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Chapter VI: MACROECONOMIC INDICATORS AND ECONOMIC POLICY______ 
Introduction 

To understand the performance of an economy, economists rely on key macroeconomic indicators and policy 

tools. Among the most important are national income and Gross Domestic Product (GDP), inflation and deflation, and 

fiscal and monetary policy. 

National income and GDP measure the overall economic activity of a country. Inflation and deflation describe changes 

in the general level of prices. Fiscal and monetary policies are the main instruments governments and central banks use 

to manage the economy. 

These elements are closely related because economic policies influence national income and price stability, which in 

turn affect economic growth and the well-being of citizens. 

 

I. National Income and GDP 
1. Definition of GDP 

Gross Domestic Product (GDP) is the total monetary value of all final goods and services produced within a country 

during a specific period, usually one year. 

GDP is one of the most important indicators used to measure economic performance and growth. 

Example: If a country produces cars, food, clothing, and services such as education or healthcare, the total value of 

these productions contributes to its GDP. 

 

2. National Income 

National income refers to the total income earned by a country's residents from the production of goods and services. 

It includes income from: 

• Wages and salaries 

• Profits of companies 

• Rent 

• Interest 

National income therefore represents the earnings generated by economic activity. 

 

3. Importance of GDP and National Income 

They help economists and governments to: 

• Measure economic growth 

• Compare the performance of different economies 

• Evaluate living standards 

• Plan economic policies 

However, GDP does not measure everything. It does not fully account for: 

• Income inequality • Environmental damage • Informal economic activity 

 

II. Inflation and Deflation 
1. Inflation 

Inflation is the sustained increase in the general price level of goods and services over time. 

When inflation occurs: 

• The purchasing power of money decreases 

• Consumers need more money to buy the same goods. 

Causes of inflation 

Inflation can be caused by: 

• Demand-pull inflation: demand for goods exceeds 

supply. 

• Cost-push inflation: production costs increase. 

• Increase in money supply. 

Effects of inflation 

• Reduction of purchasing 

power 

• Higher cost of living • Uncertainty in economic 

planning 

Moderate inflation is normal, but very high inflation can damage the economy. 

2. Deflation 

Deflation is the opposite of inflation. It refers to a general decrease in prices over time. 

Although lower prices may seem beneficial, deflation can create serious economic problems. 



Effects of deflation 

• Consumers delay purchases expecting lower prices 

• Businesses reduce production 

• Companies may reduce wages or employment 

• Economic activity slows down 

For this reason, persistent deflation is often considered dangerous for an economy. 

 

III. Fiscal and Monetary Policy 
Governments and central banks use economic policies to manage growth, employment, and price stability. 

1. Fiscal Policy 

Fiscal policy refers to the government's use of taxation and public spending to influence the economy. 

Main tools of fiscal policy 

• Government spending (infrastructure, education, 

healthcare) 

• Taxes 

• Public investment

 

Types of fiscal policy 

Expansionary fiscal policy 

• Government increases spending or reduces taxes 

• Used during economic recessions to stimulate 

growth 

 

Contractionary fiscal policy 

• Government reduces spending or increases taxes 

• Used to control inflation or reduce budget deficits 

 

2. Monetary Policy 

Monetary policy is conducted by the central bank and aims to control the money supply and interest rates. 

Main tools of monetary policy:  

• Interest rates 

• Money supply 

• Open market operations (buying or selling 

government bonds) 

Types of monetary policy 

Expansionary monetary policy 

• Lower interest rates 

• Increase money supply 

• Encourage borrowing and investment 

Contractionary monetary policy 

• Higher interest rates 

• Reduce money supply 

• Control inflation 

 

IV. Relationship Between These Three Aspects 
These three elements are strongly interconnected. 

1. GDP and Inflation 

When economic activity grows rapidly and GDP increases, demand for goods may rise faster than supply, which can 

lead to inflation. 

On the other hand, when GDP declines, economic demand decreases and the economy may face deflation or 

recession. 

 

2. Role of Fiscal Policy 

Governments use fiscal policy to influence national income and economic growth. 

For example: 

• Increasing public spending can increase GDP and employment. 

• Reducing taxes can stimulate consumer spending. 

 

3. Role of Monetary Policy 

Central banks use monetary policy mainly to control inflation and stabilize the economy. 

For example: 

• Increasing interest rates can reduce inflation. 

• Lowering interest rates can stimulate economic growth. 

 

4. Economic Stability 

A balanced combination of fiscal and monetary policies helps achieve: 

• Stable economic growth 

• Low inflation 



• Higher employment 

• Sustainable national income growth 

 

Conclusion 
National income and GDP measure the level of economic activity in a country, while inflation and deflation describe 

the evolution of prices in the economy. Fiscal and monetary policies are the main tools used by governments and 

central banks to regulate these economic conditions. 

Because economic growth, price stability, and public policies are interconnected, effective economic management 

requires a careful balance between these factors. Understanding these relationships helps explain how modern 

economies function and how governments attempt to maintain stability and growth. 

 

Let’s practice____________________________ 
Activity 1: Choose the correct answer. 

1. Gross Domestic Product (GDP) measures: 

a) The number of companies in a country 

b) The total value of goods and services produced in a country 

c) The total population of a country 

d) The number of exports only 

2. National income refers to: 

a) The total taxes collected by the government 

b) The income earned by residents from economic activity 

c) The value of imports and exports 

d) The money saved by households 

3. Inflation occurs when: 

a) Prices generally decrease over time 

b) The value of money increases 

c) The general price level rises 

d) Production stops in the economy 

4. Deflation refers to: 

a) A decrease in the general price level 

b) A rise in employment 

c) A rise in government spending 

d) A rise in exports 

5. Fiscal policy is mainly controlled by: 

a) Commercial banks 

b) The government 

c) Consumers 

d) Private companies 

6. Monetary policy is mainly conducted by: 

a) The central bank 

b) Farmers 

c) The Ministry of Education 

d) Private investors 

 

Activity 2: Indicate whether the statements are True (T) or False (F). 

1. GDP measures the total value of goods and services produced in a country. _____ 

2. Inflation increases the purchasing power of money. _____ 

3. Deflation means that prices generally decrease. ______ 

4. Fiscal policy involves government taxes and spending. ______ 

5. Monetary policy is used to control money supply and interest rates. ______ 

6. National income represents the income earned from economic production. _____ 

 

Answer Key: Activity 1 

1 → b - 2 → b - 3 → c - 4 → a - 5 → b - 6 → a 

Answer Key: Activity 2 

1 → True - 2 → False - 3 → True - 4 → True - 5 → True - 6 → True 


