









[bookmark: bookmark0][bookmark: bookmark1]Introduction to Economics
[bookmark: bookmark2][bookmark: bookmark3]Learning Objectives
The students will be able to understood the following objectives after the completion of this unit.
 To know the basic concept about the economics
To explain the definition of a Adam smith, Alfred Marshall ana Robbins
To know the scope, nature and limitations of economics
To know the importance of economics
To know the concept of micro- and macroeconomics
1.1 Introduction
Economics is a science which studies about the economic activities. Various workers can do different types of works such as peasant, teacher, lawyer, carpenter, etc. A carpenter makes furniture, table, almirah, etc. from which carpenters fulfill their personal desires. Indeed the human beings are engaged in different kinds of Economics work to generate income. The study of such kind of economic activities is known as "Economics”. In the contest of modem world, Economics is growing as wide range subject. Economics studies the economic activities of the society. Economic activities of individual family, society, community, nation, world are the major areas of Economics. Economics performs to satisfy the human wants.
1.2 Brief History of Economics
The term “Economics” was derived from the two Greek words Oikos and Nomikos.
The Greek philosopher Xenophon (440-355 BC) in his treatise ‘Oeconomics’ regarded economics as the science concerned with the problems of household manage^’ Aristotle (384-322 BC) regarded economics as an important pillar of politics or Of state.
In the early Christian philosophy and Medieval times, economics was mad subsidiary to Christian morals. It was pleaded that wealth was not an end in itself but only ameans to secure the more fundamental objective of life, which was submit to God's will to attain salvation.
The mercantilists, who led economic thought from the time of renaissance up to the sixties of the eighteenth century, believed that wealth was useful from the standpoint of the state and that the state had to be wealthy in order to be powerful. The result of this trend in thinking was to make economics a study of wealth-earning activities of individuals.
Before the publications of Adam Smith's book ‘The Wealth of Nations (1776) economics formed a part of other disciplines such as logic, politics, ethics, etc. But with the publication of the Wealth of Nations economics emerged as a more fundamental and peculiar subject than any other social sciences. Considering the differences in the methods of economic analysis adopted, we can divide the economists into three broad categories • Classical (until 1870), Neo-classical (1870 to 1930) and Modem (after 1930).
1.3 Definition of Economics 
1.3.1 Classical Approach (Science of Wealth)
Earlier economists (known as the classical economists) like Adam Smith and his followers J.S. Mill, F.A. Walker, J.B. Say, David Ricardo, etc. treated economics as a science of wealth. Adam Smith, universally regarded as the Father of Economics, defined economics as a science, dealing mainly with the question of how wealth was produced and distributed. Adam Smith considered economics as an inquiry into the nature and causes of the wealth of Nations. In short, economics is a science of wealth.
The disciples of Adam Smith continued to stress the role of economics as the study of wealth. According to J.B. Say, “Economics is the study of the laws which govern wealth. ” Prof. Walker supported Adam Smith's definition by saying, “Economics is that body of knowledge which relates to wealth. ”
J.S. Mill wrote, “Economics investigates into the nature of wealth and laws of production and distribution.’’ Thus economics was considered as a science of wealth. The main features in the definitions are:
1. Study of wealth
	Economics it deals with consumption, production, exchange and distribution of
wealth. Hence, it is the study of wealth.
2 Components of wealth
The main components of wealth are material goods which are scarce and useful Non-material things like services and free goods are not included in wealth.
Study of economic man
Economics is only concerned with the wealth earning activities of the human beings. Hence, it is the study of economic behaviour of economic man.
I
4 Source of wealth
The source of the wealth of a nation is the contribution of human resources, i.e., labour whose productivity would be increased through the division of labour.
5 Goal of society
The ultimate goal of society is to eam wealth, because wealth is only the means for satisfying human wants.
6. Emphasis on capitalist economy
This definition laid stress on the existence of the free capitalist economy only.
7. Subject matter 
Classicists gave the key or first place to the study of wealth and secondary place for the study of man in economics. In other words, the subject matter of economics is to study wealth.
Criticisms
The classical definition has been criticized on the following grounds:
Ruskin, Carlyle, Charles Dickens, Matthew Arnold etc. criticized this definition as ‘science of bread and butter’, ‘Gospel of Mammon’ or Science that taught selfishness and love of money, ‘a dark and dismal science’, etc. Hence, it is not necessary to study economics as separate science.
However, Alfred Marshall and other economists looked at the definition in a positive way:
1. More emphasis on wealth
The classicists gave primary importance to wealth and secondary importance to man. It counts wealth as everything. Wealth is an end-all and be-all. For example, according to Adam Smith, “Every man is rich or poor according to the degree in which he can afford to enjoy the necessities, conveniences and amusements of human life.” But, in practical life, man is not for wealth; wealth is for man. Man is the prime factor and wealth is only a means to satisfying human wants or ends, the




