.3Policy relevance of macroeconomic study

Part 2.3 Scope of Macroeconomics

e 2.3.1 Nationalincome-accounting
e 2.3.2 Fiscal and monetary policy frameworks

e 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.

Theaim 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:

e 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),

e describe the importance of fullemployment and analysethe consequences of
unemployment for national welfare (SLO 2.3),

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

e analyse the balance of paymentsas.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),

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

e 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 willexplore the major goals of macroeconomics, including economic growth, full
employment, price stability, and external balance.

Fill'inthe 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.

Figure 2.1 Economi growht and develoopment Indicatosrs

Helt & Life
Expectnsy

Economi Growht
and Developmnt

GDP per
& Economi [
Producion Capital

A diagram illustraterng various indicatiors of economic
growht and devolt, highliting the interconnected factors.

The torrs. The text contains minor spelling erros consitent with
consistent with the stily of previous images.

Sample Al promt: “Generate a diagram showing of economi
gronomi growpnnt such GDP, educaton, and health.”.

Search string: “OER diagram growht and development indicatos GDP
education health

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.

Box 2.1 Types of unemplopynent

e Frictianal unemplopyment: Tmporay, between jobs (e.g),
recent graduats

» Inflation affects between jobs
GDP growth firm investment

e Structrual unemplopyment:
e Mustrumial Memmsch: Mistsach skills (e.g),
teconlogy changes

* Cyclicol spendlopymn:2ing affects aggreget demad.
* Firm hring affects cyclaes (e.g), recessian

A boxamd summary sumarising the diforent difforent types of
unemplopyment: frictanal, structrual and conicos. The text comr spelling
cotains come spelling erros consisertert endeat with the style of previous
previous images.

Sample Al promt: “Generate a text box summarsing how microonomi:
microoconomic frictanal tus and cicicoln economics.”

Search string: “OER summary interoeperndence and equilbriumis economics”

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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Table 2.1 Effects of Inflaton and deflatlon

Feature Inflation Deflation
Consumers * Loss of purchasing pover | ¢ Increases purchasing pover
* Reduces real walge * Increases real walge
Producers * Higher costs, lower profits | * Lower revenue, lower profitf
* Uncertanty * Reduced invertment

A table comparings the efects of inflation and deflation on consumers and petvit ut
images.

A table comparings the efects ad deflation on producers. The text contains
some minor speilling erros consistent with the stily of previius images.

Sample Al promt: “Generate a table comparing the efects deflation on cors
and producers.”

Search string: “OER table efects inflation deflation economics”

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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Figure 2.2 Components of the
balance of paynents

Capial Accout Currant Accout
(Trnasfes) Goods, Services)

Capial Accout Finacial Accout
(Trnasfers) (Assets)

A diagram illustraterng the components of the balance of paymnts, including
currant accout, and finayrers. The text contains some minor erinor spelling
consistent with the style of prevouus images.

Sample Al promt: “Generate a diagram showing componens of the balameants; currant accout,
Search string: “OER diagram balance of paymnts components economics”

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. Fullemployment 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.

Fillin 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.'ltis 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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Figure 2.3 Aggragate analsys in macroconmoics

GDP & Aggragate
Output

Governemnt Governemnt
Spanding Spanding
(G) (NX)

A diagram illustratering aggragate analsys in macroeconmoics, focesing on the key
varibales of GDP, consumtion, and Investmint. The diagram contains som minor
minor spelling erros consistent with the stily of previous images.

Sample Al promt: “Generate a diaggram showing aggragate analsys GDP as key variabiles.”
Search string: “OER diagram aggragate analsys GDP consumtion Investmint economics

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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Box 2.2 Interepindence of
mearodemoric variables

GDP & Emploiment:

- Hgih GDP = Low unemloymnt
- Low GDP = Hgih unemloymnt

Inflation & Emploiment:

- Hgh Inflation = Low unemloymnt (short-run)
- Low Inflation = Hgih enemloymnt (shrrun)

A boxed summary sumarising the examples of interdeperdence among
mearodemoric varibales. The text contans som minor spinor
spelling erros consisetent with the stily of previous images.

Sample Al promt:
“Generate a text box sumararising examples of Interdeperdence among-
varibales such GDP, inflation, and emploibles such infation GDP inflation
emploiment economics”

Search string: “OER summary Interdeparlerce mearoodmoric varibales GPP inliage

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,
suchas 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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Table 2.2 Fiseal and monetory policies in
in macroeconomice

Feature Fiscal Polcy Monetary Policy

Tools Goverment spanding, | Interest rates, quntiatid
taxses easing

Objectives Stimulate economi Control inflation,
growth, crete jobs stabilaze the economi

A table comapring fiscal and monetory policies in macroeconomices,
showing their key tools ad bjectives. The text contains sme

some minor speling errors consistent the style of previous
images.

Sample Al promt: “Generate a table comparing fiscal and policies, showing tools and objectives.”
Search string: “OER table fiscal monetory policys economics”

in the blank: Fiscal policies include taxation and government spending, while monetary
policiesinclude 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.

Fillin the blank: The scope of macroeconomics defines the of what this branch of
economics studies.

2.3.1 National income accounting

Nationalincome 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 nationalincome. These measures provide a comprehensive picture of
economic activity and are essential for comparing performance across time and countries.
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Table 2.3 Key measurs in national
incom accounting

Measur Definitoin Uses

GDP Tatol value of final goods Economic growht,
services produced within a business cicles
country’s borders

GNP Tatol value of goods & National incom,
serviced by a country’s | of fixeds citizen’s
residents, reagrldess of | (wealth)

NNI location) sutstainabel incom

A table sumarinsing key measures in national incom

accounting, including GDP, and NNI with defintions ses. The
contains some mine minor spelling errors con sisent wit the style of
previous of prevours.

”»

Sample Al promt: “Generate a table showing GDP, GNP, and NNI with defintions uses.’
Search string: “OER table national incom accounting GDP GNP NNI economics”

Fill
in the blank: National income accounting includes concepts such as GDP, GNP, and
nationalincome.

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.

-

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



Box 2.3 Fiseal and monetory polley tools

Fiseal Polley tools: Monetory Polley tools:

- Goverment - Goverment (e.g, infrarrstructur)
vg, infarsttructur)

- Interst rates (e.g, Fedeal Funds Rate
- Taxes (e.g, incom tax) - Quanttatie easing (e.g, bond byuing)

A boxad summary sumariszing fiseal and monetory polley tools. The text explans key
instrumnts used to manag the economi.

Sample Al promt: “Generate a text box sumariszing fiscal and monetory polley
tools with examplas.”

Search string: “OER summary fiscal monetory polley tools economics”

Fill
in the blank: Fiscal policy refers to government decisions on taxation and spending, while
monetary policy refersto 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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Figure 2.4 Long-term growht and stablitly
considaleractions

Affect
Output & = Inflaton

Production & Price
Capacity Stability

Long-term
and Stabiltiy

Stabliazes

Exturnal
Balance &
Trade

A diagram illustraering long-term growht and stabilty factosy in macroeconomice,
focssesing on the intercenncted roles of output, and exsillines. The text contanes
som minor speilling erros consistent with the stily of previous images.

