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Preface
Economics has influenced policymaking across the globe, and 
the world of finance and trade is completely dependent on this 
subject. Despite the tremendous practical application of the 
subject, it is often perceived as obscure and theoretical. This 
book attempts to make the readers understand the practicalities 
of the subject of Economics. Examples taken from various 
industries in this book demonstrate the application part.  The 
book tries to acquaint the readers with the practical applications 
of microeconomics, unraveling each aspect of economics jargon. 
At the end of the book, the reader should be able to appreciate 
the practical application of microeconomics in business and 
policymaking. The purpose of the book is to make people 
without an economics background comfortable with the subject. 
As a learning outcome, the readers should be able to appreciate 
business articles comfortably or be able to engage in discussions 
on economic issues after reading the book.  The book will help 
students of Economics at the undergraduate level and in executive 
MBA programs to follow and understand their academic 
curriculum better.  
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Introduction to the book
The world of trade and finance are dependent on the economic 
sciences. The knowledge of economics is essential for students and 
professionals who want to make career in the world of business. 
Usage of big data and computers have given the economic 
sciences the capacity to forecast with fair amount of accuracy. The 
importance of economic sciences has made it essential for students 
and professionals to have fair idea about elementary economics 
to fulfil their career aspirations. However, often Economics 
text books are found to be theoretical and full of jargons which 
are difficult to follow. This book attempts to simplify various 
microeconomic theories and explain the various terms used in 
economics with examples from business world. Discussion of 
different theories in this book makes it easier for the readers to 
understand the application of economics in various fields. The 
book introduces the readers with core concepts of economics like 
demand and supply and take them through theories of consumer 
choice, market, factors of production and finally international 
economics. At the end of the book, the readers will be able to 
appreciate following concepts of microeconomics:

 ● Concept of scarcity and choice

 ● Law of demand and supply

 ● Price elasticity of demand and supply

 ● Consumer behaviour with both cardinal and ordinal utility 
theory

 ● Theory of cost and production

 ● Various forms of market ranging from monopoly to perfect 
competition



 ● Concepts of revenue, cost and profit

 ● Overview of factors of production

 ● Basics of trade including free trade and trade barriers

Finally, the readers will be able to understand how different 
economic theories affect our day to day life and determine 
public policies at national and global level.



Who can benefit from the book?

 ● Undergraduate students can use this as a text book that 
covers their syllabus

 ● Students at master’s level in programmes like MBA, often 
join from non- economics background. This book will be 
useful for them to understand basics of economics

 ● Business professionals can use this to understand decision 
making in the companies and industries

 ● Entrepreneurs will be benefitted by learning the basics of 
microeconomics to understand policy matters
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How to use this book?
The book can be used in multiple ways depending on the need of
the reader. The book focuses on explaining various
microeconomics concepts with examples from business and day to
day life.

 ● Students can use this to understand basics of economics

 ● This can be used as a reference book by various UG level 
students like engineering etc. to understand the concept 
of economics and its application in industry. Students will 
benefit when they will try to match the theories with their 
practical learning

 ● The readers may conduct small survey, experiments to 
check empirically theories like law of demand etc. discussed 
in the book

 ● Students may prepare graphs, diagrams with various 
economics databases available with World Bank, CIA Fact 
Book etc. and check the application of economic theories

 ● Entrepreneurs may use this to understand basics of 
microeconomics and complement the book with policy 
papers and strategic documents
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Chapter 1

Fundamentals of Economics

This chapter introduces the readers to the fundamentals 
of Economics. Economics is one of the most 

important aspects of social science and is used immensely in 
policymaking. The application of economics improves the 
quality of life across the globe. But often, we are not clear 
about the fundamental concepts of economics. The purpose 
of this chapter is to bring about clarity on the need, use, 
and concepts of economics before entering into a detailed 
discussion on various topics of microeconomics in the 
subsequent chapters. 

Key learning objectives of this chapter include the reader’s 
understanding of the following: 

 ● The importance of studying economics

 ● The definition of economics

 ● The importance of concepts like scarcity and choice
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1.1 Why Study Economics? 

People study Economics for various purposes: to attain a 
good job, for the purpose of higher education, or just to gather 
knowledge. But studying economics can be even more purposeful. 
It enables us to make rational decisions. The decision to choose the 
political party that will formulate policies keeping our interests in 
mind, the decision to choose the job that will give more returns, or 
choosing to buy the stock which is the best investment option, are 
all decisions that Economics can help us make. 

