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ABSTRACT 

This article is the overview of 

microeconomics and macroeconomics. 

Economics is concerned with the well-being 

of all people, including those with jobs and 

those without jobs, as well as those with 

high incomes and those with low incomes. 

Economics acknowledges that production 

of useful goods and services can create 

problems of environmental pollution. 

Economics is divided into two different 

categories: microeconomics and 

macroeconomics. While these two branches 

of economics appear to be different, they 

are actually interdependent and 

complement one another since there are 

many overlapping issues between the two 

fields. Macroeconomics is a branch of 

economics dealing with the performance, 

structure, behavior, and decision-making 

of an economy as a whole. This includes 

regional, national, and global economies. 

Microeconomics is a branch of economics 

that studies the behaviour of individuals 

and firms in making decisions regarding 

the allocation of scarce resources and the 

interactions among these individuals and 

firms. The main difference is that micro 

looks at small segments and macro looks 

at the whole economy. But, there are other 

differences. They are both similar in so 

many ways like Micro effects 

macroeconomics and vice versa. If we see 

a rise in oil prices, this will have a 

significant impact on cost-push inflation. If 

technology reduces costs, this enables 

faster economic growth. Macroeconomics 

and microeconomics play key roles in 

creating a successful organization. Both 

branches of economics expose a company’s 

financial weaknesses, insight intothe 

future, and an ability to plan for a 

company’s success. 
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INTRODUCTION 

Economics is divided into two different 

categories: microeconomics and 

macroeconomics. Microeconomics is the 

study of individuals and business 

decisions, while macroeconomics looks at 

the decisions of countries and 

governments [1]. While these two 

branches of economics appear to be 

different, they are actually 

interdependent and complement one 

another since there are many overlapping 

issues between the two fields [2]. 

Economics is concerned with the well-

being of all people, including those with 

jobs and those without jobs, as well as 

those with high incomes and those with 

low incomes [3]. Economics acknowledges 

that production of useful goods and 

services can create problems of 

environmental pollution [4]. It explores 

the question of how investing in 

education helps to develop workers’ skills 

[5]. It probes questions like how o tell 

when big businesses or big labor unions 

are operating in a way that benefits 

society as a whole and when they are 

operating in a way that benefits their 

owners or members at the expense of 

others. It looks at how government 

spending, taxes, and regulations affect 

decisions about production and 

consumption [6]. It should be clear by 

now that economics covers a lot of 

ground. That ground can be divided into 

two parts: Microeconomics focuses on the 

actions of individual agents within the 

economy, like households, workers, and 

businesses; Macroeconomics looks at the 

economy as a whole [7]. It focuses on 

broad issues such as growth of 

production, the number of unemployed 

people, the inflationary increase in prices, 

government deficits, and levels of exports 

and imports. Microeconomics and 



http://www.inosr.net/inosr-humanities-and-social-sciences/ 

Fynn 

INOSR HUMANITIES AND SOCIAL SCIENCES 2(1): 11-17, 2016.  

12 
 

macroeconomics are not separate 

subjects, but rather complementary 

perspectives on the overall subject of the 

economy [8]. 

To understand why both microeconomic 

and macroeconomic perspectives are 

useful, consider the problem of studying 

a biological ecosystem like a lake. One 

person who sets out to study the lake 

might focus on specific topics: certain 

kinds of algae or plant life; the 

characteristics of particular fish or snails; 

or the trees surrounding the lake. Another 

person might take an overall view and 

instead consider the entire ecosystem of 

the lake from top to bottom; what eats 

what, how the system stays in a rough 

balance, and what environmental stresses 

affect this balance. Both approaches are 

useful, and both examine the same lake, 

but the viewpoints are different. In a 

similar way, both microeconomics and 

macroeconomics study the same 

economy, but each has a different 

viewpoint [9]. 

Whether you are looking at lakes or 

economics, the micro and the macro 

insights should blend with each other 

[10]. In studying a lake, the micro insights 

about particular plants and animals help 

to understand the overall food chain, 

while the macro insights about the overall 

food chain help to explain the 

environment in which individual plants 

and animals live. In economics, the micro 

decisions of individual businesses are 

influenced by whether the macroeconomy 

is healthy; for example, firms will be more 

likely to hire workers if the overall 

economy is growing. In turn, the 

performance of the macroeconomy 

ultimately depends on the microeconomic 

decisions made by individual households 

and businesses [11]. 