end being the welfare of human beings. Thus, this definition is a narrow one.
2. Restricted meaning of wealth
This classical definition covers only the material things as wealth, which are tangible and have an exchange value. It does not include the services (non-material activities) such as those of lawyers and doctors.
3. Conception of economic man
Adam Smith’s definition regarded self-interest economic activity, distinguishing it from other human attributes (or qualities) such as friendship, love and honesty. It is not correct to say that economics is only concerned with economic man who calculates everything in terms of gain and loss of money.
1.3.2 Neo-Classical Approach (Marshall's Material Welfare Definition)
The science of wealth definitions of economics invited bitter criticisms from many writers and economists. In this regard Alfred Marshall enlarged the scope of economics by shifting the emphasis from wealth to man. In his book, Principles of Economics (1890), he says, “Economics is the study of mankind in ordinary business of life. It examines that part of individual and social action, which is closely connected with the attaintment, and the use of material requisites of well-being. It is, on the one side, a study of wealth and, on the other and more important side, a part of the study of man”. In other words, according to Marshall, economics deals with ‘material welfare’. It does not concern with the activities that are undertaken for pleasure. The disciples of Marshall like, A.C. Pigou, Cannan and Beveridge, have supported the view of Marshall.
A.C. Pigou: “The range of our inquiry becomes restricted to the part of social welfare that can be brought directly or indirectly into relation and with measuring rod of money. ”
Cannan: “The aim of political economy is the explanation of general causes on which the material welfare of human beings depends. ”
Beveridge: “Economics is the study of general methods by which men co-operate to meet their material needs ”.
The material welfare definitions given by Marshall and others have the following main features:
1. Primary emphasis on mankind
Economics is mainly concerned with the study of mankind in relation to wealth. Wealth is only a means to an end, the end being human welfare. Wealth is only for the promotion of human welfare. Thus, wealth is given a secondary place and man a primary place.

