Lecture - 1

Introduction to Economics
Economics is a social science which deals with economic activities of people. People have unlimited wants, but the resources required to satisfy these wants are limited. Scarcity of resources in the presence of unlimited wants gives rise to all economic activities. If the resources were not scarce, there would not be any economic activity. With unlimited resources, a person could get as much as he would like to have without doing any work. Economics is rightly called the study of the allocation of resources for satisfying human wants. 

Since people can not satisfy all wants using limited resources, they have to choose the most and urgent ones from unlimited wants. A person may feel the wants for food, color television, and any other items, but he must meet his want for food before anything. The choice problem arises also because a resource has alternative uses. For example, a piece of land can be used for growing paddy in it, or it can be used for building a market on it or it can be put to any other use its owner thinks more profitable. Once its owner has put it to one use, it can not be used for other purpose. The best use of a resource can be assured by utilizing it to meet the most urgent and important wants. 
The word "economics" has its origin in the Greek "oikonomikós" (relating to household management), from "oikos" (house). The definition of Economics is based on the fundamental concepts of unlimited wants, limited resources, the choice problem, and alternative uses of resources. Professor L. Robbins refers to these concepts in his definition of Economics which says, “Economics is the science which studies human behavior as a relationship between ends and scarce means which have alternative uses.”
General definition of Economics “Economics is a science which shows how we can use our limited resources to produce valuable commodities, and distribute them among the members of the community with maximum possible level of efficiency.”
Any human activity related directly or indirectly to satisfaction of human wants is called economic activity.
Our course and concentration is Managerial Economics. As the manager of the financial institution, we should have clear concept about the Managerial Economics. Managerial Economics is defined as, “The study of Microeconomics and methodology in decision making problems faced by various profit organization.” 
Methodology of Economics
Economics is a science in the sense that it employs scientific methods of acquiring and disseminating knowledge. There is a sharp distinction between the methods of acquiring knowledge used in Economics and those used in sciences like physics, chemistry.  The natural sciences conduct control experiments with inanimate matters and animals in laboratories whereas Economics experiments with human being who can not be subjected to such controlled experiments. Moreover, randomness is a latent feature of human behavior. Broadly speaking, there are two methods of gathering knowledge. The methods are deductive and inductive methods.
Microeconomics versus Macroeconomics
Microeconomics deals with behavioral patterns of the smallest economic agents which make their decisions independently. It shows how allocation of resources, production of commodities, determination of price, etc are affected by the independent decisions of the consumers, producers and other economic agents. Microeconomics analyzes the decision making process of different economic agents under different behavioral assumptions. For example, it deals with utility-maximizing behavior of a consumer, profit maximizing behavior of a competitive firm, revenue maximizing behavior of an oligopolist, etc. Not only microeconomics discusses the behavior of the smallest independent decision units, but also discusses the interactions emerging among different economic agents.
Macroeconomics deals with aggregate variables facing an economy. Gross National Product (GNP), Gross Domestic Product (GDP), aggregate employment level, the general price level, the growth rate of the economy, etc. are few examples of macroeconomic topics. Macroeconomic topics are quite distinct from the Microeconomic topics. Macroeconomics shows how the equilibrium levels of income and consumption of the economy are determined whereas Microeconomics determines the utility maximizing levels of commodities of a consumer. Macroeconomics discusses the determination of relative prices of the commodities and services and Macroeconomics discusses the determination of general price level in the economy. 
Difference between Microeconomics and Macroeconomics are shown in the tabular form:
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	Microeconomics is that branch of Economics which studies economic activities at micro level or individual level.

Microeconomics is concerned with partial equilibrium analysis.
Microeconomics assumes full employment of resources.
Microeconomics does not allow any government intervention.
	Macroeconomics is that branch of Economics which studies economic activities at aggregate level. It tells us about the overall performance of an economy.
On the other hand, Macroeconomics is concerned with general equilibrium analysis.
But Macroeconomics considers full employment of resources as exceptional situation.
While Macroeconomics not only allows government intervention but also needs.


The assumptions of the two branches of Economics are different. Microeconomics assumes prices of other commodities and services to remain fixed when it explains the determination of price of one commodity. On the other hand, Macroeconomics assumes that the relative prices have already been determined when it explains the determination of the general price level. In some cases, the boundaries of Microeconomics and Macroeconomics are overlapping.  
Finally, we should note that the values of Macroeconomic variables are not equal to sums of values of microeconomic values. 
