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1. What is Macroeconomics? Discuss nature, Scope and Practical importance to 

handle present economics condition? 

Answer: - Macroeconomics is a branch of economics that deals with the performance, structure, 

behaviour, and decision-making of an economy as a whole, rather than focusing on individual 

markets or industries. 

It examines overall metrics like GDP, unemployment, inflation, and economic growth to 

determine how various economic sectors interact and affect one another. 

 

Nature of Macroeconomics: 

 Aggregative Analysis 

 Focus on Key Variables 

 Policy Orientation 

 Dynamic Nature 

 

 Aggregative Analysis: Macroeconomics studies the economy as a whole by aggregating 

the activities of individual economic players such as individuals, businesses, and 

governments. 

 Focus on Key Variables: It places a strong emphasis on researching important factors 

like employment, inflation, national income, and general economic growth. 

 Policy Orientation: The goal of macroeconomics is to provide clarity on how economic 

policies are created and carried out to produce the intended results. 

 Dynamic Nature: Macroeconomics aims to comprehend and lessen the effects of the 

macroeconomy's cycles and fluctuations, which include booms, recessions, and 

depressions. 

 

Scope of Macroeconomics: 

 National Income Accounting 

 Employment and Unemployment 

 Price Stability and Inflation 

 Economic Growth 

 International Trade and Finance 

 

 National Income Accounting: Using indicators like the Gross Domestic Product (GDP), 

macroeconomics calculates and evaluates the total amount of goods and services 

generated in an economy. 

 Employment and Unemployment: It examines the level of employment and 

unemployment in the economy and explores policies to promote full employment. 

 Price Stability and Inflation: Macroeconomics studies the origins and effects of 

inflation and looks at how fiscal and monetary policy might keep prices stable. 

Shiksha Forum Shiksha Forum Shiksha Forum

Shiksha Forum Shiksha Forum Shiksha Forum



 

 Economic Growth: It studies the determinants of long-term economic growth and 

policies to enhance productivity and living standards. 

 International Trade and Finance: Macroeconomics examines international trade flows, 

currency rates, and balances of payments to comprehend the interplay between world 

economies. 

 

Practical Importance of Macroeconomics: 

 Policy Formulation 

 Business Decision Making 

 Investment Planning 

 Forecasting Economic Trends 

 Recognizing Global Interdependencies 

 

 Policy Formulation: Macroeconomics gives decision-makers the knowledge they need 

to develop and carry out monetary and fiscal policies that will encourage growth, 

stabilize the economy, and reduce inflation and unemployment. 

 Business Decision Making: When making strategic decisions about pricing, production, 

investments, and expansion plans, businesses consult macroeconomic statistics and 

forecasts. 

 Investment Planning: To evaluate the general state of the economy and pinpoint 

lucrative investment possibilities, financial institutions and investors rely on 

macroeconomic analysis. 

 Forecasting Economic Trends: By assisting in the forecasting of future economic 

trends, macroeconomics enables people, organizations, and governments to prepare for 

and adjust to shifting economic conditions. 

 Recognizing Global Interdependencies: Understanding macroeconomics helps one to 

comprehend how foreign events and policies affect home economies and vice versa in a 

world where connections are growing. 

 

Macroeconomics is essential to managing the current state of the economy because it gives 

decision-makers the analytical instruments and frameworks they need to create successful plans 

of action for dealing with problems like financial crises, inflationary pressures, and recessions. 

Policymakers can enact targeted measures to stabilize financial markets, boost aggregate 

demand, promote sustainable growth, and protect people' well-being by having a thorough 

understanding of the underlying dynamics of the economy. Furthermore, macroeconomic 

knowledge can help people and organizations navigate hazy economic circumstances and make 

wise decisions that will improve their financial prospects. 
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2. Discuss Keynes theory of Employment and its importance and limitation? “Discuss 

how this theory effective to solve present unemployment condition.” 
Answer: Keynesian theory of employment, proposed by the renowned economist John 

Maynard Keynes, revolutionized macroeconomic thought during the Great Depression of the 

1930s. 

 The theory provided a novel perspective on the causes of unemployment and advocated 

for active government intervention to stabilize the economy. 

 It is also referred to as the effective demand theory of employment.  

 Keynes developed this first systematic theory of employment.  

 

The Keynesian theory of employment states that the cause of unemployment is the deficiency 

of effective demand, and unemployment can be removed by raising effective demand. With the 

increase in effective demand, the production in the economy goes up. 

 

Key components of the Keynesian Theory of Employment: 

 Aggregate Demand Determination 

 Unemployment Equilibrium 

 Effective Demand 

 Role of Government 

 Importance of Monetary Policy 

  

Aggregate Demand:  

 According to Keynes, aggregate demand determines an economy's total output and 

employment levels.  

 Consumption, investment, government spending, and net exports combine to make up 

aggregate demand.  

 Unemployment occurs when aggregate demand falls short of the economy's productive 

capability. 

 

Unemployment Equilibrium: 

Keynes challenged the classical concept of full employment equilibrium, claiming that the 

economy may remain in a state of underemployment equilibrium for extended periods of time 

due to insufficient aggregate demand. 

Effective Demand:  

 Keynes proposed the idea of effective demand, which refers to customers' willingness 

and ability to purchase products and services.  

 Effective demand may fall short of full employment equilibrium for a variety of reasons, 

including pessimism, hoarding, or a lack of investor confidence. 
 

Role of Government:  

 Keynes pushed for active government action to keep the economy stable during times of 

recession or depression.  

 He recommended fiscal policy changes such as greater government spending and tax cuts 

to improve aggregate demand and stimulate economic growth. 
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Importance of Monetary Policy: 

 While Keynes emphasised fiscal policy, he also recognised the role of monetary policy in 

shaping aggregate demand.  

 He believed that central banks should control interest rates and the money supply to 

ensure economic stability and full employment. 

 

Importance of Keynesian Theory: 

 

Policy Relevance:  

 Keynesian economics gave policymakers a theoretical framework for analysing and 

dealing with economic downturns.  

 During the Great Depression and following recessions, governments around the world 

implemented Keynesian programmes to reduce unemployment and encourage economic 

growth. 

Counter-Cyclical Policies:  

 The concept of counter-cyclical policies is based on Keynesian theory, which advocates 

for government involvement to balance variations in private sector demand.  

 Policymakers can smooth economic cycles and mitigate recessions by using fiscal and 

monetary instruments. 

Focus on Aggregate Demand:  

 Keynes changed the focus of economic analysis away from supply-side issues and 

towards aggregate demand, emphasising the importance of consumer and investor 

behaviour in determining economic results.  

 This perspective is still relevant in modern macroeconomic analysis. 

 

Limitations of Keynesian Theory:  

 

 Long-Run Effects 

 Crowding Out 

 Expectations and Rationality 

 Globalization and Open Economies 
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Keynesian theory can help alleviate current unemployment by offering a framework for 

policymakers to conduct appropriate fiscal and monetary policies. Here's how Keynesian 

concepts can be used to reduce unemployment: 

 

 Expansionary Fiscal Policy 

 Job Creation Programs 

 Unemployment Benefits and Support 

 Monetary Policy Accommodation 

 Automatic Stabilizers 

 Infrastructure Investment 

 Addressing Demand Shortfalls 
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