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ABSTRACT

Microeconomic theory deals with the study of indliNdl units of an economy, such as, the demand sifigle
consumer and the behaviour of a single firm. Macoo®mics deals with the study of the economy akaddewlt studies
variables like national income and employment. laraeconomics, the assumption is that there isftifleemployment of
resources. While in macroeconomics there is no sigssiimption. Microeconomics deals with a pricinglifferent factors
of production while macroeconomics deals with eooicogrowth and development. Microeconomics makesofipartial
equilibrium analysis while macroeconomics makesafsgeneral equilibrium analysis. This paper endeavo identify
the differences and similarities between microecags and macroeconomics, outline the scope of momeomics and

macroeconomics, and examine the role of each iicyubking.
KEYWORDS: Micro, Macro, Partial Equilibrium, General Equiliium
INTRODUCTION

The words micro and macroeconomics were first abipg Ragnar Frisch. The term micro is derived friva
Greek word “mikros” meaning small and the term mai derived from the Greek word “makros” meaniaggk.
Microeconomics mainly makes use of partial equiilibr analysis, where we analyze the equilibrium wofirdividual
economic unit while assuming other things remairtimg same. It is also known as “ceteris paribusacMeconomics
mainly makes use of general equilibrium analysisctvideals with the simultaneous equilibrium of mlarkets in the
economy. “Microeconomic theory explains the compasior allocation of total production, why moreszme things are
produced than of others” —D.S. Watson. Macroecoosng a study of aggregates. Therefore it is addled ‘aggregative
economics’. Macroeconomics concerns itself withsthaggregates which relate to the whole econonafsdt deals with
sub aggregates like the total production of consugneds and capital goods. If we add sub aggregditescroeconomics
it leads to aggregate for the whole economy. Fangte, in a two-sector economy, if we add totadpation of capital
goods and total production of consumer goods, welge national product. The classical economic theeas mainly
macroeconomics in nature whereas in neoclassiaaiogaics it was mainly microeconomics. Microeconanis also
called price theory because it deals with the pgadf different factors of production such as lalahour, capital and

organization. Macroeconomics is also called incoime®ry because it deals with the distribution dfaral income.
Objectives of the Study
e To understand the differences and similarities betwmicroeconomics and macroeconomics.

* To understand the scope of microeconomics and raecrmmics.
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e To study the role of micro and macroeconomics ilicgmaking.
RESEARCH METHODOLOGY

The study is based on secondary data collected framous books of national and international awhdrhe
study is purely a descriptive one because it erplan detail the various prospects related to the disciplines
microeconomics and macroeconomics and their roleéreconomy.

Microeconomics

According to K.E. Boulding, “Microeconomics is tlsudy of particular households, individual pricemges,
incomes, individual industries, particular commait” In other words, microeconomics deals with Hoouseholds and
firms make decisions and how these decision makdesact in the marketplace. The microeconomic thesiudies
resource allocation, product and factor pricingisTtheory takes the total quantity of resourcegiasn and also explains
how they are allocated to the production of spedafods. The theory of product pricing and the ithexd factor pricing
fall within the domain of microeconomics. The protlpricing theory explains how the relative pricégotton cloth, food
grains, jute, kerosene oil and thousands of otbedg are determined. The theory of distributionl&rs how wages, rent,

interest and profits are determined. Thereforedpcbd pricing theory and factor pricing theory ahe two important

branches of microeconomics.

A microeconomics deals with economic efficiencysiBles analyzing the pricing of products and factord the
allocation of resources based upon the price mésfmamicroeconomics also seeks to explain whetheratlocation of
resources determine is efficient. Efficiency in #ilcation of resources is achieved when the messuare so allocated
that the satisfaction of people is maximized.