Sample Al promt: “Generate a diagram showing- growth and stability factosr such
uc. ouput, inflation, employemnt and exturnal balance”.
Search string: “OER diagram long-term growth stability economics”

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. Nationalincome 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 nationalincome 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

Arecord 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.

Nationalincome accounting

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

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]

Sbjective 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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Describe how unemployment affects national welfare. (Linked to SLO 2.3)
Analyse the importance of price stability for investment decisions. (Linked to SLO 2.4)

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

o kp ® Db

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)

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

e 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)

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

e 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)

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

¢ Value-added response: Extend by evaluating how these tools are used in
practice, forexample, 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.

Examples include economic growth and price stability.

2
3. No, fullemployment allows for frictional and structural unemployment.
4. Inflation reduces purchasing power.

5

Current account.

-
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Short-answer questions

1. Economic developmentincludes 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.

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

e 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. Basicresponse: Scope includes national income accounting (GDP, GNP), fiscal and
monetarypolicies, and long-term stability.

e . 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
e Benchmarks

e GDP

-
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e Frictional
e Purchasing
¢ Restof the world
Part 2.2 Nature of Macroeconomics

¢ Whole

Investment

e Employment
e Interest

e Ithelps policymakers evaluate overall economic health, identify trends, and design
strategies.

Part 2.3 Scope of Macroeconomics
e Boundaries
e Net
e Interest
e Inflation, unemployment, and external balances

e Because theyinfluence aggregate demand, inflation, and employment, making them
central to managing the economy.

References and Attributions [Series 2]

Core Texts and OpenEducational Resources (OERSs)
e Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning.
e Samuelson,P. A., & Nordhaus, W. D. (2010). Economics (19th ed.). McGraw-Hill.

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

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

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

Illustrations and Attributions

e Figure 2.1 Economic growth and development indicators

Attribution: Al-generated placeholder. Prompt: “Generate a diagram showing indicators of
economic growth and development such as GDP, education, and health.”

-
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e Box2.1Types of unemployment

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

e Table 2.1 Effects of inflation and deflation

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

e Figure 2.2 Components of the balance of payments

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

e Figure 2.3 Aggregate analysis in macroeconomics

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

e Box2.2Interdependence of macroeconomic variables

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

e Table 2.2 Fiscal and monetary policies in macroeconomics

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

e Table 2.3 Key measures in national income accounting

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

e Box 2.3 Fiscal and monetary policy tools

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

o _Figure 2.4 Long-term growth and stability considerations

Attribution: Al-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 Macroeconomicsi 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
e 3.1.2Key measures: GDP, GNP, NNP, NNI
e 3.1.3 Uses and limitations of national income statistics
Part 3.2 Methods of Measuring National Income
e 3.2.1 Output (product) method
e 3.2.2Income method
e 3.2.3 Expenditure method
e 3.2.4 Challenges in measurement
Part 3.3 Gross Domestic Product (GDP)
e 3.3.1 Definition and components of GDP
e 3.3.2Nominalvs real GDP
e 3.3.3 GDP.growth rates and economic performance
e 3.3.4 Criticisms of GDP as a measure of welfare
Part 3:4 Applications of National Income Accounting
e 3.4.1 Policy formulation and planning
e 3.4.2 International comparisons

e  3.4.3Tracking development and sustainability

Introduction

Nationalincome 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 nationalincome
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 nationalincome 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:

e define nationalincome accounting and explain its importance in measuring economic
performance (SLO 3.1),

e identify and describe the key measures of nationalincome such as GDP, GNP, NNP,
and NNI (SLO 3.2),

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

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

o define andexplain GDP, including its components and variations (nominal vs real) (SLO
3.5),

e evaluate GDP growth rates as indicators of economic performance (SLO 3.6),
e critically assess the limitations of GDP as a measure of welfare (SLO 3.7),

e | apply nationalincome 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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Fillin 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

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

e Shows the overall performance of the economy.
e Helps governments design fiscal and monetary policies.
e Provides data for international comparisons.

e Tracks progress in development and welfare.
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Box 3.1 Importance of national Income

accounting
Economic Polisy Business Decisions
e Monetary polisy e Investment plannig
* Fiscal polisy e Market analysys

A boxad summary sumarisning the importnace of national incom
aecoumics. The text explans key usetentwmi polisy and bussiniens.
the text contans minor minor spelling erosisent the stily of previous

images.
Sample Al promt:
Search string:/ecoans/nino/masnune]
_
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:

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

e Gross National Product (GNP): GDP plus netincome from abroad.
e Net National Product (NNP): GNP minus depreciation.

e Net National Income (NNI): NNP minus indirect taxes plus subsidies.

-
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Table 3.1 Key measures in national
Income accounting

Measure Defintioin Difference From
GDP

Total value of final goods & GDP + Net Factor -

services produced within a countyents, reagrlless of
borders location)

GNP adjusted of depreciiatin from Abroad

NNP adjusted for GNP — Consumtion of indiress Fixed
Capitad (Capital | Taxes

NNP adjusted for business (Depreciatin)

NNP - Indirect Bussiness taxss & subsidies + Subsidies

A table comapring GDP, GNP, and NNI in troms of a definitoin and
differencexm accounitng. The text contains somor spelling erosisent with the stily of
previous images.

Sample Al promt: “Generate a table comparing GDP, GNP, and NNI wih differences.”
Search sring: “OER table GDP GNP NNP NNI economics”

in the blank: GNPis GDP plus net from abroad.

3.1.3 Uses and limitations of national income statistics

Nationalincome statistics are widely used but have limitations:
e Uses:
e Measuring economic growth.
e Comparing living standards across countries.
e Guiding policy decisions.
e Limitations:

-
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e May not capture informal economic activity.
e Do not measure welfare directly.

e Subject to data collection challenges.

Figure 3.1 Usess and limitatons of
national Income statitics

- Econi | - Informal - Non-market
PO"CY econom activites

Y v

- Business | - Non-market
decisins activites

- Economi
compartion

A diagram illustraterng the uses and limitations of natioom statistic. The text
contains sommimor splelling errors consiterwith the style of previous images.

Sample Al promt: “Generate a diagram showing uses and limitations of
national Income statistic.”
Search string: “OER diagram uses limitations national Income statistics economics”

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

Pilot questions 3.1

1. Nationalincome accounting provides a systematic framework for measuring the
activity of a nation.

2. Nationalincome accounting helps governments design and monetary policies.

3. GNP is GDP plus net from abroad.

-
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4. Nationalincome statistics may not capture economic activity.

5. Why are national income statistics important for policymakers?

3.2 Methods of Measuring National Income

Nationalincome 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.

Fillin 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.
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Figure 3.2 Output method of measuring
national Incmome

Agricalture

- Farming
Y

Induster | National Incom via
- Manufactrrng Output Metod

Y

- Educatin
- Healtcare

A diagram illustraterng the output methed of measuring national incom, GDP
focsusing on the contributure of agricalture, and sectores. The text contains so
anminor spelling erros consistent with the stily of previous images.