2. Study of individual and social actions
Human beings may involve in many activities such as social, religious, political, economical, etc. Every man works mostly to earn wealth and spends his earning to get maximum enjoyment. Economics is the study of economic activities only, which are concerned with the material welfare of human beings. In other words, peisons who live in society have wants and make efforts to satisfy these wants. Thus, wants-efforts-satisfaction becomes the main subject matter of economics.
3. Study of material welfare
The main emphasis of this definition is on material welfare. It studies only material requisites of well-being or causes of material welfare. It examines socio-economic activities which generate or provide material welfare. It has, thus, materialistic aspects and ignores non-material aspects.
4. A social science
According to this definition, economics is the social science because it studies only the activities of ordinary men who live in society, not of extraordinary people like Sadhus or isolated people (e,g. Robinson Crusoe) or mad persons. It is the study of the causes of material welfare of the society. It not only concerns itself with the material means, it studies the wealth-earning activities. According to Marshall, the main objective of the people in the society is to obtain material welfare through wealth. In other words, human beings must earn wealth in order to achieve maximum material welfare. In this way, economics is also called a normative science.
[bookmark: bookmark4][bookmark: bookmark5]Criticisms of the Material Welfare Definition
Marshall's definition of Economics remained quite popular for a long time. However, in 1932, Prof. Lionel Robbins of the London Schoo! of Economics pointed out the defects of Marshall's definition. The main criticisms are:
1. No clear concept of welfare
Prof. Lionel Robbins criticized the connection established by the welfare economists between economics and welfare. According to Robbins, the idea of welfare is hazy, uncertain and unstable because economics studies those activities which are hardly conducive to welfare. Robbins argues that with a change in time and place a material activity may become ‘non-material .
For instance, the service of a nurse looking after her child at home becomes non material because she does not receive any money for the service rendered. But if she looks after the child of another person, say in the hospital or childcare centre, she performs an economic activity because she gets money for the service rendered.
2. It is classificatory in nature.
Prof. Robbins also criticized the welfare definitions on the basis that they ar classificatory. Marshall, for example, stated that economics studies those activity which are closely connected with the attainment and use of the material requisites of well-being. In other words, there are two types of human activities, economic and non-economic. Economic activities are related to wealth and measurable wit]j money. Non-economic activities are political, social, religious activities which are not strictly related to wealth or to the measuring rod of money. On the other hand, Robbins pointed out that the Marshallian distinction between economic and noneconomic activities was not valid, since all human activities have an economic aspect. According to Robbins, an economic problem will arise whenever and wherever scarce resources such as time and money are involved in the satisfaction of certain wants.
3. Study of all types of economic activities and man.
Marshall regarded economics as the study of ordinary business of life in respect to material welfare. But, according to Robbins, men whether they lived in society or out of it, all have an economic problem. This problem is caused by limited resources and, comparatively, in fulfilment of wants. This problem may be called the problem of scarcity not desired by men, rich or poor or isolated or non-social. Thus, economics studies all men, whether ordinary or of other profiles.
4. It is human (pure) science, not only social science.
The welfare definition is also sometimes objected to on the ground that it looks upon economics as a pure social science. In other words, economics studies man as a social being, as a part and parcel of the society. Economics has nothing to do with the problems of individuals who are isolated from the society. But, in Robbins' view, a man, whether he lives in the society or out of it, suffers from economic problems caused by scarce resources. It is, therefore, suggested that economics should be treated more as a human science than a pure social science. It is a pure science, like physics or chemistry, because it has laws which are universally applicable.
1.3.3 Modern Approach (Robbin's Scarcity Definition)	
Though welfare-oriented definitions of economics gained ground for some time, it received scathing criticism of the modem economist Lionel Robbins. In his book Nature and Significance of Economic Science (1932), Robbins defined economics as follows^
“Economics is the science which studies human behaviour as a relationship between ends and scarce means which have alternative uses”.
The main attributes of Robbins' definition are as follows:
1. Unlimited ends or wants
According to Robbins, "Ends are either economic or non-economic. Those,concerned with the consumption of goods and services may be called economicends”. Economic wants (ends) of human beings are unlimited. When one want is satisfied another want arises.  There is, thus, a chain of wants, one want chasing another.  Satisfaction of all wants a time is impossible. Generally they are satisfied, say in a sequence.
2. Scarcity of means
Human wants are unlimited, but the means to satisfy them are relatively limited. Scarcity of resources is not small or limited in number of volume. In other words, resources are limited in relation to demand. Here, limited resources mean time, money, wealth, etc. Therefore, we are forced to postpone the satisfaction of many of our wants even if we try to get more (and more) resources by working harder (and harder).
3. Means have alternative uses
Limited resources (or means) can be used for satisfying any of our many wants. Our means thus, can be put to alternative uses. For instance, land can be used in the construction of a building whether for living in or it for establishing a factory, or a college etc. If it is used for a home, it cannot be used for a college.
4. Wants have different intensity or importance
However, all wants are not equally urgent. Some wants are more intense than others; some need immediate satisfaction and others can wait. Current wants have more intensity than future wants. Thus, a man is forced to choose between wants because of their different intensities.
5. Problems of choice
Economics studies the implications of choice between wants and resources confined to man's economic behaviour because choice-making is basically an economic activity. Everyone is faced with the problem of limited resources and, as such, is forced to make a choice in his present and future satisfaction of wants and in his allocation of resources. Thus, choice-making is the central problem of economics. If a person spends his limited resources by choosing from among his different wants, he could maximize the satisfaction. If a person has plenty of resources, he would have no problem. Scarcity is the prime cause of the economic problem.
Thus, economics is a science of scarcity or science of choice.
[bookmark: bookmark6][bookmark: bookmark7]Criticisms of Scarcity Definition
The definition given by Robbins is logical and scientific. However, it has been criticized by some economists on different grounds. 
1. Self-contradictory
Robbins contradicts himself by his two views about choice between ends. In the first place, he contends that economics is neutral as regards ends. Secondly, considers economics as the science of choice. These two contentions are mutually contradictory because choice between ends and the allocation of resources is simply not possible unless one has the knowledge of the relative importance of different ends.
2. Concealed the concept of welfare
Although Robbins declaims so much against the welfare definition, however, the idea of maximum satisfaction is implicit in the scarcity definition. The scarce means are to be adjusted to the multiple ends to secure the maximum utility of welfare.
3. Economic problems can also arise from abundance
It is pointed out by crisis that an economic problem does not always arise from scarcity as suggested by Robbins. It can arise from abundance as well. For instance, the problems of unemployment and inflation arise from the abundance of labor and the increase in supply of money respectively.
4. Inapplicable to socialist economies
According to critics, an economic problem as stated by Robbins is not applicable to socialist countries because a socialist economy is a planned economy, where collective choice is more important than individual choice. In a socialist economy the state takes over the responsibility of providing for the basic needs of the people. Thus, a man's economic activities are subject to government regulations. The choice of ends and means has to be judiciously finalized by the planners themselves.
5. Confusion between means and ends in practical life
Robbins believes that means and ends are easily separable. But practical life does not always permit separation. A man who wants to achieve progress, in his life aims at a particular means to opportunities in later life. A student of SLC aims at getting the SLC graduate. This is an end for him. Once he gets it, he uses it as a means to get employment. The same thing is an end and means wherever time is involved. Thus, Robbin's definition is related to a static economy.
6. Impractical definition
If we follow Robbins, then economics will merely be an intellectual exercise. It is a study for sake of study. The elites of the society will be interested in a science only if it helps to solve human problems. We can easily examine the activities of social people but cannot observe the activities of isolated or non-social people. Thus, Robbin s definition is far from reality.
[bookmark: bookmark8][bookmark: bookmark9]Comparison of Robbin's and Marshall’s Definitions Similarities
Both economists have some similar idea in regard of economics. They are as follows:
1. Primary importance to man
Both Marshall and Robbins have given primary importance to man. According to Marshall, economics studies man in relation to wealth. Robbin's definition studies human behaviour as a relationship between ends and scarce means, which have alternative uses. Thus, the ultimate aim of the two is the same, study of human beings.
2. Wealth and scarce means
Marshall used the word ‘wealth’ in his definition of economics. Robbins has used the phrase scarce resources instead of‘wealth’. Though they are not same, they are but similar because, in economics, wealth is good which is scarce.
3. Rational man
Both Marshall and Robbins take a rational man as the subject of study in economics. Marshall assumes that a rational man aims at maximizing his welfare whereas Robbins assumes that the rational man tries to maximize his satisfaction. The satisfaction derived by a man may be considered as welfare. Thus, the definitions of both are similar.
[bookmark: bookmark10][bookmark: bookmark11]Dissimilarities
There are many differences between these two definitions. Among them, some basic differences are presented below.
1. Economic and non-economic activities
According to Marshall, human activities are of two types - economic and noneconomic. Economic activities are concerned with tangible goods promoting material welfare. In Marshall's opinion economics studies only material activities. But Robbins believes that all activities should form the subject matter of economics wherever the problem of scarcity arises. Thus, Robbins, does not accept the concept of material and non-material activities. In his opinion, all activities are economic activities.
Social and human science2.

