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Preface
We have a great pleasure to bring forth our first edition of the text book on Introduction to

Economics, prepared strictly according to the revised syllabus for credit based semester system
introduced for F.Y. BMM degree course of the University of Mumbai.

It is our sincere efforts to make the topics simple and present them to the brilliant as well as
average and below average students. At the end of the chapters, review questions will help the students
for preparation in their exam.

We acknowledge our special gratitude to all those authors and publishers, whom we have
referred in the course of writing this book. We also take this opportunity to express our deep sense of
gratitude to our Principal, Teacher Colleagues, our family members and friends for their support in
this endeavour. We would like to express our sincere thanks to Shri S.K. Srivastava and Ms. Nimisha
and other staff of M/s Himalaya Publishing House Pvt. Ltd.

We hope that this book will be warmly accepted by the students and teachers. Constructive and
valuable suggestions are welcomed from the students and teaching fraternity for further improvement
of the book.
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Syllabus
Objective: No. of Lectures – 50

The aim of this paper is to introduce the basic concepts of Micro and Macro Economics to First
Year BMM students. Coupled with this, a basic understanding of the Indian economy is crucial for
media students. This will sensitise them on economic issues relevant to India. Considering the
augmenting importance of the media in highlighting and debating such concerns, a brief overview is
essential.
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Monopolistic Competition and Oligopoly

(2)

SECTION II MACROECONOMICS (28)

1 Introduction: Meaning and scope of macroeconomics – Concepts of
National Income – GNP, GDP, NNP, NDP, Per Capita Income – Circular
flow of income – Trade Cycles – Features and Phases

(4)

2. Money and Inflation: Meaning and function of money – Constituents and
Determinants of money supply – Velocity of circulation of money – RBI’s
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4 Overview of Indian Economy: Structure and macroeconomic scenario –
salient features – challenges and economic issues – poverty-
unemployment – infrastructure – population – India’s position in world
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5 Introduction to External Sector: Balance of Payments – Exchange Rate–
Trade Policy – Free Trade and Protectionism – FDI – FII. World
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Section I: Basic Concepts in Microeconomics

Chapter One

INTRODUCTION TO ECONOMICS

Structure:
1.1 Introduction to Economics
1.2 Definitions of Economics
1.3 Basic Concept, Wealth, Welfare and Scarcity
1.4 Nature of Economics
1.5 Scope of Economics
1.6 Importance of Study of Economics
1.7 Review Questions

1.1 INTRODUCTION TO ECONOMICS
The origin of the word Economics derived from two Greek words ‘Oikou’ and ‘Nomos’,

meaning ‘rule of the household’. In the traditional joint family system, head of the family use to
decide how the family income was to be earned and spent so as to get maximum satisfaction. It was
felt that if each and every individual will maximise, the state will have maximum welfare. Thus, the
concept of economics extended to the state.

1.2 DEFINITIONS OF ECONOMICS
Adam Smith who is also known as Father of Economics defined the concept of economics in his

book in 1776 – ‘An Enquiry into the Nature and Causes of Wealth of Nation’. According to him, it
is a science which enquires in to the nature and causes of wealth of nation. Thus, first time
economics got its recognition as a science. This definition was severly criticised because in that
religious era, religion emphasised the concept of simple living and high thinking whereas Adam Smith
focusing on gathering more and more wealth. Smith established the classical school of economics and
his emphasis on wealth gives his definition a popular connotation of wealth-oriented definition of
economics.

At later stage, Alfred Marshall in his book, ‘Principle of Economics’, gave welfare-oriented
definition of economics. According to him, “Economics is a science which studies mankind in the
ordinary business of life. It examines that part of the individual and social action which is most
closely connected with the attainment an material use of requisites of well-being. Thus, on the one
side, it is study of wealth and on the other, and more important side, it is a part of the study of man”.

His definition was criticised as he has given more importance to welfare related material goods
only. In his view, services which produces material goods like carpenter produces furniture, potter
produces pots is to be included in economic activity, whereas services of doctor, teachers, lawyers,
musicians, etc., were not included within the scope of economy.
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Lionel Robbins criticised the definition. According to him, all services tangible or intangible
were to be included in the scope of Economics. He stated that all services helps in promoting welfare.
Even services that produce non-material goods are to be included in the scope of economics. They are
scarce and have value and command a price and should be included in the scope of economics.

Lionel Robbins represents the new approach to economics. He shifted the emphasis from the
concept of welfare to the concept of scarcity. His definition is popularly known as the scarcity
definition of Economics.

Robbins’ Definition of Economics
Lionel Robbins in his book An Essay on the Nature and Significance of Economics says:

“Economics is a science which studies human behaviour as a relationship between ends and scarce
means which have alternative uses.”