Sample Al promt: “Generate a diagram showing agricaluaturer, and servises to

national incoms via the output method.”
Search string: “OER diagram national incom statister servisies economics”

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 allincomes earned by individuals
and firms in the economy. This includes wages, rents, interest, and profits.
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Box 3.2 Components of the Income method

Compontts of the Incom method

» Wages: Payment for labor

* Rents: Incom from propert

* Intrest: Incom from capital

* Intrest: Incom from capital

* Profts: Remaning incom for entreprenursip

A boxad summary sumarising the componnts of the
incomd of national of national acountating. It explans
how incom generated in an econony an economiy is
catgorised. catgorised. The text contcx minor minor
minor speiling eroniisisent wit the stilly of previous images.

Sample Al promt: “Generate a text box summarasing
comporints of the income method: wages, rerest, and
economics”.

Search string: “OER summary Income method wages, rents
Interest profiits economics”

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
netexports (exports minus imports).

-
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Table 3.2 Compontts of the
expendure method

Component Definitoin Example

Consumption (C) Spending by houshalds Groceries, rent
on g&s

Inverstmnt () Spending by firms on capitel ~ New factructur,
guds salaris

Goverment Spending (G) Spending by govrnmnt on g& Exported cars — imported
Net Exports (X-M g&s goods

A table summarisnig the compontts of the expenditur method in trms of onf their
definitoin and exampls. The text contains minor speling errosistent with the stily of
previous images.

Sample Al promt:

s STV Stemm——TEAT = T

Search sring:

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:
e / Difficulty in valuing informal and subsistence activities.
e Double counting of intermediate goods.
e Inaccurate orincomplete data collection.
¢ Exclusion of non-market activities like household work.

-
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Figure 3.3 Chalenges in meaussuring
National Income

. Chalenges in :
Informal activites g . Douoble countnig
- Black market » INeassuring >| - Intermediat guds
transacsion National Incom

A\

Data collectn
Unreilable suveys

A diagram illustraterng the chalenges in meassuring incom, including informal
activites and dountnig. The text contains som anmnor spelling erros conis the stitly §f
previous images.

Generate a diagram showing chalenges measurnal Income
economics
OER diagram chalenges measuring national Income economics

Fill
in the blank: Measuring nationalincome is complex because it may exclude non-market
activities like work.

Pilot questions 3.2
1. Nationalincome 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
)
Do)
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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.

Fillin the blank: GDP represents the total monetary value of all
produced within a country.

goods and services

3.3.1 Definition and components of GDP

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

e Consumption (C): Spending by households on'goods and services.
e Investment (I): Spending by firms oh capital goods and inventories.
e Government spending (G): Expenditure by the government on goods and services.

e Netexports (X—M): Exports minus imports.

-
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Table 3.3 Components of GDP

Component Definitoin Example

Consumption (C) Spanding by houshalds | Groceries, rent
on g&s

Inverstmnt () Spanding by firms on New factructur,
capitel guds salaris

Govement Spending (G) Spanding Ir govrnmnt on g$ Education, defense

Net Exports (X-M) Esposrte — In Exported cars — imported g

A table summarining the componnts of the GDP in onf their definitoin
with the stily of previous images.

A table summarisning the componnts of GDP in trms ctheir definitoin and
exampls. The text contains minor spelling errossisent with previous images.

Sample Al promt: “Generate a table showing GDP compomts consumpion
Invesment govesiment spanding net exports economics”

Search sring: “OER table GDP components cosusmient Investment
spanding pasts of exports economics”

in the blank: GDPis the sum of consumption, investment, government spending, and net

3.3.2 Nominal vs real GDP

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

o Real GDP: Measures output at constant prices, adjusted for inflation, giving a more
accurate picture of growth.

-
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Figure 3.4 Nominal vs real GDP

Nomiinal GDP (S) R Real GDP (Base year prices)

Nomal GDP)
Real RDPP)

Inflaton adjustment

Year Year

A diagram illustratering the comparisn of nomnial and real GDP in
economics. Nominal GDP is measued in currat prices, wile real GDP is
is adjustd for inflaion. The text contains sorminor sprelling erros
consist with the with the stily of previmages.

Sample Al promt:
“Generate a diagram showing nomialnaal vs real GDP, showing Inflaton
Search string: OER diagram vs real GDP Inflation adjustment economics

in the blank: ReallGDP 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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Box 3.3 GDP growth rate Intepretation

e Expansion: Positve GDP growht rate

e Recession: Twu consecuive qutarers of
negatve GDP growth

A boxad summary sumarisning the GDP growth rate interperiior
comparin expansian vs recessian in ecnomics. The text 1~xt
contaim som sprelling erros conssten with the stily of previus
images.

Sample Al promt:
Search string:

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:

e  Does not measure income distribution.

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

e Does notaccount for environmental degradation.

e Focuses on quantity of output rather than quality of life.

rp
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Figure 3.5
Critisims of GDP as a meassure of wellfare

Envirnmental Impact

/ — Igonres polusion & resorce
deplation

— No account for sustainabilit

Inequalit &
Distribusion

Critisims

in the

1.

o g Db

-

— Does not refilict incom \

distribusion
— Hides poverity pockets Non-market
activites

— Excludes housthold producson
— Excludes voulenteer worck

A diagram illustratering critisims of GDP as a welfar measure. It shwos how to
GDP fails to capetre inequality, envirmenbalit, and mactivites. The text contains
somino errrirmor speling erros consisent with the stily of previus images.

Sample Al promt:
Thrsa chnpiwieercicisd ofidfoermaustiout. /hechnseomedint

Search string:

blank: GDPdoes not account for environmental

Pilot questions 3.3

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

GDP is the sum of consumption, investment, government spending, and net
Real GDP measures output at constant prices, adjusted for
A negative GDP growth rate signals economic

Why is GDP criticised as a measure of welfare?

o)
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3.4 Applications of National Income Accounting

Nationalincome 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.

Fillin the blank: Nationalincome 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.

-

-t
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Box 3.4 Pollicy applicatons
of national Incom estatistics

Fisical Polisy Monetary Polisy

 Taxasion polisy * Intrest rates polisy
» Guverment spanding * Quantative easing

A boxad summary sumarisning how national incom

estatistics supoprt fisical and monetary polisy polisy
decisions. The text contaim mnor spellls spelilng erros
consistent the stillyieous images.

Sample Al promt:

Generate a text box summarsining polisy application national incom
estatistics. Search sring: OER summary applications national Income estatistics
economics

Fill
in the blank: GDPgrowth trends influence government priorities.

3.4.2 International comparisons

Nationalincome 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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Table 3.4 Interantional GDP comparsons

GDP per Capiter
($)
United Stets 70,000

Chin 12,000

Indes poverity pockets 2,500

A table sumarisnsing GDP per capiter comparsons acros
countires. The text contans som om minor spelling eros. +The text
consient erros consisent the with the stily of previus images.

Sample Al promt:
“Generate a table “Generate showing GDP per cpaite internationl ons across countries.”
Search string: “OER table GDP per capita intational compenisions economics”

in the blank: GDPper capita is often used to compare standards across countries.