Macroeconomics 

Macroeconomics is a branch of economics 

dealing with the performance, structure, 

behavior, and decision-making of an 

economy as a whole. This includes 

regional, national, and global economies 

[12]. While macroeconomics is a broad 

field of study, there are two areas of 

research that are emblematic of the 

discipline: the attempt to understand the 

causes and consequences of short-run 

fluctuations in national income (the 

business cycle), and the attempt to 

understand the determinants of long-run 

economic growth. 

Macroeconomic models and their 

forecasts are used by governments to 

assist in the development and evaluation 

of economic policy [13]. Macroeconomists 

study aggregated indicators such as GDP, 

unemployment rates, national income, 

price indices, and the interrelations 

among the different sectors of the 

economy to better understand how the 

whole economy functions [14]. They also 

develop models that explain the 

relationship between such factors as 

national income, output, consumption, 

unemployment, inflation, saving, 

investment, energy, international trade, 

and international finance [15]. 

Macroeconomics and microeconomics, a 

pair of terms coined by Ragnar Frisch, are 

the two most general fields in economics. 

In contrast to macroeconomics, 

microeconomics is the branch of 

economics that studies the behavior of 

individuals and firms in making decisions 

and the interactions among these 

individuals and firms in narrowly-defined 

markets. The central problems of an 

economy are 1. What to produce? 2. How 

to produce? 3. For whom to produce? 

Basic macroeconomic concepts 

Macroeconomics encompasses a variety of 

concepts and variables, but there are 

three central topics for macroeconomic 

research [16]. Macroeconomic theories 

usually relate the phenomena of output, 

unemployment, and inflation. Outside of 

macroeconomic theory, these topics are 

also important to all economic agents 

including workers, consumers, and 

producers. 

 Output and income 

National output is the total amount of 

everything a country produces in a given 

period of time. Everything that is 

produced and sold generates an equal 

amount of income. The total output of the 

economy is measured GDP per person. 

The output and income are usually 

considered equivalent and the two terms 

are often used interchangeably, output 

changes into income. Output can be 
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measured or it can be viewed from the 

production side and measured as the total 

value of final goods and services or the 

sum of all value added in the economy. 

Macroeconomic output is usually 

measured by gross domestic product 

(GDP) or one of the other national 

accounts. Economists interested in long-

run increases in output study economic 

growth. Advances in technology, 

accumulation of machinery and other 

capital, and better education and human 

capital are all factors that lead to increase 

economic output over time. However, 

output does not always increase 

consistently over time. Business cycles 

can cause short-term drops in output 

called recessions. Economists look for 

macroeconomic policies that prevent 

economies from slipping into recessions 

and that lead to faster long-term growth 

[17]. 

 Unemployment 

A chart using US data showing the 

relationship between economic growth 

and unemployment expressed by Okun's 

law. The relationship demonstrates 

cyclical unemployment. Economic growth 

leads to a lower unemployment rate. The 

amount of unemployment in an economy 

is measured by the unemployment rate, 

i.e. the percentage of workers without 

jobs in the labor force. The 

unemployment rate in the labor force 

only includes workers actively looking for 

jobs. People who are retired, pursuing 

education, or discouraged from seeking 

work by a lack of job prospects are 

excluded. Unemployment can be generally 

broken down into several types that are 

related to different causes. 

 Classical unemployment theory 

suggests that unemployment 

occurs when wages are too high 

for employers to be willing to hire 

more workers. Other more modern 

economic theories suggest that 

increased wages actually decrease 

unemployment by creating more 

consumer demand. According to 

[18], unemployment results from 

reduced demand for the goods and 

services produced through labor 

and suggest that only in markets 

where profit margins are very low, 

and in which the market will not 

bear a price increase of product or 

service, will higher wages result in 

unemployment. 

 Consistent with classical 

unemployment theory, frictional 

unemployment occurs when 

appropriate job vacancies exist for 

a worker, but the length of time 

needed to search for and find the 

job leads to a period of 

unemployment. 