This definition of economics highlights/lays down three propositions which make up the basic of
the structure of economics science:

1. Ends are unlimited: Ends refers to wants which are unlimited in nature. To satisfy multiple
wants, man has to work and thus the cycle of human activity begins. The greater the number
of wants the person has, the more efforts he has to undertake to satisfy his wants. Since
human wants are unlimited, man has to choose between his more urgent and less urgent
wants. He, therefore, has to grade his wants in order of priority listing the most urgent wants
first and then the least urgent wants.

2. Scarcity of means: Although wants are unlimited, the means to satisfy them are limited.
The term scarcity is used here in relation to demand and supply. A commodity may exist in
a small quantity, but nobody has any use for it, we shall not call it scarce in Economics.
Thus, rotten eggs, though much fewer than good ones are not scarce in the economics sense.
On the other hand, there may be huge stock of the commodity like wheat or coal in the
world, yet it is scarce because the demand for it is even larger than the supply for a
commodity and not its quantity alone.

3. Alternative uses of scarce resources: Robbins’ third proposition is that scarce means are
capable of being put to alternative uses. If a commodity can be put only to one use, few
economic problems would arise. However, resources can be put to alternative uses.
Fortunately, these alternative uses are not of equal importance. So, we can select the use to
which a commodity can be put. Take the example of steel. Let us assume for sake of
simplicity that steel has three uses – household, construction and machinery. A developing
nation would give priority to construction and machinery while a developed economy may
give priority to the household sector as its infrastructure and machinery base are well
developed.
No doubt, Robbins has made Economics a scientific study and his definition has become
popular among some economists. But his definition has also been criticised on several
grounds. Important ones are:
(i) Robbins has made Economics quite impersonal and colourless. By making it a

complete positive science and excluding normative aspects, he has narrowed down its
scope.

(ii) Robbins’ definition is totally silent about certain macroeconomic aspects such as
determination of national income and employment.
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(iii) His definition does not cover the theory of economic growth and development. While
Robbins takes resources as given and talks about their allocation, it is totally silent
about the measures to be taken to raise these resources, i.e., national income and wealth.

4. Science of dynamic growth and development: Although the fundamental economic
problem of scarcity in relation to needs is undisputed, it would not be proper to think that
economic resources - physical, human, financial are fixed and cannot be increased by human
ingenuity, exploration, exploitation and development. A modern and somewhat modified
definition is as follows:
“Economics is the study of how men and society choose, with or without the use of money,
produce various commodities over time and distribute them for consumption now and in
the future amongst various people and groups of society”.

– Paul A. Samuelson
The above definition is very comprehensive because it does not restrict to material well-
being or money measure as a limiting factor. But it considers economic growth over time.

1.3 BASIC CONCEPT, WEALTH, WELFARE AND SCARCITY

A. Wealth Definition
The early economists like J.E. Cairnes, J.B. Say, and F.A. Walker have defined economics as a

science of wealth. Adam Smith, who is also regarded as father of economics, stated that economics is
a science concerned with the nature and causes of wealth of nations. That is, economics deal with the
question as to how to acquire more and more wealth by a nation. J.S. Mill opined that it is the practical
science dealing with the production and distribution of wealth. The American economist F.A.Walker
says that economics is that body of knowledge, which relates to wealth. Thus, all these definitions
relate to wealth.

B. Welfare Definition
According to Marshall, economics not only analysis of the aspect of how to acquire wealth but

also how to utilise this wealth for obtaining material gains of human life. In fact, wealth has no
meaning in itself unless it is used to purchase all those things which are required for our sustenance as
well as for the comforts necessary for life. Marshall, thus, opined that wealth is a means to achieve
certain ends.

In other words, economics is not a science of wealth but a science of man primarily. It may be
called as the science which studies human welfare. Economics is concerned with those activities,
which relates to wealth not for its own sake, but for the sake of human welfare that it promotes.
According to Cannan, “The aim of political economy is the explanation of the general causes on which
the material welfare of human beings depends.” Marshall in his book, “Principles of Economics”,
published in 1890, describes economics as, “the study of mankind in the ordinary business of life; it
examines that part of the individual and social action which is most closely connected with the
attainment and with the use of the material requisites of well-being”.