Economic Efficiency Involves Three Efficiencies. Tay Are
» Efficiency in production
» Efficiency in distribution
» Allocative economic efficiency

A microeconomic theory explains the conditions undkich these efficiencies are achieved. Microecnics
also explains what factors can lead to the depmafftem these efficiencies and can lead to the dedaif social welfare.
Economic efficiency in production includes minimtioa of cost for producing a given level of outpétficiency in
distribution means that there should be justice thie distribution of goods and services among theplse
Allocative economic efficiency implies that the fgah of production should correspond to the desipattern of
consumption of the people. Microeconomics alsoya®s the implications of alternative choices maetie welfare of
the society. Microeconomics occupies an importalatcg in economics and it has both theoretical arattjal

significance. It is highly helpful in the formulati of economic policies that will promote the welfaf the masses.

Microeconomics is that branch of economics whichlglevith the economic decision making of individuaits
such as the seller and the buyer. It takes intsidenation the small components of the whole econdtalso deals with
the process of price determination in the casendividual products and factors of production. lic@ancerned with the

optimization goals of individual consumers and proers. It studies the flow of economic resourcesfione individual
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owner to another. The microeconomic theory takesaccount the aggregates over homogeneous products

IMPORTANCE OF MICROECONOMICS
To Understand the Working of the Economy

Microeconomics is of great significance in undendiag the working of a free enterprise. In sucheaonomy,
there is no agency that determines that plan aratdioates the working of the economic system. B&sic decisions such
as how to produce, what to produce, how to disteland what to consume are taken by sellers andrbwyithout any
external intervention. The government cannot enstfieient working of the economy in the absencé¢hef free enterprise

economy.
Points out the Drawbacks of Monopoly

The power of giant firms over the output and pridea product are the elements of problems comindeun
monopoly. Microeconomics shows how a monopoly czed|to misallocation of resource and can lead tosa of

economic efficiency.
Explains that Price Mechanism Fails Under the Presee of Externalities

Externalities are said to exist when the productioeonsumption of a good affects other people thase who
produce, sell or buy it. It can be in the form afeznal economies or diseconomies. Microeconongegals that when

externalities are present, the free working offithee mechanism fails.
Helps Businessmen

Microeconomics helps businessmen in the attainm&maximum productivity with existing resources that

they can make decisions regarding consumer demahtha cost of the product.
Helpful for Other Branches

The analysis of microeconomics is frequently amplie the different applied branches of economiashsas

public finance and international economics. It distps in understanding problems connected witatian.

LIMITATIONS OF MICROECONOMICS

Full Employment Assumption

Microeconomics is based on the assumption of fufpleyment of resources in the economy. This is alisgc in

the real world where there exists unemploymenesburces.
Laissez-Faire Policy

Microeconomics is based on the assumption of laifasiee policy, which means “Let alone the individu But

this policy is no longer practiced. This policy eddwith the Great Depression of the 1930s.
Incomplete Picture of the Economy

Microeconomics is only concerned with individualtanit neglects the economy as a whole.
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Misleading Use of Microeconomics

Microeconomics can be misleading in analyzing wasi@conomic problems. For example, measures aimed a

controlling prices of individual goods cannot belgd with much advantage for controlling genenat@ level.

MACROECONOMICS

Macroeconomics is that branch of economics whicldwith aggregates and averages of the entireoecgn
such as, total output, national income and investmelt deals with the general price level in angoreomy.
It is concerned with the optimization of the grovgtocess of the entire economy. It studies theutarcflow of income
and expenditure between different sectors of thenemy. It helps in making policies in order to aohtinflation.
It takes into consideration the aggregates ovesrbgeneous products. Modern macroeconomics anallyess factors
which determine the increase in productive capaaitg national income in the long run. This problencalled the

problem of economic growth.
The Major Issues and Concerns of Macroeconomics Are
* Employment and unemployment
» Determination of national income
» General price level and inflation
e Business cycles
» Stagflation
e Economic growth
« Balance of payments and exchange rates

In modern macroeconomics, the intervention by tlweghment to influence economic activity is well
recognized. There are three main types of econpuiicies that are used by the government to inteetine working of
macroeconomy. They include fiscal policy, monetpojicy and growth policies. There are three maiaelgpments in
macroeconomics in the post-Keynesian period. lluohes monetarism, supply-side economics and rdtiexgectations
theory. The main body of macroeconomic theory asplo a developed and capitalist economy. A cagtitatonomy is
one where productive assets are owned either birbgtindividuals or firms. These employ othersvtork with the
productive assets in order to produce output corime. Here, economic decisions are taken by indal&land firms that

act independently of one another and are coordirthteugh the market mechanism.