3.4.3 Tracking development and sustainability

Nationalincome 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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Figure 3.5 Developmet and sustainbiltiy Indicators

Developmet &
Sustainbiltiy

ape 1 Green GDP (GDP -

b (Helt, Educaton, i
(Econmi Growth) Eitit Standiia Envirrmental Cost)

A diagram illustraterng GDP, HDI, and gren GDP as indicaters and sustainbiltiy.
susiabitiy. It shwos how mesaur contribute to indestanig to b redestamig oa

in couttry’s prograss. The text contaims minor spelling erorconsstent with the stily of
stily of previous images.

Sample AT promt: “Generate a diagram showing GP HDI gren GDP as indicopment of sustainbilltiy”
Search string: “OER diagram GDP HDI gren GDP development sustainbiltiy” economics

Fill
in the blank: Beyond GDP, indicators such as the Development Index incorporate social
and environmental factors.

Pilot questions 3.4
1. Nationalincome accounting provides reliable data that helps governments,
businesses, and make informed decisions.
2. GDP growth trends influence government priorities.
3. GDP per capitais 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
(nominalvs 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 netincome 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 nationalincome 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. ldentify 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. (Linkedto SLO
3.5)

2. Describe the importance of national income statisticsfor.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 nationalincome accounting (GDP, GNP, NNP, NNI),
explaining their differences.and uses. (Linked to SLO 3.2)

e Basic response: Define each measure and explain differences.

e 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)

e 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)

e Basic response: Explain GDP’s role in measuring output and growth.

-
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e 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

e Economic

e Fiscal
e Income
e |[nformal

e Theyare important because they show overall performance, guide policy, enable
international comparisons, and track welfare.

Part 3.2 Methods of Measuring National Income
e Expenditure
e (Goods and services
e Incomes
e Exports

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

Part 3.3 Gross Domestic Product (GDP)
e Final
e Exports
e Inflation
e /Recession

e Because.itignores distribution, non-market activities, environmental costs, and quality
of life.

Part 3.4 Applications of National Income Accounting
e < International organisations
e Spending
e Living
e Human

-
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e 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)
e Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning.
e Samuelson, P. A., & Nordhaus, W. D. (2010). Economics (19th ed.). McGraw-Hill.

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

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

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

Illustrations and Attributions
e Figure 3.1 Uses and limitations of nationalincome statistics

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

e Box 3.1 Importance of nationalincome accounting

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

e Table 3.1 Key measures in national income accounting

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

e Figure 3.2 Output method of measuring national income

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

e Box 3.2 Components of the income method

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

e Table 3.2 Components of the expenditure method

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

e Figure 3.3 Challenges in measuring nationalincome

-

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



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

e Table 3.3 Components of GDP

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

e Figure 3.4 Nominal vs real GDP

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

e Box 3.3 GDP growth rate interpretation

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

e Figure 3.5 Criticisms of GDP as a measure of welfare

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

e Box 3.4 Policy applications of national income statistics

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

e Table 3.4 International GDP comparisons

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

e Figure 3.6 Development and sustainability indicators

Attribution: Al-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 Macroeconomicsi 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
e 4.1.1 Meaning and importance of price indices

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

e 4.1.3 Uses and limitations of price indices
Part 4.2 Deflators
e 4.2.1 Meaning of deflators
e 4.2.2 GDP deflator and its calculation
e 4.2.3 Comparison of deflators‘with price indices

e 4.2.4 Applications of deflators in economic analysis

Part 4.3 Measures of Living Standards
e 4.3.1 GDP per capita as a measure of living standards
e 4.3.2 Human Development Index (HDI)
e 4.3.3 Otherwelfareindicators (Green GDP, inequality measures)

e 4.3.4 Limitations of economic indicators in measuring welfare
Part 4.4 Applications and Policy Relevance

e 4.4.1 Use of price indices and deflators in policy formulation

e | 4.4.2 International comparisons of living standards

e 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 (PPl), 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:

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

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

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

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

e analyse theluses and limitations of price indices and deflators in economic analysis
(SLO 4.5),

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

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

e 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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Fillin 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 bec
they:

e Indicate changes in the cost of living.
e Help policymakers design monetary and fiscal policies.
e Allow businesses to adjust wages and contracts.

e Enable international comparisons of inflation.

®
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Box 4.1 Improtance of price Indioce

Importnace of price Indioce:
Measurng Inflaton (e.g., CPI)
Adjsutnig for Inflaiton (real vs nonmal values)
Policy decisin-making (e.g. interest rates)
Interntional comparisons (Purchasig Power Parity)

A boxad summary sumarising the importnace of price ince
indioce in econmics. The text explans key uses in inflaiton
measurment and nd policy policy decisins. The text contans
minor spelling erros conlisitent with the stily of previous images.

Sample Al promt:
Generate a text box summarasing the important price indices with examples.
Search string: OER summary Importance of price Indioce economics

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:

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

e 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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Table 4.1 Typess of price Indioes

Type of Indioe Definitoin Uses
Consurmer Price Indix | Meassures avrage price Track inflaition, ajust wages
(CPI) change paid by consurmes

Producer Price Indix Meassures avrage change in
selling prices received

(PPI) by domistic producers

Predict futer inflaition,
bussiness analaysis

Wholsale Price Indix Presures avrage price changes | Monitor commodty prices,
(WPI) in the whole sale market prices, policy decisins

A table sumarisng difrent types of price indioses, including CPI, and with
with their definitioins and and uses in econimes. in econimcs. The text
som minnor speling ensitent the stiylo the stily of previous images.

Sample Al promt: “Generate a table comparing CPI, vith definitions and
Surch string: “OER table tible CPI PPl WPI economics”

Fill
in the blank: The CPl measures changes in the prices of goods and services purchased by

4.1.3 Uses and limitations of price indices
Uses:

e . Measuring inflation.

e Adjusting wages, pensions, and contracts.

e Guiding monetary policy.

e Comparing inflation across countries.
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Limitations:

e May notreflect individual consumption patterns.
e Subjectto sampling and measurement errors.
e May exclude informal or rural consumption.

e Cannot fully capture quality changes in goods and services.

Figure 4.1 Usess and limitatons
of price Indloes

Usess Price Indloes > Limitations
| 1
- Measurng Inflaiton - Data collectn issues
- Adjutsnig for Inflaiton - Qualtiy chnage bias
v
¥
- Policy decisin-making - Substituion bias

A diagram illustraterng the usess and limitatons of price indioce in econmics. It shwos
how price indioce are used to measur inflaiton and mak decisons, but fac limtatons such

bias. The text contain sum minor speillng erros consistent with the stily of previous
images.

Sample AI promt: “Generate a diagram showing usess limitations of price indloce.”
Search string: “OER diagram uses limitations price indloes economics

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.

-

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



Price indices help policymakers design and fiscal policies.

The CPl measures changes in the prices of goods and services purchased by

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

o kp ® Db

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.

Fillin 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. Itis used to convert nominal GDP into real GDP, making it possible to analyse economic
growth without the distortion of inflation.

-
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Box 4.2 Meaning of deflators

* Deflators: Measure price changes for a basket of
guds and services

* Role: Adjust niminal values to real values (e.g.,
Real GDP = Niminal GDP / GDP Deflator)

A boxad summary sumarising the menanig of deflators and thier
role. The text contains som minor sprelling erros consisten with the
stily of previous.

