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Engineering Economics 
(Basic Concepts of Economics) 
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Basic Concepts of 
Economics 

• Economics is the study of how economic agents or societies  choose to use 
scarce productive resources that have alternative  uses to satisfy wants which 
are unlimited, and of varying degrees  of importance. 

 
• For example, due to the increase in the number of automobiles, the  consumption of 

fuel has increased. Oil has many uses, other than as  fuel in automobiles. 
 
• However, oil reserves are limited, and at some point, will be  completely depleted. 

In such a situation, society has several choices:  reduce consumption of oil as fuel 
for automobiles; or reduce its  consumption for other uses, for example, in making 
plastics; or,  maintain existing consumption levels, till all the oil runs out. Now,  to 
reduce oil consumption, we can use electric cars. But then we  have to deal with 
the problem of energy generation since electricity  generation is still mostly based 
on coal or gas, both of which are  also limited resources. 
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Basic Concepts of Economics 
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Basic Concepts of Economics 
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Basic Concepts of Economics 

• Thus, economics can be defined as a social science  that deals 
with the production, distribution and  consumption of scarce 
resources in an economy. 

• It examines how resources can be optimally  distributed to 
satisfy the needs of individuals and  the economy as a whole. 

• In other words, economics explains how day-to-day  economic 
activities such as spending money, making  purchases, etc., take 
place in an individual’s life. 

• For example, it explains how an individual exchanges  labor for 
money, exchanges money for goods and  services, etc. 
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Basic Concepts of Economics 



Economics 
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• Economics is science that deals with the production and 

consumption of goods and services and the distribution and 

rendering of these for human welfare 

• In simple, it is the study of how individuals and groups make 

decisions about the allocation of limited resources. 
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Traditional Approach: 

 

• Economics is a social science. 

 
• It studies man’s behaviour as a rational social  being. 
 
• It considered as a science of wealth in relation to  human welfare. 
 
• Earning and spending of income was considered  to be end of all economic 

activities. 

 
• Wealth was considered as a means to an end – the  end being human welfare. 
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Modern Approach 
• An individual, either as a consumer or as a producer, can optimize 

his goal is an economic decision. 

• The scope of Economics lies in analyzing economic problems and  
suggesting policy measures. 

• Social problems can thus be explained by abstract theoretical tools 
or by empirical methods. 

• In classical discussion, Economics is a positive science. 

• It seeks to explain what the problem is and how it tends to be solved. 

• In modern time it is both a positive and a normative science. 
• Economists of today deal economic issues not merely as they are but 

also as they should be. 

• Welfare economics and growth economics are more normative than  positive. 
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• Micro economics studies the economic behaviour of  individual 
economic units. 

• The study of economic behaviour of the households, firms  and 
industries form the subject-matter of micro  economics. 

• It examines whether resources are efficiently allocated and  spells 
out the conditions for the optimal allocation of  resources so as to 
maximize the output and social welfare. 

• For example, micro economics is concerned with how the  
individual consumer distributes his income among various  
products and services so as to maximize utility. 

• Thus, micro-economics is concerned with the theories of  
product pricing, factor pricing and economic welfare. 
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Macro economics 
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• Macro economics deals with the functioning  economy as a whole.  

• The study of economic behaviour of the households, firms  and industries 

form the subject-matter of micro  economics. 

• It examines whether resources are efficiently allocated and  spells out the 

conditions for the optimal allocation of  resources so as to maximize the output 

and social welfare. 

• For example, micro economics is concerned with how the  individual 

consumer distributes his income among various  products and services so as 

to maximize utility.  

• Thus, micro-economics is concerned with the theories of  product pricing, 

factor pricing and economic welfare. 

 

 



Macro economics 

15/21 



Interdependence between micro and macro 
economics 
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• Micro Economic analysis and Macro Economic analysis are 

complementary to each other; 

• They do not complement but supplement each other. 

• The basic goal of both the theories is same: the maximization of  the material 
welfare of the nation. 

• From the micro economic point of view, the nation’s material  welfare will be 
maximized by achieving optimal allocation of  resources. 

• From the macro economic point of view, the nation’s material  welfare will be 
maximized by achieving full utilisation of  productive resources of the economy. 

• The study of both is equally vital so as to have full knowledge of the  subject-matter 
of economics. 

• The contemporary economists are concerned with both micro  economics and macro 
economics. 
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economics 
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Microeconomics                Macroeconomics 

1. Microeconomics studies the economic behaviour of  individual 

entities such as individuals, households, firms,  industry, etc. 

2. Microeconomics explains the inter-relationships between  economic 

units like consumers, commodities, firms,  industries, markets, etc. 

3. Microeconomics analyzes the conditions for efficiency in  

consumption and production. 

1. Macroeconomics studies the economy as a whole. 

2.       Macroeconomics explains about the total national income,  aggregate 

demand and supply, general price level, total  employment, etc. 

3.      Macroeconomics analyzes the fluctuations and trends in the  overall 

economic activity in a country and/or between various  countries in the 

world. 
4.      Microeconomic theory describes product pricing which  explains the 

theories of demand, production, and cost; factor  pricing which 

explains concepts of wages, rent, interest, and  profit; and the theory of 

economic welfare. 

4. Macroeconomic theory describes the theory of income and  employment 

to explain economy-wide consumption and  investment, the theory of the 

general price level and inflation,  theories of economic growth, and the 

macro theory of  distribution. 

5. Macro economic study is vital in the formulation and execution  of 

economic policies by government. 
5.   Understanding microeconomics helps a great deal in  individual       

         decision making i.e., managerial decision-  making. 

6.   Microeconomic analysis helps in addressing the problems  related to  

         the quantity to be produced, the procedure to be  followed for  

       production of goods, and the final consumers  for the goods produced. 

6. Macroeconomic analysis includes study of national aggregates  of output, 

income, expenditure, savings and investment. 
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