Chapter.5: introduction to macroeconomics
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principle of macroeconomics First material

AUsSS sLaidl ao (Jolas gl doylaill Jolodl (0 degazme 98 9, 3LasBY ple £9,5 Ul JSUI 3LaxdYI
WIS laeY! paa 1T, dlazme (3 oy sLamdl Ll g Badses O dulydy g Y 41§51, Buls

O ps 9 esuail '”|dmgcuwljéw\&%bjjwwéw_gzﬂkﬂd...u.ojdlg.?}’lgbmﬂ
AK LolaidYl o 1k 5l

Macroeconomics Deals with the
economy as a whole.
Macroeconomics focuses on the

Microeconomics Examines the

SVl Joi> functioning of individual

determinants of total national industries and the behavior of
income, deals with aggregates
such as aggregate consumption
and investment, and looks at the
overall level of prices instead of

individual prices.

individual decision-making units—

firms and households
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Both microeconomics and macroeconomics are concerned with the decisions of households

and firms.
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Microeconomics deals with individual decisions; macroeconomics deals with the sum of

these individual decisions.
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Aggregate is used in macroeconomics to refer to sums, when we speak of aggregate

behavior; we mean the behavior of all households as well as the behavior of all firms, we
also speak of aggregate consumption and aggregate investment, which refer to total
consumption and total investment in the economy, respectively.
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Sticky prices

Prices that do not always adjust rapidly to maintain equality between quantity
supplied and quantity demanded.
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=  Microeconomists generally conclude that markets work well. They see prices as

flexible, adjusting to maintain equality between quantity supplied and quantity
demanded.
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= Macroeconomists, however, observe that important prices in the economy—for
example, the wage rate (or price of labor)—often seem “sticky.”

(Dloadl yauo 9) 592V Jian ¢ Jliall Jorw Ao - 3LamBY! (§ dogall Jlaud)l 0 ¢ SII 3LatdYl slake JasDly
Il. '“S""}’jaigl"j" L,JL&J\@}JQ-



principle of macroeconomics First material

. IS HLaBYI Slolaid|
Macroeconomic Concerns

» Three of the major concerns of macroeconomics are:
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1.  Output growth iyl ge

2.  Unemployment duaJl

3. Inflati d deflati a1l 9 @3l A e
nflation and deflation o2&l 9 el dago g

°O

[ ]
e Government policy makers would like to have high output growth, low

unemployment, and low inflation.
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1. Output growth

o Instead of growing at an even rate at all times, economies tend to experience short-
term ups and downs in their performance.
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v" The technical name for these ups and downs is the business cycle.
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Aggregate output the total
quantity of goods and
services produced in an
economy in a given period.
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Term

The definition

expansion or boom 3V gf awwsill

The period in the business cycle from a
trough up to a peak during which output
and employment grow.

contraction, recession, or slump
2980 gf LV

The period in the business cycle from a
peak down to a trough during which
output and employment fall

38 1)

Recession

A period during which aggregate output
declines. Conventionally, a period in which
aggregate output declines for two
consecutive quarters.

Depression ($abaidl slus

A prolonged and deep recession
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2. UNEMPLOYEMENT

Macroeconomists are interested in learning why the unemployment rate has risen or
fallen in a given period; they also try to answer a more basic question: Why is there any
unemployment at all?
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Answer:

1. Attimes people decide to quit their jobs and look for something better. Until
they find a new job, they will be unemployed.
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2. Atanytime, some firms may go bankrupt because of competition from rivals,

bad management, or bad luck; all of these factors tell us that some positive rate
of unemployment is inevitable in a dynamic economy.
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3. INFLATION AND DEFLITION
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Term : The definition |

Inflation a3zl An increase in the overall price level.
DSl pladl Sgiaall (§ £1a3))
Deflation ilasiy) A decrease in the overall price level.
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Hyperinflation 1ia adual A period of very rapid increases in the

overall price level.
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The Components of the macroeconomy
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Divide the participants in the economy into four broad groups:
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(1) Households !
(2) Firms G A
(3) The government 4 sSall
(4) The rest of the world. () @I
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Circular flow a diagram showing the flows in and out of the sectors in the economy.
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Term The definition

Dividends The portion of a firm’s profits that the firm
zWYlwlaygs  pays out each period to its shareholders.
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The three market arenas

We divide the markets into three broad arenas:
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(1) The goods-and-services market Al laadll 5 alid) (3 su
(2) The labor market Alandl 3 g
LI 3 gy

(3) The money (financial) market.

(1) Goods-and-Services Market Households and the government purchase goods and
services from firms in the goods-and-services market. In this market, firms also purchase

goods and services from each other.
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Firms supply to the goods-and-services market. Households, the government, and firms
demand from this market. Finally, the rest of the world buys from and sells to the goods-

and services market.
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(2) Interaction in the labor market takes place when firms and the government purchase

labor from households. In this market, households supply labor and firms and the

government demand labor.
21365 (Fgudl 1 3 Yl oo Dlaadl Ao sSlg OB (LS i Jandl Ggun (3 Jelatll Sodsy
Aloatl do oSl Cllalg W idlg Aleall

Labor is also supplied to and demanded from the rest of the world.
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(3) In the money market—sometimes called the financial market—households purchase 3

stocks and bonds from firms.
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Households supply funds to this market in the expectation of earning income in the form of

dividends on stocks and interest on bonds.
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Households also demand (borrow) funds from this market to finance various purchases.
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Firms borrow to build new facilities in the hope of earning more in the future.
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The government borrows by issuing bonds to fund public programs.
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Term ' The definition

Treasury bonds, notes, or bills Promissory notes issued by the federal
&3l ©Ledl ol wliw  government when it borrows money.
Corporate bonds Promissory notes issued by corporations
&l olwiw  when they borrow money.
Shares of stock Financial instruments that give to the

&Yl yasa> holder a share in the firm’s ownership
and therefore the right to share in the
firm's profits.
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«* The role of the Government

The government plays a major role in the macroeconomy, so a useful way of learning how the
macroeconomy works is to consider how the government uses policy to affect the economy.
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v" The two main policy instruments of the government are:
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1. Fiscal policy Government policies concerning taxes and spending.
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2. Monetary policy the tools used by the Federal Reserve to control short term

interest rates.
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« A brief History of macroeconomics
S 3B 590 53y
» great Depression eadaall s LSl

The period of severe economic contraction and high unemployment that began in 1929
and continued throughout the 1930s.
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A situation of both high inflation and high unemployment.
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