According to Marshall and his followers, economics is a social science It concern itself with normal social human beings not abnormal or isolated persons. But in Robbins’s view economics should be considered as a human science because everyone, whether ordinary or extra ordinary, faces economic problems. 
Normative and positive science
Marshall's definition looks at economics a normative science. He dwells welfare aspect and problem-solving nature of economics. According to Robbins  economics is a positive science. An economist should be neutral between ends. he says that the job of an economist is not to give value judgments regarding the merits and demerits of law. The function of an economist is to explore and not to advocate and condemn.	
Classificatory and analytical definitions4.

Marshall's definition is classificatory in nature. He classifies huma material and non-material and states that only material activities lead to material  welfare. Robbins' definition on the other hand, is an analytical definition, centered on basic economic problems.
Applicability to different economies5.

Marshall's definition is relevant only for a monetary capitalist e individual choice is free and market-oriented. But Robbins’ definition is applicable  to all economics, primitive or advanced. Even an isolated person like Robbinson Crusoe or a saint is faced with the problem of scarcity of means
1.4 Scope of Economics
The study of economics and its related subject matter is called the scope of economics.
The scope of economics is wider and expanding. It studies the economics wants, need and efforts. It also analys explain and give solutions of economics events. We study about the following components about the economics, nature of economics, limitations of economics.
1.4.1 Subject Matter of Economics
It is quite difficult to define the subject matter of economics. However, economics concerns itself with the economic activities of human beings. Thus, the subject matter of economics is an economic circle. The economic circle is made up of three elements namely, wants, efforts and satisfaction. Human beings have unlimited wants. In order to satisfy these wants, they make efforts and so produce goods and services. From the consumption of these goods and services they get satisfaction. When one want is satisfied, another want crops up. So this circular flow goes throughout life.
There are two types of wants: natural wants and artificial wants. Natural wants are wants which are satisfied by free gifts of nature, e.g. sunlight, air, etc. Artificial wants or economic wants are satisfied by man made goods and services. In order to satisfy economic wants, human beings have to make efforts. Economics studies only the economic wants. The economic circle is shown by the given figure.



The subject matter of economics is built on two bases:
1 On the Basis of Major Economic Activities
a.

1. On the basis of major Economic Activities
Consumption
Consumption is the direct and final use of goods and services in the satisfaction of wants. In consumption, economic studies various laws and theories derived from consumer behavior. It studies the law of utility, the law of demand, etc.
Productionb.