C. Scarcity Definition
Lionel Robbins challenged the traditional view of the nature of economic science. His book,

“Nature and Significance of Economic Science”, published in 1932 gave a new idea of thinking
about what economics is. He called all the earlier definitions as classificatory and unscientific.
According to him, “Economics is the science which studies human behaviour as a relationship
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between ends and scarce means which have alternative uses”. This definition focused its attention
on a particular aspect of human behaviour, that is, behaviour associated with the utilisation of
scarce resources to achieve unlimited ends (wants). Robbins definition, thus, laid emphasis on the
following points:

1. ‘Ends’ are the wants, which every human being desires to satisfy. Want is an effective desire
for a thing, which can be satisfied by making an effort for obtaining it. We have unlimited
wants and as one want gets satisfied another arises. For instance, one may have the desire to
buy a car or a flat. Once the car or the flat is purchased, the person wishes to buy a more
spacious and designable car and the list of his wants does not stop here but goes on one after
another. As human wants are unlimited, we have to make a choice between the most urgent
want and less urgent wants. Thus, the problem of choice arises. That is why economics is
also called as a science of choice. If wants had been limited, they would have been satisfied
and there would have been no economic problem.

2. ‘Means’ or resources are limited. Means are required to be used for the satisfaction of
various wants. For instance, money is an important means to satisfy many of our wants. As
stated, means are scarce (short in supply in relation to demand) and as such these are to be
used optimally. In other words, scarce or limited means/resources are to be economised. We
should not make waste of the limited resources but utilise them very judiciously to get the
maximum satisfaction.

3. Robbins also said that, the scarce means have alternative uses. It means that a commodity or
resource can be put to different uses. Hence, the demand in the aggregate for that
commodity or resource is almost insatiable. For instance, if we have a hundred rupee note,
we can use it either to purchase a book or a fashionable clothe. We may use it in other
unlimited ways as we like. Let us now turn our attention to the definitions put forward by
modern economists. J.M. Keynes defined economics as the study of the management of
scarce resources and of the determination of income and employment in the economy. Thus,
his study centered on the causes of economic fluctuations to see how economic stability
could be established. According to F. Benham, economics is “a study of the factors affecting
the size, distribution and stability of a country’s national income”. Recently, economic
growth and development has taken an important place in the study of economics. Prof.
Samuelson has given a growth-oriented definition of economics. According to him,
economics is the study and use of scarce productive resources over time and distribute these
for present and future consumption.

In short, economics is a social science concerned with the use of scarce resources in an
optimum manner and in attainment of desired level of income, output, employment and economic
growth.

1.4 NATURE OF ECONOMICS
Under this, we generally discuss whether Economics is science or art or both and if it is a science

whether it is a positive science or a normative science or both.

Economics – As a Science and as an Art
Often a question arises – whether Economics is a science or an art or both.
(a) Economics is a science: A subject is considered science if:

● It is a systematised body of knowledge which studies the relationship between cause
and effect.
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● It is capable of measurement.
● It has its own methodological apparatus.
● It should have the ability to forecast.

If we analyse Economics, we find that it has all the features of science. Like science, it
studies cause-and-effect relationship between economic phenomena. To understand, let us
take the law of demand. It explains the cause-and-effect relationship between price and
demand for a commodity. It says, given other things constant, as price rises, the demand for
a commodity falls and vice versa. Here, the cause is price and the effect is fall in quantity
demanded. Similarly, like science, it is capable of being measured, the measurement is in
terms of money. It has its own methodology of study (induction and deduction) and it
forecasts the future market condition with the help of various statistical and non-statistical
tools.
But it is to be noted that Economics is not a perfect science. This is because Economists do
not have uniform opinion about a particular event. The subject matter of Economics is the
economic behaviour of man which is highly unpredictable. Money which is used to measure
outcomes in Economics is itself a dependent variable. It is not possible to make correct
predictions about the behaviour of economic variables.

(b) Economics is an art: Art is nothing but practice of knowledge. Whereas science teaches us
to know art teaches us to do. Unlike science which is theoretical, art is practical. If we
analyse Economics, we find that it has the features of an art also. Its various branches,
consumption, production, public finance, etc. provide practical solutions to various
economic problems. It helps in solving various economic problems which we face in our
day-to-day life.

Thus, Economics is both a science and an art. It is science in its methodology and art in its
application. Study of unemployment problem is science but framing suitable policies for reducing the
extent of unemployment is an art.