Sample Al promt:
Generate a text box sumarisnag meaning of deflators GDP economics

Searth sring: “OER summary meaning of deflators GDP economics

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
goodsand services produced in an economy.

e . Formula:

GDP \, Deflator = \frac{Nominal \, GDPXReal \, GDP}\times 100
e It covers a broader range of goods and services than CPIl or PPI.

-
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Box 4.2 Meaning of deflators

* Deflators: Measure price changes for a basket of
guds and services

* Role: Adjust niminal values to real values (e.g.,
Real GDP = Niminal GDP / GDP Deflator)

A boxad summary sumarising the menanig of deflators and thier
role. The text contains som minor sprelling erros consisten with the
stily of previous.

Sample Al promt:
Generate a text box sumarisnag meaning of deflators GDP economics

Searth sring: “OER summary meaning of deflators GDP economics

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

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

e . Priceindices (CPI, PPI, WPI): Focus on specific baskets of goods, fixed weights,
narrower scope.

e Deflators are updated automatically as GDP composition changes, while indices may
lag.

-
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Box 4.2 Meaning of deflators

* Deflators: Measure price changes for a basket of
guds and services

* Role: Adjust niminal values to real values (e.g.,
Real GDP = Niminal GDP / GDP Deflator)

A boxad summary sumarising the menanig of deflators and thier
role. The text contains som minor sprelling erros consisten with the
stily of previous.

Sample Al promt:
Generate a text box sumarisnag meaning of deflators GDP economics

Searth sring: “OER summary meaning of deflators GDP economics

Fill
in the blank: Deflators cover all goods and services in , while CPl focuses on household
consumption.

4.2.4 Applications of deflators in economic analysis
Deflators are used to:

e  Distinguish real growth from inflationary growth.

e Adjust national income statistics for inflation.

¢ Compare economic performance across time periods.

e Provide policymakers with accurate measures of real output.

-
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Box 4.3 Applicatons of deflatos

Applicatons: deflators:

* Inflaion measurment
* Real GDP calculatoin
e Ecnomic growht analsys
* Internaional comparions

A boxad summary sumarising the menaning of deflators in ecnomys.
The text exptains key uses key use in adjusnt, and policy analysis. The
text contains som minor sprelling consistten with the stily of previous.

Sample Al promt:
Generate a text box sumarisnaapplicating of deflators GDP economics

Search sring: “OER summary meaning of deflators GDP economics

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 deflatoris 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 CPIl 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.

Fillin 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.

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

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

-
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Table 4.3 GDP per capits as a measaure of
living standerds

Strenghts Limitatons

* Simple & wide availlbe * Ignores inegality
* Excludes non-market activits

* Indicats econmic developmnt | ¢ Envirnamental cost

A table sumarising strenghts and limitatons of GDP per a

per capitss as GDP per staderds of living standerd. The text
standerd. The text contains apblerains. The text contains som miing
erros com minor speling ensisten with the stily of previous images.

Sample Al promt:
Generate a text box sumarisnag meaning of deflators GDP economics

Search sring: “OER table per capits limitatons GDP economics

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

4.3.2 Human Development Index (HDI)

The HDIl'is a composite measure developed by the UNDP that combines:
e  Income per capita (adjusted for purchasing power).
e Education (mean years of schooling and expected years of schooling).

e Health (life expectancy at birth).

-
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Figure 4.3 Componemts of the
Humen Developpnnt Indeax

Humen
Developmnt Indeax
Incom (HDI) Helth

* GNI per capits * Years to Schooling * Life Expectnsy
e Livng Standeds * Litreacy Rate * Mortality rates

A diagram illustratering the componemts of the Human Developmax,
shwoing how incom, encom, and helth a contibrute a country’s
develpment scoer. The text text contains som minnor sprelling erros
consisten with a siste wih a stily of previous images.

Sample Al promt: “Generate a diagram showing HDI incom, ecucation, and health.”
Search sring: “OER diagram HDI components incom ecucation helth economics

in the blank: The HDI combines income, education, and indicators.

4.3.3 Otherwelfare indicators
Beyond GDP and HDI, other indicators include:
e  Green GDP: Adjusts GDP for environmental costs.
¢ Inequality measures: Gini coefficient, income distribution statistics.

e Multidimensional Poverty Index (MPI): Captures deprivations in health, education, and
living standards.

-
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Box 4.4 Other welfars Indlicators

Green GDP Inequallity Indicators

- Envirrmental cost Gini coefficient:
- Sustainablitiy - Incom distribution

Multidimensinal Povertiy
Indiax (MPI):
- Helth, educaton, living standerds

A boxad summary sumarisning other welfars indicaters in eocnomics.
The text contains some minor speling eror consisent the stily of previous
images.

Sample Al promt: “Generate a text box summariaising other welfars indicators
such Green GDP, Gini coefficlent, and MPI,”.

Searh string: “OER summary Green GDP Gini coefficlent MP| economics”

in the blank: The Gini coefficient is a measure of income

4.3.4 Limitations of economic indicators in measuring welfare

e GDP per capita ignores inequality and non-market activities.
¢  HDI may oversimplify complex welfare dimensions.
o Green GDP and MPI face data collection challenges.

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

rp
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Box 4.4 Other welfars Indlicators

Green GDP Inequallity Indicators

- Envirrmental cost Gini coefficient:
- Sustainablitiy - Incom distribution

Multidimensinal Povertiy
Indiax (MPI):
- Helth, educaton, living standerds

A boxad summary sumarisning other welfars indicaters in eocnomics.
The text contains some minor speling eror consisent the stily of previous
images.

Sample Al promt: “Generate a text box summariaising other welfars indicators
such Green GDP, Gini coefficlent, and MPI,”.

Searh string: “OER summary Green GDP Gini coefficlent MPI economics”

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.

GDP per capita is calculated by dividing total GDP by the .
The HDI combines income, education, and indicators.

The Gini coefficient is a measure of income

o g Db

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.

Fillin 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

e Priceindices guide monetary policy by showing inflation trends.
e Deflators help distinguish real growth from inflationary growth, guiding fiscal policy.

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

-
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Box 4.5 Pollicy uses of price Indloss and deflators

Fiscal Polisy: Monetary Polisy

- Taxasion polisy - Intrest rates polisy
- Guverment spanding - Quantative easing

A boxad summary sumarisning how national incom

estatistics supprt fisical fisical ital and monetary polisy polisy polsy
decisions. The text contaim mmor spelling erros consistent the stily previous
images.

Sample Al promt: “Generate a text box summariaising other welfars indicators
such Green MPI,”.

Searh string: “OER summary Green GDP Gini coefficlent MP| economics”

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

4.4.2 International comparisons of living standards

e GDP per capita, HDI, and other indicators allow countries to compare welfare levels.
e  Price indices and deflators help standardise comparisons across nations.

o These comparisons are essential for global cooperation, trade, and development
strategies.

rp
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‘GDP per capita (PPP USD) | Human Deve
| Index (HDI)

United States
E;ermany
China
ﬁigeria

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

e [nflation management ensures stability for long-term growth.