The term ‘Macro’ was first used in economics by RagFrisch in 1933. But as a methodological apgrpac
it originated with the mercantilists in the™ @nd 17" centuries. They were concerned with the econorystem as a
whole. In the words of Prof. Ackley, “Macroeconomiideals with economic affairs in the large, it cmns the overall
dimensions of economic life. It looks at the tatale and shape and functioning of the “elephanBaifnomic experience,
rather than working of articulation or dimensiong tbe individual parts. It studies the character thé forest,
independently of the trees which compose it.” Macmomics is also known as the theory of incomeenpgloyment or

simply income analysis.
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IMPORTANCE OF MACROECONOMICS

To Understand the Functioning of the Economic Syste

The study of macroeconomics is very helpful for enstnding the working of the economy. The maimeaac
problems are related to the behavior of variableh ss total income, output and employment. Thesebles can be

statistically measured which facilitate analyzihg effects on the working of the economy.
In Economic Policies

Macroeconomics helps in making economic policiesdive the bottlenecks that arise in the economspecally

inflation. The two main policies include fiscal amibnetary policy.

In Economic Growth

The resources and capabilities of an economy aastu@ed on the basis of macroeconomics. Decisionls a
policies for the overall increase in national in@mutput, and employment are framed so as to miseall economic

development.
In Trade Cycles

After the Great Depression, the economy witnessgh fiuctuations in the trade cycle. Macroeconontiedps
determine the reasons behind the fluctuations éntthde cycle. As such, the importance of macrogmics as an

approach to economic problem emerged at this time.
To Study and Understand Behavioural Pattern of Indvidual Units

Macroeconomics helps in understanding the indidide@nomic units. For example, demand for individua

products depends upon aggregate demand in the mgono
LIMITATIONS OF MACROECONOMICS

Fallacy of Composition

Macroeconomics is based on the fact that aggresairomic behavior is the sum total of individualivates.
But what is true of individuals is not necessatilye of the economy as a whole. For example, savamng a private virtue

but a public vice.
To consider Aggregates as Homogenous

The macroeconomic analysis considers the aggregatdsomogenous. It does not care about their altestnucture.

This makes it difficult to get a proper idea of tlaiables.
Aggregate Variables may not be Important

The aggregate variables which form the economitesyanay not be of much significance. For instaribe,
national income of a country is a total of all midual incomes. A rise in national income does me@an that individual

incomes have risen.

Impact Factor(JCC): 3.7985 - This article can be downloaded from www.impactjournals.us




[ 124 Arya Salim |

Misleading Use of Macroeconomics

Indiscriminate use of macroeconomics in analyzhggroblem of the real world can be misleading.iRstance,
measures aimed at controlling general prices cabaapplied with much advantage for controllingcesi of individual

goods.
Statistical and Conceptual Difficulties

The measurement of macroeconomic variables is Ia@tya simple. Use of mathematical and statisticathnds makes

the subject complicated.
CONCLUSIONS

The discipline of economics is broadly divided itd@ main branches — microeconomics and macroecmsom
Both the terms micro and macro were coined by tmmemist Ragnar Frisch. Microeconomics deals with économic
actions and behaviors of individual units and sngatiups of individual units, whereas macroecononainalyses the
behavior of the economic system in totality or esiji Microeconomics is also known as price theamyd
macroeconomics is also called income theory. Thieotikes of microeconomics and macroeconomics dfferent.
The objective of microeconomics on the demand sEde maximize utility, whereas on the supply sisléo maximize
profits at the minimum cost. On the other hand, thein objectives of macroeconomics are full emplegin price
stability, economic growth and a favourable balanE@ayment. The basis of microeconomics is theepmechanism
which functions with the help of demand and supfasces. These forces help to understand the equitib price
prevailing in the market. On the other hand, thsivaf macroeconomics are national income, employnautput and
general price level which are determined by totahdnd and total supply. Both disciplines have tbein uses but are not

free from limitations.
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