Production is the creation of economic utility, which is possible on a combined effort of all factors of production. In production, economics studies the meaning characteristics, laws and aspects of land, labor, capital and organization, laws of production theory of cost, etc.
Exchange
Exchange is voluntary, mutual and legal transaction of goods and services between two parties, which takes place in market. Thus, in exchange, economics studies the meaning, types and characteristics of different markets and price determination processes in such markets.
Distribution
Distribution is the allocation of the national income to all factors of production in proportion to their contribution. The national income is distributed in terms of factor rewards such as rent, wages, interest and profit. Thus, in distribution, economics studies the sources of revenue, process of allocation of resources and aspects of finance.



e. Public finance
It studies principles and other related aspects of public expenditure, public revenue and public debt.
The above-stated views on the subject matter of economics are all traditional.
2. [bookmark: bookmark12][bookmark: bookmark13]Modern Analysis
According to modem economists, economics is divided into two groups, i.e microeconomics and macroeconomics.
Microeconomics is the study of the behaviour of each individual, household, industry. It is also a study of individual price, wage or income. It explains the process of factor pricing and product pricing. So it is also called price theory.
Macroeconomics is the study of aggregate economic variables such as total consumption, investment, savings, national income and price level. It explains the process of determining the level of income and employment of a country. Thus, it is also called income and employment theory.
In terms of modem analysis, the scope of economics can be presented in following figure:
Scope of Economics
                     MacroeconomicsMicroeconomics
Theory of
demand
Theory of
product
pricing
Theory of
economic
welfare
Macroeconomic principles
and components (Theory of
income and employment,
consumption, saving and
investment)
Macroeconomic
problems (like
inflation, trade
cycles, etc.)
Macroeconomic
policies (like
monetary policy,
fiscal policy,
etc.)


1.4.2 Nature of Economics

We know that economics is basically a social science. Its nature is neither that of Botany nor 
Zoology, nor like that of Physics or Chemistry. In economics, we study the economic aspect of man's social actions; therefore, it is a social science. Science is of two types: (i) Positive science and (ii) Normative science.
[bookmark: bookmark14][bookmark: bookmark15]Positive Economics
A positive science only explains what is. In other words, it studies the facts as they are not as they ought to be. It gives knowledge for the sake of knowledge. Classical economists believe only in positive economics. In classical view, economists should not to comment on the rightness or wrongness of an economic situation. J.S. Mill regarded that economics should be concerned only with what is and not with what ought to be. He is simply concerned with the problem of resources in relation to the ends desired. For example, the manufacture and sale of cigarettes may be injurious to health and, therefore, morally unjustifiable. But the economist has no right to pass any judgment on this because cigarettes satisfy human wants and involve in economic activity.
Following classicists, Robbins had also supported that economics is a positive science studying the facts as they are. According to him, the task of economics is simply to explore and explain a study of cause and effect relationship between economic variables. There may be various objectives and goals of human beings which may be desirable or undesirable, justifiable and unjustifiable.
[bookmark: bookmark16][bookmark: bookmark17]Normative Economics
Neo-classical economists challenge the viewpoint that economics is a positive science. Marshall and his pupil Pigou assigned to economics the role of normative science. Normative science studies the facts as a form of rightness or wrongness. It lays down certain norms or objectives and efforts are made to attain them. Economics is a social science and, as such, it cannot ignore the norm - the betterment of mankind. It is not only Tight-giving’ but also ‘fruit bearing’. It is not only explores and explains but also suggests ways to improve upon the existing fact or system so that it may work better. It has no only an allocation aspect but a welfare aspect also. It is not enough for the economist to explain and analyze the problem of unequal distribution of wealth, industrial peace, social security, etc. Rather, his work is to offer suggestions for the solution of such problems.
The main differences between positive economics and normative economics can be presented below.
	Basis
	Positive Economics
	Normative Economics

	Verification
	It is universal and thus statements can be empirically verified.
	It is related with personal belief and value judgment and thus statements may or may not be verified empirically.

	Determinant

	It depends upon scientific logics. It is same as pure science, physics, chemistry, etc.
	It depends upon ethical values. It is similar to ethical science.

	Nature	

	It is objective and quantitative in nature.
	It is subjective, descriptive and qualitative in nature.




Objectives
1 The main objective of positive
1 economics is to explain how
1 society makes decisions about consumption, production, exchange and distribution of goods and services. However, it remains neutral over ends or , results.	1
 The main objective of normative	
 economics is to recommend on
 the way of taking decisions for the
 economic betterment.
 Uses	I
It is used to formulate principles  of economics and to examine  their effectiveness.
1
It is used to formulate economic policies. It also helps to develop roadmap for the implementation of economic theories and policies.