 Structural unemployment covers a 

variety of possible causes of 

unemployment including a 

mismatch between workers' skills 

and the skills required for open 

jobs. Large amounts of structural 

unemployment commonly occur 

when an economy shifts to focus 

on new industries and workers 

find their previous set of skills are 

no longer in demand. Structural 

unemployment is similar to 

frictional unemployment as both 

reflect the problem of matching 

workers with job vacancies, but 

structural unemployment also 

covers the time needed to acquire 

new skills in addition to the short-

term search process. 

 While some types of 

unemployment may occur 

regardless of the condition of the 

economy, cyclical unemployment 

occurs when growth stagnates. 

Okun's law represents the 

empirical relationship between 

unemployment and economic 

growth. The original version of 

Okun's law states that a 3% 

increase in output would lead to a 

1% decrease in unemployment. 

 Inflation and deflation 

The ten-year moving averages of changes 

in price level and growth in money supply 

(using the measure of M2, the supply of 

hard currency and money held in most 

types of bank accounts) in the US from 

1875 to 2011. Over the long run, the two 

series show a close relationship. A general 

price increase across the entire economy 

is called inflation. When prices decrease, 
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there is deflation. Economists measure 

these changes in prices with price 

indexes. Inflation can occur when an 

economy becomes overheated and grows 

too quickly. Similarly, a declining 

economy can lead to deflation. Central 

bankers, who manage a country's money 

supply, try to avoid changes in price level 

by using monetary policy. Raising interest 

rates or reducing the supply of money in 

an economy will reduce inflation. 

Inflation can lead to increased uncertainty 

and other negative consequences. 

Deflation can lower economic output. 

Central bankers try to stabilize prices to 

protect economies from the negative 

consequences of price changes. Changes 

in price level may be the result of several 

factors. The quantity theory of money 

holds that changes in price level are 

directly related to changes in the money 

supply. Most economists believe that this 

relationship explains long-run changes in 

the price level. Short-run fluctuations may 

also be related to monetary factors, but 

changes in aggregate demand and 

aggregate supply can also influence price 

level. For example, a decrease in demand 

due to a recession can lead to lower price 

levels and deflation. A negative supply 

shock, such as an oil crisis, lowers 

aggregate supply and can cause inflation. 

Microeconomics 

Microeconomics is a branch of economics 

that studies the behaviour of individuals 

and firms in making decisions regarding 

the allocation of scarce resources and the 

interactions among these individuals and 

firms [19]. One goal of microeconomics is 

to analyze the market mechanisms that 

establish relative prices among goods and 

services and allocate limited resources 

among alternative uses [20]. 

Microeconomics shows conditions under 

which free markets lead to desirable 

allocations. It also analyzes market 

failure, where markets fail to produce 

efficient results [21]. 

While microeconomics focuses on firms 

and individuals, macroeconomics focuses 

on the sum total of economic activity, 

dealing with the issues of growth, 

inflation, and unemployment and with 

national policies relating to these issues 

[22]. Microeconomics also deals with the 

effects of economic policies (such as 

changing taxation levels) on 

microeconomic behavior and thus on the 

aforementioned aspects of the economy 

[23]. Particularly in the wake of the Lucas 

critique, much of modern macroeconomic 

theories has been built upon 

microfoundations i.e. based upon basic 

assumptions about micro-level behavior 

[24]. 

Microeconomics involves several key 

principles including (but not limited to): 

 Demand, Supply, and Equilibrium  

Prices are determined by the 

theory of supply and demand. 

Under this theory, suppliers offer 

the same price demanded by 

consumers in a perfectly 

competitive market. This creates 

economic equilibrium. 

 Production Theory: This is the 

study of production. 

 Costs of Production: According to 

this theory, the price of goods or 

services is determined by the cost 

of the resources used during 

production. 

 Labor Economics: This principle 

looks at workers and employers, 

and tries to understand the pattern 

of wages, employment, and income 

The main differences between micro 

and macro economics 

1. Small segment of economy vs 

whole aggregate economy. 