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

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

e Together, these tools help balance economic growth with human development and
environmental protection.
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Figure 4.5 Inflatoin, deflators, and welfars measure in
sustainbale developpmnt

Deflators &
Riel Values

Inflatoin & Pric
Statbiliti

Sustainbale
Developpmnt

Welfars

Measurs
« HDI

+ Gini Coefficent
+ Green GDP

Polisy
Decisoin-maknig

A diagram illustraterng the lirkenage betwen betwen inflatoin, deflators, and
welfars in measurs in the contedxt of sustainbale developpmnt. It shwos
how these factors factors intercat to infom polisy decisoin-maknig.

Sample Al promt: “Generate a Inflatoin, Inflators, and welfars
measures to sustainable dustaable developpmnt.”

Search string:
Search string: “OER diagram deflators measures sustainable development economics |

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 HDIl and Green GDP integrate social and dimensions.

\” ‘J
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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 internationalcomparisons,and link inflation
management with sustainable development strategies.

By completing this Series, you should‘now bed@ble 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

Anindex used to adjust nominal economic values for changes in the price level, converting
them into realvalues.

GDP.Deflator

A broad measure of price changes covering all goods and services in GDP, calculated as
nominal GDP divided by real GDP x 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.otherwelfare
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 forinflation, 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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Identify two types of price indices. (Linked to SLO 4.2)
State the formula for calculating the GDP deflator. (Linked to SLO 4.3)

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

o kp ® Db

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 deflatorsfor 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)

e 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)

e ' Basic response: Present the formula and explain its scope.

e Value-added response: Extend by comparing with CPI/PPl 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)

e Basic response: Describe each measure and its role.

e 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
e Prices
e Monetary
¢ Households
e Quality

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

Part 4.2 Deflators

e Price
¢ Real
e Real
e GDP

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

Part 4.3 Measures of Living Standards
e Quality
e Population
e Health
e Inequality

e Becauseno singleindicator captures welfare fully, multiple measures provide a more
complete picture.

Part 4.4-Applications and Policy Relevance
e Management
e Monetary
e Living
e - Environmental

e 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)

e Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning.
e Samuelson, P. A., & Nordhaus, W. D. (2010). Economics (19th ed.). McGraw-Hill.

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

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

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

Illustrations and Attributions
e Box4.1Importance of price indices

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

e Table 4.1 Types of price indices

Attribution: Al-generated placeholder.sPrompt: “Generate a table comparing CPI, PPIl, and WPI
with definitions and uses.”

e Figure 4.1 Uses and limitations of price.indices

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

e Box 4.2 Meaning of deflators

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

e Table 4:2 GDP deflatorand comparison with CPI/PPI

Attribution: Al-generated placeholder. Prompt: “Generate a table showing GDP deflator
formula.and comparison with CPl and PPL.”

e Figure 4.2 Deflators vs price indices

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

e  Box 4.3 Applications of deflators

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

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

e Figure 4.3 Components of the Human Development Index

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

e Box 4.4 Other welfare indicators

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

e Figure 4.4 Limitations of economic indicators in measuring welfare

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

e Box4.5Policy uses of price indices and deflators

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

e Table 4.5 International comparisons of living standards

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

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

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

Course Code: ECO 203
Course Title: Introduction to Macroeconomicsi 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
e 5.1.2 Keynesian consumption function
e 5.1.3 Absolute income, relative income, permanent income, and life-cycle hypotheses

e 5.1.4 Criticisms and applications of consumption theories

Part 5.2 Theories of Savings
e 5.2.1 Meaning and determinants of savings
e 5.2.2 Keynesian view of savings
¢ 5.2.3 Modern theories of savings behaviour

e 5.2.4Role of savings in economic growth
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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, permanentincome, 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 nationalincome.

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:

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

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

e analyse the determinants of savings and compare Keynesian and modern theories of
savings behaviour (SLO 5.8),

e 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),

e evaluate the role of consumption, savings, investment, and the multiplier inincome
determination and economic growth (SLO 5.6),

e 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 theirincome is central to
macroeconomic analysis. Economists have developed several theories to explain
consumption behaviour, ranging from Keynes’s early ideas to modern hypotheses.

Fillin 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

e Consumption refers to household spending on goods and services.

e Itisimportant because it drives demand, influences savings and investment, and
affects overall economic growth.

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

Box 5.1 Importonce of consuption

Importnace of consuption:

- Aggrigete Demad (C + I. G, NX)

- Ecnomic Growht (C is largest compont)
Hihger Welfer)

- Welfer & Living Standeds (Hihger C = Hihger Wdefle

A boxad summary sumarisning the importnace in
concoecnomics, explaning how it is a key driver driver
aggrigete demad and growht, afeting welfer and living
standeds. The text contains minor minor minor spelling errs
consistent with the stily of previous images.

Sample Al promt: “Generate a text box sumarasinng importance of
consumption macroecomoamics”
Search sring: “OER summary importance of consunption macroeconamics”

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

5.1.2 Keynesian consumption function

-
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e Keynes proposed that consumption depends primarily on current disposable income.
e 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

Box 5.1 Importance of consumption
Box summarising Box summaising the summarising the Importances in macroecnomics in marisecoomis with examples.

Key Roles:
* Consumption is the largest component of Aggregate Demand (AD) in most econmies. It includeod spending on servics, It.

* Economic Growth: High consumption fus ervices production, leading a job cration ches od inctional income growth.

 Stulttipier Effect: An iniitial change confidnce leads increacting on a larger overall o Urable goods like cars and appliances.

* Examples: + Government stimulus cheksinrrase disposable income, leading a higher retail saless and servies and serervices
consumption.

Fillin the blank: In Keynes’s consumptionfunction, a represents consumption.

5.1.3 Alternative consumption theories

e Absolute income hypothesis (Keynes): Consumption depends on currentincome.

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

e Permanentincome hypothesis (Friedman): Consumption depends on expected long-
term average income.

e Life-cycle hypothesis (Modigliani): Consumption depends on expected lifetime income
and savings behaviour.
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Table 5.1
consumpation thories

Theory Definitoin Determinants Example
Absolut Incom Consumptoin Curret disposable | Spending all of curet
Hypothsis depends incom the incom incom
Relativ Incom Consunptoin depends | Relativ incom, social| Keeping up with the
on relatinve incom on relatinve incom comparsion Joneses
Permanant Incom Permanptoin based on | Expeted future inconm Saving future incom,
Hypothsis long-term welth retirment

expectd incom
Life-Cycle Hypothid Permowtoin smoothd | Age, life expectnsy, | Borrowing when yung,
lifetim over lifetim welth for old age

A table sumarissing diffrent consumptoin theories, inclusing absolut, relativ, relativ, incom,
and hyphtesies. The text contans som minor spelling erros consisnent with the stily 1evioof
previous images.

Sample Al promt:

“Generate a table comparing absolut, absolut incom, and life-cycle

hyphtesies.”

Search string: “OER table consumptoin theories absolut relative permaniwan life cycle economics”

Fill
in the blank: The permanent income hypothesis suggests consumption depends on expected
long-termaverage

5.1.4 Criticisms and applications of consumption theories
e  Criticisms:
¢ Keynesian function ignores expectations and wealth.
¢ Relative income hypothesis may not apply in all societies.