1.4.3 Limitations of Economics
The main limitations of Economics are as follows:

1. Study of social man
According to Robbins, economics is the study of all persons, living in the society or out of the society. He says that every person faces the problem of relative scarcity. But according to Marshall Economics is only concerned with the social man and not with hermits and isolated man. Practically, Marshall’s opinion is better.
2. Study of wealth-related activities
Man lives in society and he has to perform several activities in his lifetime. Ethical and philosophical activities lie outside the scope of economics.
3. Study of rational man
A man may be social but he may not be studied in economics. Irrationals or abnormals I (e.g. a misers, drunkards, and insanes but they are not studied in economics even through they live in the society. Thus, economics studies only the rational man who aims at attaining maximum satisfaction by spending his scarce resources.
4. Economic laws
Generally, economic laws are scientific laws. They establish the cause and effect relationship of economic facts. But these laws are not as exact as those of pure sciences. Economic laws can be compared to the law of tides, not to the law of gravitation.
5. Other things being equal
Every economic law is associated with the phrase ‘the other things being I equal because man is the subject of its study. For example, the law of demand I establishes a cause-effect relationship between price and demand. But demand is affected by price.. Thus, for the validity of the law of demand, this phrase is required. |
1.5 Concept of Micro and Macroeconomics
The two terms 'microeconomics' and 'macroeconomics' were first coined and used by Ragner Frisch, a German economist, in 1933. The prefixes 'micro and 'macro' have been derived from the Greek words 'mikros' meaning 'small' and 'makros' meaning 'large'. The terms 'microeconomics' and 'macroeconomics' are now used to denote the two branches of economics.
[bookmark: bookmark18][bookmark: bookmark19]Meaning of Microeconomics
Microeconomics deals with the choice and decision-making behavior of individuals like households, firms and industries. It also explains the relationship between prices and quantities of individual goods and services. It studies economic behavior of individual economic entities and individual economic variables. In other words, microeconomics is the study of such economic units as individual firms and households, individual prices, wages, incomes, individual industries and individual commodities.
According to K. E. Boulding, "Micro-economics is the study of particular firm, particular household, individual price, wage, income, industry and particular commodity."
Thus, microeconomics seeks to explain how an individual consumer distributes his disposable income among various goods and services, how he attains the level of maximum satisfaction, and how he reaches the point of equilibrium. Microeconomics is also concerned with how an individual firm decides, 'what to produce', 'how to produce', and 'at what cost to produce', to maximize the profit. He also decides, how and on what basis to determine pricing. Therefore, it is also called price theory. It is the study of each particular tree of the whole forest. It is concerned with microscopic study of various elements of the economic system and not with the system as a whole. It is the worm's eye view analysis of economic variables.
[bookmark: bookmark20][bookmark: bookmark21]Importance and Uses of Microeconomics
The main uses of microeconomics are explained below.
1. To understand the operation of an economy
Microeconomics gives us knowledge of the working of a free enterprise economy.
2. To provide tools for economic policies
Microeconomics helps in the formulation of economic policies like postal service, railways, water supply, electricity, etc. for the promotion of mass welfare. Microeconomic theories may also be applied to examine the implications and effectiveness of the policies adopted by the government.
3. To examine the conditions of economic welfare
Microeconomic theories provide the base for the formulation of propositions that maximize social welfare. In other words, it involves the study of welfare economics It also suggests means to correcting the inefficient allocation of resources and eliminating inefficiency.
4. Useful in business decision-making
It helps business executives in the attainment of maximum production by the given amount of resources. With the help of microeconomics business firms can make decisions in demand analysis, cost analysis, methods of calculating prices and prediction of economic events or variables.
5. Efficient employment of resources
The price theory deals with decisions and their consequences on economy and efficiency. In this sense, microeconomics is used by the government for the efficient use of scarce resources and for achieving sustained economic growth.
6. Useful in international trade
In international trade, microeconomics helps to estimate gains from international trade and in the determination of the foreign exchange rate.
[bookmark: bookmark22][bookmark: bookmark23]Meaning of Macroeconomics
Macroeconomics is concerned with the nature, relationship and behaviour of such aggregate quantities and averages such as national income, total consumption, savings, investment, total employment, general price level, etc. Since macroeconomics deals with aggregate quantities of the economy as a whole, it is sometimes also called aggregative economics.
R. E. Boulding writes, “Macroeconomics is the study of the nature, relationship and behaviour of aggregates and averages of economic quantities”.
Macroeconomics is the study of whole jungle, not of an individual tree. It is also termed as the bird's eye view analysis of economic variables. It also establishes an important relationship between movements of income and the general price level. In other words, it explains the process of income and employment determination. Thus, it is also called income and employment theory.
[bookmark: bookmark24][bookmark: bookmark25]Importance and Uses of Macroeconomics
The main uses of macroeconomics can be explained as follows.
1. To understand the working of the economy
The national economy is affected by various economic variables such as total income, output, employment and general price level which are interdependent and statistically measurable. Therefore, the study of macroeconomics helps to get a correct and clear picture of the functioning of the economy.
2. Formulation of economic policies
To formulate economic policies, the government has to depend on the aggregate economic variables like national income, total employment and general price level.
3. For understanding the behaviour of individual units
Macroeconomics is useful in the study of the behavior of individual units and in making laws of macroeconomics. For example, the law of diminishing marginal utility was formulated from an analysis of group behavior. Similarly, the demand for individual products depends upon aggregate demand in the economy.
4. Development of microeconomic theories
The study of macroeconomics is useful even for the purpose of building and developing macroeconomic theories. For example, the determination of wage in an industry will be influenced by the general wage rate of economy.
5. Economic planning
The study of macroeconomics is also useful to formulate economic planning to the government, e.g., the annual growth rate of economy cannot be determined without studying the issues of macroeconomic variables.
[bookmark: bookmark26][bookmark: bookmark27]Difference between Microeconomics and Macroeconomics
Micro and Macroeconomics differ as follows:
	Description
	Microeconomics
	Macroeconomics