2. Microeconomics works on the 

principle that markets soon create 

equilibrium. In macro economics, 

the economy may be in a state 

of disequilibrium (boom or 

recession) for a longer period. 

3. There is little debate about the 

basic principles of micro-

economics. Macro economics is 

more contentious. There are 

different schools of macro 

economics offering different 

explanations (e.g. Keynesian, 

Monetarist, Austrian, Real Business 

cycle e.t.c). 

4. Macro economics places greater 

emphasis on empirical data and 

trying to explain it. Micro 

economics tends to work from 
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theory first – though this is not 

always the case. 

The main difference is that micro looks at 

small segments and macro looks at the 

whole economy. But, there are other 

differences. 

Equilibrium – Disequilibrium 

Classical economic analysis assumes 

that markets return to equilibrium (S=D). 

If demand increases faster than supply, 

this causes price to rise, and firms 

respond by increasing supply. For a long 

time, it was assumed that the macro 

economy behaved in the same way as 

micro economic analysis. Before, the 

1930s, there wasn’t really a separate 

branch of economics called 

macroeconomics. 

Great Depression and birth of 

Macroeconomics 

In the 1930s, economies were clearly not 

in equilibrium. There was high 

unemployment, output was below 

capacity, and there was a state of 

disequilibrium. Classical economics 

didn’t really have an explanation for this 

dis-equilibrium, which from a micro 

perspective, shouldn’t occur [25]. 

In 1936, J.M.Keynes produced his The 

General Theory of Employment, Interest 

and Money; this examined why the 

depression was lasting so long. It 

examined why we can be in a state of 

disequilibrium in the macro economy. 

Keynes observed that we could have a 

negative output gap (disequilibrium in the 

macro-economy) for a prolonged time. In 

other words, microeconomic principles of 

markets clearing, didn’t necessarily apply 

to macro economics. Keynes wasn’t the 

only economist to investigate this new 

branch of economics. For example, Irving 

Fisher examined the role of debt deflation 

in explaining the great depression. But, 

Keynes’ theory was the most wide-ranging 

explanation and played a large role in 

creating the new branch of 

macroeconomics [26]. 

Since 1936, macroeconomics developed 

as a separate strand within economics. 

There have been competing explanations 

for issues such as inflation, recessions 

and economic growth. 

Similarities between microeconomics 

and macroeconomics 

Although it is convenient to split up 

economics into two branches – 

microeconomics and macroeconomics, it 

is to some extent an artificial divide. 

1. Micro principles are used in 

macroeconomics. If you study the 

impact of devaluation, you are 

likely to use same economic 

principles, such as the elasticity of 

demand to changes in price. 

2. Micro effects macroeconomics and 

vice versa. If we see a rise in oil 

prices, this will have a significant 

impact on cost-push inflation. If 

technology reduces costs, this 

enables faster economic growth. 

3. Blurring of distinction. If house 

prices rise, this is a micro 

economic effect for the housing 

market. But, the housing market is 

so influential that it could also be 

considered a macro-economic 

variable, and will influence 

monetary policy. 

4. There have been efforts to use 

computer models of household 

behaviour to predict the impact on 

the macro economy. 

CONCLUSION 

Macroeconomics and microeconomics 

play key roles in creating a successful 

organization. Both branches of economics 

expose a company’s financial weaknesses, 

insight into the future, and an ability to 

plan for a company’s success. 

Macroeconomics and microeconomics are 

invaluable to a company as paying 

attention to such factors and 

incorporating them into a company’s 

strategy will aid in the efforts of creating 

a strong and growing company. Calling 

unemployment, inflation, the business 

cycle, foreign exchanges, and long-term 

economic growth "problems" suggests a 

search for solutions. To some observers, 

the only obvious problem-solver around 

is the government. And that suggests then 

that government policy should be the 

focus of discussion. But of course the 

optimal government policy may be to 

have no policy. In the long run a central 

question in macroeconomics is: What 

kinds of policies, if any, should the 

https://www.economicshelp.org/microessays/equilibrium/market-equilibrium.html
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government set to cure macroeconomic 

problems? Another, more fundamental 

question, is: what is society's vision of the 

macroeconomic Promised Land? 
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