Economics as Positive Science and Economics as Normative Science
(i) Positive science: As stated above, Economics is a science. But the question arises

whether it is a positive science or a normative science. A positive or pure science
analyses cause-and-effect relationship between variables but it does not pass value
judgement. In other words, it states what is and not what ought to be. Professor Robbins
emphasised the positive aspects of science but Marshall and Pigou have considered the
ethical aspects of science which obviously are normative.
According to Robbins, Economics is concerned only with the study of the economic
decisions of individuals and the society as positive facts but not with the ethics of these
decisions. Economics should be neutral between ends. It is not for economists to pass value
judgements and make pronouncements on the goodness or otherwise of human decisions.
An individual with a limited amount of money may use it for buying liquor and not milk, but
that is entirely his business. A community may use its limited resources for making guns
rather than butter, but it is no concern of the economists to condemn or appreciate this
policy. Economics only studies facts and makes generalisations from them. It is a pure and
positive science, which excludes from its scope the normative aspect of human behaviour.
Complete neutrality between ends is, however, neither feasible nor desirable. It is because in
many matters the economist has to suggest measures for achieving certain socially desirable
ends. For example, when he suggests the adoption of certain policies for increasing
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employment and raising the rates of wages, he is making value judgements; or that the
exploitation of labour and the state of unemployment are bad and steps should be taken to
remove them. Similarly, when he states that the limited resources of the economy should not
be used in the way they are being used and should be used in a different way; that the choice
between ends is wrong and should be altered, etc. he is making value judgements.

(ii) Normative science: As normative science, Economics involves value judgements. It is
prescriptive in nature and described ‘what should be the things’. For example, the questions
like what should be the level of national income, what should be the wage rate, how the
fruits of national product be distributed among people – all fall within the scope of
normative science. Thus, normative economics is concerned with welfare propositions.
Some economists are of the view that value judgements by different individuals will be
different and thus for deriving laws or theories, it should not be used.

1.5 SCOPE OF ECONOMICS
1. Today, the scope of Economics has widened considerably. It studies the nature and

significance of human wants, production of wealth by cooperative effort of the various
agents of production (land, labour, capital and enterprise) and determination of price.

2. It also includes the studies of mechanisms of exchange including money, banking,
international trade, foreign exchange and determination of rents, wages interests and profits.

3. The scope of economics also includes development planning – problems of poverty,
unemployment, population, health, education, defense, low and order, industrial growth,
agricultural development and the like.

4. International finances, incorporating foreign trade, balance of payment, foreign exchange
also come within the scope of economics.

The function of an economist is not only ‘explore and explain’ the various facts of Economic
theory but also to ‘advocate and condemn’.

1.6 IMPORTANCE OF STUDY OF ECONOMICS
The economist can legitimately be proud of the fact that, in a way, his science is decidedly more

useful than any other branch of learning. No other science makes human welfare its direct and primary
concern. The economist, in his own humble way, tries his best to contribute to human welfare.

1. Intellectual value: Economic theories of value, wages, interest, foreign exchange, problems
of currency and finance all result in disciplined and systematic thinking and learning.
Economics helps the mind to work systematically and logically. According to John Maynard
Keynes, the study of economics helps to draw correct conclusions. Thus, it helps us to
become useful and intelligent citizens.

2. Practical value or vocational value: To a statement, the knowledge of economics gives a
better grasp to the political problems that face him. For the financial officer, knowledge of
Economics is indispensable. Cost-benefit analysis is very useful in financial analysis. To the
labour leader/Trade Union leader, it is helpful in understanding the industrial situation.
Economics also covers the study of the balance sheet. It enables the trade union effectively.
He will know when to press his demands strongly and when to yield gracefully.

3. Useful in business: The businessman can learn the principles of business organisation and
the theory of markets. He will be able to plan his business well and tackle problems of
production and market more successfully.
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4. It deals with the facts of economic life: Broadly, Economics deals with matters of
everyday importance. It covers various fields – money, banking, employment, economic
development, standard of living, poverty etc. Henry Carrey observes that study of
economics is at once a practical necessity and a moral obligation.

5. It is useful to the consumers: All economic activities are directed towards maximisation of
satisfaction. The knowledge of Economics guides us to spend our relatively limited income
on different commodities to drive maximum satisfaction.

6. Significance in price fixation: The study of economics offers guidance in price fixation.
The price of commodities and the price of resources determine production, the method of
production, the distribution and exchange of resources among industries etc.

7. Solves problems of distribution: The study of economics has practical importance in the
determination of the share of each agent of production.

8. Use for administration: Numerous economic problems such as low productivity of
agriculture, slow development of industries, population etc. can be solved by administrators
with knowledge of economics.

9. Useful for planners: Many less development countries like India have introduced economic
planning to promote economic growth. Economics, in the context, provides necessary data
to planners about natural and manpower resources.

1.7 REVIEW QUESTIONS
1. What is Economics? Explain the concept of microeconomics.
2. Explain the scope of Microeconomics in detail.
3. Define economics and explain its nature.
4. Explain the importance of study of econiomics.
5. Write short notes on:

(a) Positive economics
(b) Welfare economics
(c) Economics as a science
(d) Economics as an art
(e) Nature of economics

♣ ♣ ♣
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