	Study of economic activities
	Microeconomics studies the individual or small economic variables of the economy such as individual consumption, saving, investment and income.
	Macroeconomics deals with aggregates like national income, full employment and price level.

	Objective
	The main objective of microeconomics is to study principles, problems and policies concerning the optimum allocation of resources.
	The main objective of macroeconomics is to study the problems, policies and principles relating to full employment and growth of resources.

	Subject matter
	The subject matter of microeconomics is to deal the process of determination of price, consumer's equilibrium, distribution and welfare, etc. Hence, it is also called price theory.
	The subject matter of macroeconomics is to study full employment, price level, national income, etc. Hence, it is also called income and employment theory.

	Components of equilibrium
	Microeconomics studies the equilibrium between the forces of market demand and supply,
	Macroeconomic analysis deals with the equilibrium between the forces of the whole economy, (i.e., aggregate demand and aggregate supply).


1.7 Economic Terms and Concepts
1.7.1 Goods
Meaning and Classification of Goods
Goods are available around us. In the language of economics they are desirable things which satisfy human wants. In other words, goods have a utility value. Goods may be material such as furniture or non-material such as the service of a lawyer.
Goods are classified as follows:
a. Free and Economic Goods
Goods for which we do not have to pay any price in the market and which are the free gifts of nature are called free goods. For example, air, water, sunshine, etc.
Economic goods are goods, which are man-made and are limited in supply. They have an economic value and so we have to pay for them in the market. For example, furniture, pen, watch, etc.
b. Material and Non-material Goods
Material goods can be seen, touched and transferred. Food and paper are material goods.
Non-material goods cannot be seen, touched and transferred but they can be felt. Examples of such goods are: doctor's ability to cure and singer's ability to sing.
c. Transferable and Non-transferable Goods
Transferable goods are goods which can be transferred from one place to another or the ownership of which can be transferred. Examples: cloth, furniture, book, etc. Non-transferable goods are goods which cannot be transferred from one place to another. Examples: teacher's ability to teach and lawyer's ability to argue, etc.
d. Consumer's and Producer's Goods
Goods the use of which gives direct satisfaction on the consumer are known as consumer's goods. Food, sugar and milk are consumer's goods.
Producer's goods are goods, which are used for producing other goods or consumer's goods. Examples: Machines, raw materials, etc. These goods satisfy human wants indirectly.
e. Durable and Perishable Goods
Goods which are used again and again but do not get destroyed at once are known as durable goods. Such goods serve the consumer over a long period of time. Motorcycles, houses are examples of durable goods.
Perishable goods are goods, which get destroyed at one use. Their consumption is
short-lived. Vegetable, fish, etc. are example of perishable goods.
f. Private and Public Goods
Private goods are goods which are owned by a particular individual or family. Examples: house, kitchenware and other property items of the family.
Public goods are goods which are the collective property of the whole society. Examples: hospital, parks, schools, etc.
g. Necessity, Comfort and Luxury Goods
Necessity goods are goods, which are more essential for the existence of human beings. Examples: food, cloth and shelter.
Comfort goods are goods the satisfaction of which increases the efficiency and make life comfortable and non-satisfaction decreases our efficiency. Examples: study table for a student and writing pen for a clerk.
Luxuries are things which, when consumed, do not appreciably increase a person's efficiency. Liquor and other intoxicants, jewelry etc. are examples of luxury goods.
1.7.2 Utility
Everything has the ‘power’ or ‘capacity’ to satisfy human wants. The power or capacity of the goods to satisfy human wants is called Utility. A commodity or service, which can satisfy human wants, is said to possess utility. In other words, utility is the internal power or capacity of goods and services to satisfy human wants. A pen has its utility in writing. In the same way, the service of a doctor has its utility in curing. Utilities of goods and services are created by producers by applying various processes: forms utility, time utility, place utility and service utility.
1.7.3 Value
In ordinary language, value means importance or utility. We say that air has great value to us. This means air has greatest utility. But we know that air has no price in the market. Therefore, in economics, we have two values.
Value-in-use. The utility of some goods e.g., air, sunshine, water, etc. have value-in- use for humans, animals and plants. But this utility cannot be measured and sold.
Value-in-exchange. It is the amount of goods and services, which we obtain in the market in exchange for a particular thing. For example, if we get five kg, of rice for 10 kg. of wheat, we say that the value of ricer per kg is 2 kg of wheat. This is a measure of the value-in-exchange.
1.7.4 Wealth
In ordinary language, all types of property are wealth. But in economics, wealth means all those goods and services that have value-in-exchange. All exchangeable goods are wealth. In other words, wealth means all goods and services which satisfy human wants,  which are scarce and which are obtained on some efforts.
Wealth has the following characteristic
a. Utility     b. Scarcity       c. Transferability 
If we want to know whether a good is wealth or not, we should know it.

