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Wealth definition - Adam smith (1776)
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“Economics is the science of wealth”.

‘An Inquiry into the Nature and Causes of the
Wealth of Nations’, (The Wealth of Nations)
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Supply and Demand

Price Elasticity of Demand
Consumer Surplus

Impact of taxation on society
The Short-Run and Long-Run
Optimization

Marshall also taught John Maynard Keynes. 1

PRINCIPLES OF
ECONOMICS

ALFRED MARSHALL
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According to Alfred Marshall, economics is the

study of man in the ordinary business of life.
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An Essay

on the Nature

and Significance of
Economic Science




“Economics is a science that studies human
behaviour as a relationship between end and scarce

means that have alternative uses”.

Features:

The wants of a human are unlimited.

It has an alternative use of scarce resources.

It is an efficient use of resources.

It is needed for optimisation, i.e., best allocation
of resources.
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“economics is the study of how people and
society choose, with or without the use of money,
to employ scarce productive resources which
could have alternative uses, to produce various
commodities over time and distribute them for
consumption now and in the future among various
persons and groups of society”.

It analyses the costs and benefits of improving
patterns of resource allocation.

This definition is the combination of welfare and
scarcity definition.
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Economic Concepts
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1 What Goods are to be produced?
Broadly, goods are classified as -
(a) Capital goods, and

(b) Consumer goods.
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Production of both capital and consumer goods
is essential for the economy. Capital goods (like
plant and machinery) are needed for further
production and future growth. Consumer goods
are needed for present consumption.

If the limited resources are largely used for the
production of consumer goods, the present
generation will enjoy good quality of life. But, lack
of capital goods would mean lack of future
growth. The future generations would suffer.



Likewise, if the limited resources are largely used
for the production of capital goods, the future
growth would be high. But, the lack of consumer
goods would mean that the present generation
will have low standard of living.

Hence, the problem called the f‘problem of
choice’ or the ‘problem of allocation of limited
resources’ to different uses. Production of
consumer goods is essential to raise standard of
living of the present generations. Production of
capital goods is essential for future growth.
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(1b) In What Quantity Goods are to be produced:

Once, we understand that the production of both
consumer goods and capital goods is essential,
another question arises.

How much of consumer goods and how much of
capital goods?

Because, (owing to limited resources) more of
consumer goods would mean less of capital
goods and more of capital goods would mean
less of consumer goods.



Here, it is important to understand that the loss
of quantity of consumer goods is the cost of
producing more of capital goods.

Likewise, loss of quantity of capital goods is the
cost of producing more of consumer goods.

In economics, this is called opportunity cost.
While shifting resources from one use to the
other, we must find out the opportunity cost of
doing it.
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‘How to produce’ refers to the technique of
production. Broadly, there are two techniques of
production:

(a) Labour-intensive technique, and
(b) Capital-intensive technique.

Labour-intensive technique implies greater use of
labour than capital, while capital-intensive
technique implies greater use of capital
(machines, etc.) than labour. Capital-intensive
technique promotes efficiency. It accelerates the
pace of growth. Where as Labour-intensive
technique enhances employment



3. For Whom to Produce?

Owing to limited resources, an economy cannot
produce goods for all sections of the society to the
extent desired. Broadly, every economy has two
sections of the society: The rich, and the poor.

Social justice is promoted if more goods are
produced for the poor. It would reduce inequality or
promote equality. However, there is a hidden cost of
doing it. By producing goods for the poor, the profits
of the producers would remain low.
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Low profits would mean low investment which
Implying low GDP growth. The economy would
remain backward for a long time to come. Thus,
there is a problem of choice: social equality or GDP
growth.
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The question also implies functional distribution of
national income among different factors of
production.
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