We hear a lot of terms without understanding their intrinsic 
meaning. We hear about monetary policy, credit squeeze, and 
financial inclusiveness. However, our understanding is often 
superficial. To appreciate these terms, we need an understanding 
of economics. We hear about the taxation policy of the Biden 
Government or the tariff imposed by the European Union on 
US imports from China. The study of Economics enables us to 
appreciate the debates and discussions on these topics. 

Everyone is interested in learning about vibrant business 
environments, stable job markets with low unemployment, and the 
growth in the country’s economy. Knowledge of economics allows 
us to understand the factors that affect the business environment 
or the job market. It also makes us think about the policy measures 
which can achieve these objectives. 

 ● The difference between microeconomics and 
macroeconomics
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We know that for investing in the stock market, we need to have 
information not only about the companies we are interested in but 
also about the economy and the events affecting the stock market. 
The study of economics enables us to read and comprehend 
a business newspaper. The study of economics improves the 
analytical capability and business acumen needed for success in a 
profession.1

Economics expands our vocabulary, allows us to put new terms 
into practice, makes us understand our own spending habits, 
leverage economic tools, and improves our career prospects.2 

An engineer needs an understanding of economics to make 
the right decision for controlling production costs, while a human 
resource manager with a knowledge of economics can optimize the 
utilization of the workforce. With economics,  a doctor will know 
which segment of patients will be able to afford a particular line of 
treatment. Thus, economics can be applied and utilized in various 
fields of operation

Finally, economics makes us realize the fact that resources are 
scarce. Optimum utilization of these scarcely available goods can 
make our life better and improve our standards of living. 

1. Lindholm, R. W. (1944). The Development of a Scientific Attitude in Economics. The 
American Journal of Economics and Sociology, 3(2), 239–250.

2. Chladek, N. (2017, November 30). 7 REASONS WHY YOU SHOULD STUDY 
ECONOMICS. Harvard Business School Online. https://online.hbs.edu/blog/post/5-
reasons-why-you-should-study-economics
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1.2 Defining Economics 

Samuelson and Nordhaus define3 economics as the study of 
how societies use scarce resources to produce valuable goods and 
services and distribute them among different individuals.

As per the Economist,4 The most concise definition of economics 
is the study of how society uses its scarce resources.

So, economics deals with the optimum utilization of the 
resources that are scarce in nature. This is applicable to an 
individual as well. A salaried person needs to budget for different 
needs within his monthly income. He needs to allocate funds for 
gasoline, food, and rent, as well as funds for entertainment. There 
needs to be a provision for savings as a means of social security 
during rainy days. 

Webster’s Dictionary5 defines optimization as a process that 
tries to make something as effective as possible. A household 
tries to make its expenditure as effective as possible. The way a 
household tries to minimize their running costs per month and 
maximize utility for the family members with a limited income 
is optimization. This optimization is done assuming that the 
consumer knows what is best for him. He is rational and his 
decisions are based on logic. When we aggregate the individual 
needs, we hit upon the societal needs.6

3. Samuelson, P. A., & Nordhaus, W. D. (2009). Economics 19e.p 1.

4. The Economist, Economics A-Z terms. https://www.economist.com/economics-a-to-
z/a

5. Dictionary, M. W. (2002). Merriam-webster. On-line at http://www. mw. com/home. 
htm, 14.

6. Hossain, F. A., & Ali, M. K. (2014). Relation between individual and society. Open 
Journal of Social Sciences, 2(08), 130.
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A country needs to budget funds for its defense, its 
infrastructure, healthcare, and education for its citizens. These are 
planned with the limited or scarce resources it receives through 
various means of revenue, in particular the taxes collected by the 
state.7

If resources were not scarce, the basic premises of economics 
would have been challenged, as we always assume that wealth is 
limited.8 In the next section, we deal in detail with the concept of 
scarcity.

1.3 Concept of Scarcity

If we had Aladdin’s Genie’s lamp and could have anything 
and everything we wanted, then there would be no problem of 
scarcity. Unfortunately, despite the rapid evolution of humankind 
and human society, most resources are still scarce in this world. 
Neither the individual nor the state has any magical lamp to solve 
the problem of hunger and poverty. Moreover, human needs or 
wants are unlimited.9 So, even if we solve the problem of poverty 
and most people gain access to food, clothing, and shelter, the 
problem of scarcity will not be over. Herein lies the need for 
economics. 