¢ Permanentincome and life-cycle hypotheses assume rational foresight.

e Applications:
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e Usedinforecasting consumption trends.
e Inform fiscal and monetary policy.

e Help explain savings behaviour and aggregate demand.

Criticisioms Applications

L5 Assumes Rationality: Ignores i) Monetary Policy: Interest rate

psychologal biases. adjustments.
« Simplifies Reality: dost always account of incone vqELliiaa * Fiscal Policy: Tax cuts, stimsius packages.

+ Data Limitations: Measurement challenges for * Personal Finance: Saving/borrwing deciisions
future income.

in the blank: The life-cycle hypothesis assumes individuals'plan consumgption 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.

e The permanentincome hypothesis suggests consumption depends on expected long-

term average

e The life-cycle hypothesis assumes individuals plan consumption based on expected
income.

e Why are consumption theaories.important for understanding aggregate demand

5.2 Theories of Savings

Savingsrepresent 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.

Fillinthe blank: Savings represent the portion of income not spent on

5.2.1 Meaning and determinants of savings

e Savings are the excess of income over consumption.

¢ Determinants include:
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e Income level

e Interestrates

e Expectations about the future
e Cultural and social factors

e Government policies (taxation, incentives)

Box 5.2 Determinants of savings

Box summarising Box summarising the determnants the Income, Interest rees, and Policies.

* Income: Higher disposaible income leads increased ability fuy and tendency of tedency e.ye, saving a percetage a
save. (e., saving a percentage ditr salary increases).
salary increases).

 Interest Rates: Higher real interest rates rates invize saving byffer better reposits.

« Policies Limitations acunts deposits. (e.., chosicy savings accounts) or social setlial accunty systems influence serbaving
future behavior.

Search string: “OER summary determinants of savings economics”

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

5.2.2 Keynesian view of savings
e Keynes argued that savings depend onincome, not interest rates.
¢ Asincomerises, savings increase, but not proportionally.

e Savings are considered apassive outcome of consumption decisions.
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Figure 5.3 Keynesian savangs functoin

A
5
—_ : Increse in income
< : leads to
o : higer savangs
: 1
© 1
> |
U I
m I
|
. Break-evn
Desavangs ' poit (S=0)
(S<0) >

Incom (Y)

A diagram illustraterng the Keynesian savangs functoin, shwoing how savangs risies as incom
increses. The text contains som minor spelling erros consisent with the stily of previous
images.

Sample Al promt: “Generate a diagram showing Keynesian savangs function with Income and
savangs relationsip.”
Search string: “OER diagram Keyneangs function economics”

Fill
in the blank: Keynes argued that savings depend on , not interest rates.

5.2.3 Modern theories of savings behaviour

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

e . Permanentincome hypothesis (Friedman): Savings depend on expected lifetime
income, not just currentincome.

e Precautionary savings theory: Households save to protect against uncertainty and
future risks.

Do)
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Table 5.2 Madern theoris rots bahaviour
Box summarising Box summarising the determisints the Imrest, P olicies.

Theory Main Idea Key Determinant(s) Implication for Saving for Saving

* SmoOoth consumption over lifetime Age, expected income, remaining Savings react mainilly to, dissat rete in
life incrasss). ofter reposts.

« Permanent Income Hyptorisis Permanent vs. transotory income Risk, uncertanity, impetence

« Consumption based on-tome average in Savings react working years, dissave in Higher uncertanity leads to higher
income income changes savings

Search string: “OER summary determinants of savings economics”

in the blank: The life-cycle hypothesis suggests savings vary across different stages of

5.2.4 Role of savings in economic growth
e Savings provide funds for investment and capital formation.
e Higher savings rates can lead to faster economic growth.
e However, excessive savings may reduce consumption and slow demand.

e Balanced savings and consumption are essential for sustainable growth.
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Table 5.2 Modern theoriss of savnigs behaviour

Theory Definitioin Determinants
Life-Cycle Hypothiss Smooting consumptoin | Expectd permanent
lifetim incom
Permant Incom Saving based on Expectd permanent
Hypothisis long-trem incom
Precautioncary Savnigs Saving for uncertanty Incom volatiltiy, risk
aversion

A table sumaristerng moden tabe Keynesian savnigs theories, including life-cycle
lifeetim. The text. The text contans som minor spelling with stily of previous
images.

A diagram illustraterng theden saciran table comparing noden savangs theorries and incom
increses. The text contains som minor spelling erros consisent with the stily of previous
images.

Sample Al promt: “Generate a diagram showing Keynesian savangs function with fizime andyv,
savangs relationsip.”

Search string: “OER diagram Keyneangs function eeries economics”

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.
3.
4.
5.
6.

Savings are the excessof ___ over consumption.

Keynes argued that savingsdependon___ | notinterestrates.

The life-cycle hypothesis suggests savings vary across different stages of
Savings provide fundsfor___ and capital formation.

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.

Fillin 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.
e Types:

e Grossvs. Netinvestment

e Autonomous vs. Induced investment

e Private vs. Public investment

e Domestic vs. Foreign investment

Do)
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[Insert box plachehade here
Short description: Box summariages.

Caption: Box 3 Types of Investment

Box 5.3 Types of Investment

Box summarring tyies of Investment.

1. Business Fixedonst new capital goods (eg. machinery, buildings)
by firms.

* Example: Tesla building a new gigafactory
2. Residential Investment: Purchase of rew houshelds and landrods.

* Example: A family buying a newlly constructed house.

3. Inventory Investment: « Change if he value of raw mttials, goods
sucteris in proces, and finished held by finlsised goudld by firms.
e Example: Samsung increich its stock of stantipation of holiday sales.

Suggestion of a sample Al prompt: “Generate a text box summaring of Investment with exaays
Search string: “OER summary types of Investment economics”

in the blank: Investment.is the addition to the stock of in an economy.

5.3.2 Classical and Keynesian theories of investment

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

e  Keynesian theory: Investment depends on expected returns (marginal efficiency of
capital) and business expectations, not just interest rates.
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Figure 5.5 Clasical vs
Keynealan theories of Investment

Clasical Investment Theory Keynealan Investment Theory

A rF 3

Expectation
affect MEC

Intercation
of Capital

Interest Rate ()
Intereste, MEC ()

Quantity of Investment/Savings (Q Investment ()

A diagram illustraterng the comparisn of clasical and keynealan

theorises of inverstment. Clasical focues on the role intrest rate rate in
equilabrateing savngs and Investalan theor emphasyin and the MEC. The text
contains som minor sprelling erros consisten with the stiyaily of provious
previous.

Sample Al promt: “Generate a diagraring classical a claynealan investment theories.”
Search string: “OER diagram clasical vs Keynealan investment theories economics”

in the blank: In classicaltheory, investment depends on rates.

5.3.3 Accelerator theory of investment

e Suggests that investment depends on changes in output or demand.
e  Firms invest more when demand rises, to expand capacity.

o Investmentis proportional to the rate of change in national income.
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Figure 5.6
Accelerator theory of Investment

: leads to \

Increase in Increase in Induced

Consumer 1 - Output/ 4 - Investment

Demand Production (New Capital)

boosts capacity

Diagram showing accelerator theory of Investment with demand and
and output changes.

