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Macroeconomics

• Macroeconomics is the economics of economies.

• Macroeconomics studies economies when taken as
a whole and, in particular, investigates how an
economy works.

• As distinguished from microeconomics, macroeco-

nomic analysis minimizes what is taken as given.

• The central concerns of macroeconomics are

 macroeconomic fluctuations (Great Recession)

 long-term economic growth (Great Divergence).
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The magnificent seven

• This course focuses on macroeconomic fluctuations
and, specifically, proposes explanations of the
behaviour of the seven following variables.

 GDP – measure of economic activity

 inflation rate – measure of economic stress

 interest rate – basic price in the financial sector

 exchange rate – foreign price of home currency

 unemployment rate – performance indicator

 government budget deficit (or government debt)

 foreign deficit – trade balance in deficit
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Main theoretical lessons

• This course relies on three insights to explain how
an economy operates and generates outcomes.

 Feedback processes account for the persistence
of certain phenomena through multiplier effects:
economic growth, unemployment, inflation...

 Optimizing behaviour by agents of the economy
justifies the simultaneous attainment by several
markets of stable states (e.g., arbitrage).

 Limits to what a government can do, control or
achieve in an economy (policies must take into
account how people react to them).
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... but actually
you are here.

Macro
textbooks

want you to
believe that

you are
over here...
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Problems in the study of “reality”

• The act of perception creates reality. Does “reality”
only exist in our brains? Color, for instance, is an
emergent feature of brain activity.

• The understanding economic reality presumes a
conceptual framework that guides our interaction
with reality and within which reality is interpreted.

• The same reality may be interpreted differently in
alternative frameworks. Was the 2008 financial
crisis due to too much or to too little government
regulation? Was it a market or a policy failure?
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Old woman or young lady?
Steven Mark Cohn (2006): Reintroducing macroeconomics, p. 5
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The Necker cube
Daniel Reisberg (2009):
Exploring the science of mind, p. 62
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The vase/profiles figure
Daniel Reisberg (2009): Exploring the science of mind, p. 63



12 Session 2

Hidden figure: is it “really” there or are we making it up?
(Does the answer depend on whether you know English?)

Daniel Reisberg (2009) Exploring the science of mind, p. 64
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The grid illusion
(Gray squares at the intersections of the white boundaries)

David Rosenbaum (2014): How competition and cooperation in the brain shape the mind, p. 85
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Müller-Lyer illusion
Michael Clark (2012): Paradoxes from A to Z

https://en.wikipedia.org/wiki/M%C3%BCller-Lyer_illusion
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Ponzo illusion
https://en.wikipedia.org/wiki/Optical_illusion
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The checkered shadow illusion (developed by Edward H. Adelson)
Christian Jarrett (2014): Great myths of the brain, Plate 28
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The checkered shadow illusion (developed by Edward H. Adelson)
Christian Jarrett (2014): Great myths of the brain, Plate 28



18 Session 2

Data manipulation

• The numbers in the table represent the amount of a
certain economic variable (like production).

• The sum of the values of four consecutive quarters
provides the annual value V of the variable. The
government announces V every two quarters.

• Though the value of V oscillates, the government
may induce people to believe that V grows by
choosing to report the value of V in an odd quarter.
In this case, the government would announce
values 40, 41, 42, 43, 44...
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quar

ter
1 2 3 4 5 6 7 8 9 10 11 12

value 10 10 10 10 9 12 7 14 4 18 3 19

quar

ter
1 2 3 4 5 6 7 8 9 10 11 12 13

value 10 10 10 10 9 12 7 14 4 18 3 19

V 40 39 41 38 42 37 43 36 44
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Fallacy of composition

• The fallacy of composition occurs when it is
automatically presumed that what is true at a
certain scale (the individual level) is true at a larger
scale (the group, or economy, level).

• Example 1. A seller reducing prices may sell more
products. But if every seller reduces prices, it is not
true that all of them would sell more products.

• Example 2. If everybody leaves home earlier to
avoid a traffic jam, the jam is no avoided but
merely brought forward.
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