Economics is concerned about using scarce resources optimally 
for producing valuable goods and services. Then, it takes on 
the onus of distributing these scarce resources among different 

7. Blinder, A. S., & Solow, R. M. (1973). Does fiscal policy matter?. Journal of public 
economics, 2(4), 319-337.

8. Pilzer, P. Z., & Davie, K. (1994). Unlimited wealth. New York: Crown.

9. Samuelson, P. A., & Nordhaus, W. D. (2009). Economics 19e.p 1
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individuals. So, it has the dual task of production and distribution. 
Economics tries to answer three basic questions: what to produce, 
how to produce, and for whom to produce? These are also called the 
central problems of an economy. 

The concept of scarcity is prevalent at an individual level 
as well as a societal level. Alice wants to go on a vacation to 
Switzerland, but she cannot. She needs to settle her  EMI10 on her 
car loan, which leaves her with fewer savings to plan a vacation. 
Her needs and wants far exceed her monthly income. 

On a societal level, a country wants to spend more money 
on education, healthcare, and universal basic income for all. But 
the country may be compelled to spend on defense, service its 
debt from the International Monetary Fund (IMF), and may also 
need to spend money on building infrastructure. Despite its good 
intentions, the Secretary of the Treasury is not able to allocate 
more money to areas like education or healthcare. Thus, the need 
for optimization arises. The country’s socio-economic policies 
should lead to optimum utilization of scarce resources, which will 
be the best option for its citizens. 

Land, labor, capital, and entrepreneurship are factors of 
production. Factors of production are also scarce, and hence, the 
manufacturing sector needs to utilize scarce resources to maximize 
its productivity and minimize its cost of operation. Scarcity forces 
us to make a choice, more specifically, a rational choice, which is 
an important area of decision-making in economics. The concept 
of choice is explained in the next section. 

10. EMI is an Equal Monthly  Instalment set by a bank or financial institution against a 
loan.
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1.4 The Concept of Choice 

Scarcity leads to the problem of choice. As incomes are limited, 
one needs to limit one’s consumption and spend money only 
on selected items. Scarcity determines the choice in the above 
scenario and leads the individual to make the decision that will 
benefit him or her the most. Economists study the behavior of 
consumers, and choices made by people as a part of the decision-
making process.11 When resources are scarce, people need to make 
their choices judiciously. When we have limited capital and labor 
to produce a limited amount of goods and services, we need to 
make a choice regarding what to produce.

Again, we need to choose how much to produce from the 
limited availability of capital and labor. If labor is available in 
abundance in a particular society, it may opt for a labor-intensive 
industry. Countries like China or India, which have abundant 
manpower, might prefer a labor-intensive industry. But Finland, a 
country with just 5.5 million people, may not find labor-intensive 
industries suitable for it. While Finland may have less manpower, 
it might have an abundant supply of capital available in the 
country. It may focus on technology-driven, capital-intensive 
industries. 

While countries with abundant labor may opt for industries 
like footwear or garments, a country with cheaply available capital 
may opt for high-tech electronic industries or focus on robotics, 
for example. 

11. Dorothy Noyes. (2015). Fairy-Tale Economics: Scarcity, Risk, Choice. Narrative 
Culture, 2(1), 1–26.
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Next comes the choice of distribution. How can one distribute 
whatever is produced in society among various stakeholders? 
Capitalism and the market economy make this less complicated; 
it produces for the people who have money or purchasing power. 
Purchasing power determines for whom to produce.12 In socialist 
economies, they produce for the people who need the goods the 
most, but this idea may appear utopian and so far, does not have 
strong evidence of successful implementation.13 

Opportunity cost is a concept in economics that makes us 
choose between various opportunities. For example, while you 
are reading this book, you are missing the opportunity to watch a 
movie. The opportunity cost of reading this book may be the loss 
of an hour spent watching a movie. Opportunity cost is the value 
of the next best alternative that we forego. Let’s look at another 
example: Tom got two job offers after completing his graduation. 
One at P&G with an income of  $70,000 per year, the other one at 
Ford with an income of $60,000 per year; he decides to go for the 
P&G job offer. Now, the opportunity cost of his choice is $60,000 
which he could get out of the next best alternative. 

The concepts of scarcity, choice, and opportunity cost are 
fundamental to the discussion of economics and many of the 
theories are based on these concepts. 

12. Samuelson, P. A., & Nordhaus, W. D. (2009). Economics 19e.p 60

13. Lipset, S. M., & Bence, G. (1994). Anticipations of the Failure of Communism. 
Theory and Society, 23(2), 169–210.