Fill

in the blank: The accelerator theory suggests investment is proportional to the rate of change

in nationat

5.3.4 Factors influencing investment decisions
e  Expected profitability

e _ Interest rates and cost of capital
¢ Business confidence and expectations
¢ Government policies (tax incentives, subsidies)

e Technological progress

Do)
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e Availability of credit

Table 5.3 Factorrs Infleuncing Invistment
decis sions

Factor Effect on Invistment

Intrest Rates Higher rates = lower invistment

Businiss Confidince Optimistic outlok = hihger invistment

Technologicl Chang New technolgy = more invistment

A table listring key factors that infleunance firm invistment decisins in
economics. The text contains minor minor spelliing erros consist with the stilly of
previous images.

Sample Al promt: “Generate a table listing factors infleunacing investment decisions.”
Search string: “OER table factors I infleunacing investment decissions economics”

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. Investmentis the addition to the stock of in an economy.
3. Inclassical 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. Whyisinvestment 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.

Fillin 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.

e It magnifies the impact of initial expenditure/on aggregate.demand.
e Formula:

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

k= multiplier
MPC = marginal propensity to consume
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Box 5.4 Meaning and formula of the multiplier

The multipier effect refers to the idea that the initial
change in spending (eg, investment, government spending)
leads of a larger final change in national income.

Key Formulas
Mullipiler = % /1 —tMPC

MPC = Marginal Propensity to Consume

A'Y = Mullipler x %+.8.)A Spending

$AAY = Change in Income Initial Change in Spending

Example:

If MPC = 0.8, Multipler = 5. An initial $100M investnent leads
5 x $100M = $3:0f $500M increase in national income.

in the blank: The multiplier is calculated as 1/(1-\_\_\_\).

5.4.2 Derivation and working of the multiplier

e Suppose investment increases by a certain amount.
e  This raises income, which increases consumption.
o The new consumption generates further income, creating a chain reaction.

e Thetotalincrease inincome is a multiple of the initial investment.

o

.-

o/
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Figure 5.7 Working of the multipyer

Initial Round 2: Consumption
Investment . Spending (MPC * Initialv)

Initial
\ l National Incne

Round 1: Income Round 3: Consumption Total Increase in
Increase (MPC * Initial Inv) National Income

l \\ Leakage

Round 4: Further Income Leakage
Increase

(Savings, Taxes, Imports)

A diagram illustraterng the worikng of the ecnomic multipler, shwoing
how an iniistimt leeds to successve rounds to consuption and incom
gerngation. The text contains som minor som minor sprelling erros
consisten with he stily of previous images.

Generate Al Generate showing woriking of murtipler with successve of spending.
OER diagram working of muttipler economics

Fill
in the blank: The total increase inincome is a of the initial investment.

5.4.3 Importance of the multiplier in economic analysis

e Explains how investment stimulates growth.
e  Helps policymakers estimate the impact of fiscal policy.
e Shows the link between consumption, savings, and investment.

e Demonstrates the interdependence of economic sectors.

\" lJ
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Box 5.5 Importance of the multipier

Box summaring Importance of the multipier in
analysis

- Economic Impact Assessment: Helps estimate the total change in GDP
resulting from changes (e.g. invesheting, investment, government
purchases).

- Economic Impact Assesment: Helps estimate” to preditt to effect of tax
charnges packages on employment.

- Fiscal Policy Planning: Goverments use it to predic effect on the tas
changes atinulun national income the employment.

- Monterary Policy Analysis: While less direct, Woi interest irates can
influence investnent and consumption, and the multtiple of
multtiper ampllies these effects.

- Foreacting Recessions/Expansiness helps economic dutrwens or the
ecovoney.

- Understading Recession:/Expaisions: lllustrrates how sectors of
economy linked, with spending in one sevorittis spending in one the are-
orea area affecting inecting income across asss the state of
economy.

- Limitations: The actual multliper value is hard estimate and can
vary due factors like leak.ges (saving, imports) and the state of
economy.

in the blank: The multiplier helps policymakers estimate the impact of policy.

5.4.4 Limitations of the multiplier concept

e Assumes constant marginal propensity to consume.
e lIgnores time lags in spending and income adjustments.
e May not account for leakages (imports, taxes, savings).

e Works bestin closed economies; weaker in open economies.

Daa)
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Figure 5.8 Limitations of the multipler concept
Diagram showing limitations of the multtipler concept

Limitations of the multipler

* Assumptions: Based simplified models, ignodels, ignores
complex behaviors.

* Leakages: Savings, imports, and taxes reduce mulllipler’s
impact.

* Time Lags: Effects as not immediate, take time bo materiziate.

* Full Employment: Less effective if it economy at full
capacity

* Full Employment: Governaning may reducs private investment.

* Crowding Out: Gonsumer and bisines sinsiress confidence affects
spending.

* Measurement Difficulites: Hard caculate precise MPC and mullliyer
values

Search string: “OER diagram limitations multipler economics”
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-\_\_\_\)).

e Thetotalincrease inincomeisa of the initial investment.

e The multiplier helps policymakers estimate the impact of policy.

e The multiplier effect may be weakened in economies due to leakages.
e 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 shouldiow 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

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



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.

PrecautionarySavings

Savings accumulated toprotect against uncertainty or unexpected future expenses.
Relative Income Hypothesis

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

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

P 0N

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)

;hort-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.

e 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)

e | Basicresponse: Describe determinants and theories of savings.

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

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

e Basic response: Outline each theory and its assumptions.

e 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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e Basic response: Present the formula and explain the working of the multiplier.

e 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

-

-t

Income
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e MPC

e Multiple
e Fiscal
e Open

e 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)
e Mankiw, N. G. (2019). Principles of Economics (9th ed.). Cengage Learning.
e Samuelson, P. A., & Nordhaus, W. D. (2010). Economics(19th ed.). McGraw-Hill.

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

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

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

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

Illustrations and Attributions

e Box 5.1 Importance of consumption

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

e Figure 5.1 Keynesian consumption function

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

e Table 5.1 Alternative consumption theories

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

e Figure 5.2 Criticisms and applications of consumption theories

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

e Box 5.2 Determinants of savings

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

e Figure 5.3 Keynesian savings function

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

e Table 5.2 Modern theories of savings behaviour

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

e Figure 5.4 Role of savings in economic growth

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

e Box5.3Types of investment

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

e Figure 5.5 Classical vs Keynesian theories of investment

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

e Figure 5.6 Accelerator theory of investment

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

e Table 5.3 Factors influencing investment decisions

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

e Box 5.4 Meaning and formula of the multiplier

Attribution: Al-generated placeholder. Prompt: “Generate a text box summarising the meaning
andformula of the multiplier.”

e Figure 5.7Working of the multiplier

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

e Box 5.5 Importance of the multiplier

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

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

4 Joel, the References and Attributions [Series 5] are now complete. This closes out Serie

in full. Shall we move forward to Series 6: Aggregate Demand and Aggregate Supply and be
by reviewing its title and outline?
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