a. whether it can satisfy a human want.
b. whether it is scarce or limited in quantity in relation to its demand
c. whether it can be transferred.
Wealth can be classified as following.
i.	Personal wealth	ii.
iii.	Private wealth	iv.
v.	Social wealth	vi.
International wealth
Negative wealth Representative wealth

1.7.5 Wants	
In ordinary language by ‘wants’we mean needs or desires. But their significance in real life are quite different. Certain desires of men are mere productions of their imagination and so mostly remain unsatisfied. In economics a desire may be capable of and satisfaction. Therefore, it needs the following:
i. the person having a desire must posses the means or have the capacity to satisfy the desire.
ii. There should be willingness on the part of the person having the desire to set aside resources for the satisfaction.Thus, want is an affective desire for a particular thing, which expresses itself  in the effort or the sacrifice made to obtain them. Effective desire is backed by three elements i.e. desire, ability to pay and willingness to pay.
Human wants have the following characteristics:
a. Wants are unlimited.
b. Each particular want can be satisfied.
c. Wants are competitive.
d. Some wants are complementary and substitutable.
e. Some wants are recurrent.
f. Present wants are more important than future wants.
g. Wants differ in intensity.
h. Some wants are conventional.

i. Wants are the mother of invention.
j.	Wants are influenced by advertisement.
1.7.6 Consumption
In simple sense, consumption means having something. But, in economics, consumption is the destruction of utility of goods and services in satisfying human wants.
1.7.7 Production
The term production refers to the creation of economic utilities in different ways. In other words, production is the combined efforts of all productive resources (factors of production).
1.7.8 Factors of Production
Broadly speaking, anything that assists in production is termed factors of production. In other words, factors contributing to the production of a commodity i,e, creating new utilities of form, time or place of that commodity are called factors or production. Factors of production are also known as productive resources e.g. natural resources, human resources and physical resources.
1.7.9 Exchange
Exchange is defined as the voluntary, mutual and legal transaction of goods and services between two parties i.e. buyers and sellers. Exchange is mainly of two types: barter exchange and money exchange. Barter exchange is defined as the transaction of goods with other goods while money exchange is defined as the transaction of goods with money. Economics is only concerned with money exchange, which occurs in markets.
1.7.10 Market
In ordinary language, the term ‘market’ means a particular place where buyers and sellers gather together for bargain. In rural Nepal, we call it Haat Bazaar, but in economics by the term ‘market’, we do not mean a place. Market is a wide area where buyers and sellers meet for exchange.
1.7.11 Distribution
Distribution is the allocation of the national income to the factors of production in proportion to their contribution to the production process. In other words, each factor of production is engaged in the production process with the expectation of economic rewards. Thus, factors of production are rewarded from the national fund in terms of rent, wages and salaries, interest and of the profit from land, labour, capital and enterprise.
A. [bookmark: bookmark28][bookmark: bookmark29]Very short answer questions
1. Define economics.
2. Who is known as the father of economics?
3. Define Smith's definition of economics.
4. What is economics according to Robbins?
5. State the Marshall's definition of economics.
6. What is the subject matter of economics according to the modem view?
7. Who has defined economics as a science of material welfare?
8. Define price.
9. Define macro economics.
10. Define micro economics.
11. What is wealth in term of economics?
12. What are the elements of wealth?
13. What is scarcity and choice?
B. [bookmark: bookmark30][bookmark: bookmark31]Short answer Questions
1 What are the difference between micro- and macroeconomics?
2. Explain the Marshall's definition of economics.
3. Economics is a science or an art "Explain.
4. Explain the characteristics of wants,
5. Explain the importance of economics.
6. Explain the limitations of economics.
7. Describe the subject matter of economics.
C. [bookmark: bookmark32][bookmark: bookmark33]Long answer questions
1. Critically explain the Robbin’s definition of economics.
2. Critically explain the Marshall's definition of economics.
3. Distinguish between micro and macroeconomics.
4. [bookmark: _GoBack]Explain the scope of economics.
