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CORE CONCEPT OF BUSINESS ECONOMICS 

They are:  

i. Marshall’s notion of ‘material welfare’ came in for sharp criticism at the hands of Lionel Robbins 
(later Lord) (1898- 1984) in 1932. Robbins argued that economics should encompass ‘non- material 
welfare’ also. In Teal life, it is difficult to segregate material welfare from non-material welfare. If 
only the ‘materialist’ definition is accepted, the scope and subject-matter of economics would be 
narrower, or a great part of economic life of man would remain outside the domain of economics. 

ii. Robbins argued that Marshall could not establish a link between economic activities of human 
beings and human welfare. There are various economic activities that are detrimental to human 
welfare. The production of war materials, wine, etc., are economic activities but do not promote 
welfare of any society. These economic activities are included in the subject-matter of economics. 

iii. Marshall’s definition aimed at measuring human welfare in terms of money. But ‘welfare’ is not 
amenable to measurement, since ‘welfare’ is an abstract, subjective concept. Truly speaking, money 
can never be a measure of welfare. 

iv. Marshall’s ‘welfare definition’ gives economics a normative character. A normative science must 
pass on value judgments. It must pronounce whether a particular economic activity is good or bad. 
But economics, according to Robbins, must be free from making value judgment. Ethics should make 
value judgments. Economics is a positive science and not a normative science. 

v. Finally, Marshall’s definition ignores the fundamental problem of scarcity of any economy. It was 
Robbins who gave a scarcity definition of economics. Robbins defined economics in terms of 
allocation of scarce resources to satisfy unlimited human wants. 

Methods of study of Economics: There are two method of reasoning in theoretical 
economics. They are the deductive and inductive methods. As a matter of fact, deduction and 
induction are the two forms of logic that help to establish the truth. 
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Deductive Method: 

Deduction Means reasoning or 
inference from the general to the 
particular or from the universal to the 
individual. The deductive method 
derives new conclusions from 
fundamental assumptions or from truth 
established by other methods. It 
involves the process of reasoning from 
certain laws or principles, which are 
assumed to be true, to the analysis of 
facts.Then inferences are drawn which 
are verified against observed facts. 
Bacon described deduction as a 
“descending process” in which we 
proceed from a general principle to its 
consequences. Mill characterised it as 
a priori method, while others called it abstract and analytical. 

Deduction involves four steps: (1) Selecting the problem. (2) The formulation of assumptions 
on the basis of which the problem is to be explored. (3) The formulation of hypothesis through the 
process of logical reasoning whereby inferences are drawn. (4) Verifying the hypothesis. These steps 
are discussed as under. 

(1) Selecting the problem: The problem which an investigator selects for enquiry must be stated 
clearly. It may be very wide like poverty, unemployment, inflation, etc. or narrow relating to an 
industry. The narrower the problem the better it would be to conduct the enquiry. 

(2) Formulating Assumptions: The next step in deduction is the framing of assumptions which are 
the basis of hypothesis. To be fruitful for enquiry, the assumption must be general. In any economic 
enquiry, more than one set of assumptions should be made in terms of which a hypothesis may be 
formulated. 

(3) Formulating Hypothesis: The next step is to formulate a hypothesis on the basis of logical 
reasoning whereby conclusions are drawn from the propositions. This is done in two ways: First, 
through logical deduction. If and because relationships (p) and (q) all exist, then this necessarily 
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implies that relationship (r) exists as well. Mathematics is mostly used in these methods of logical 
deduction. 

(4) Testing and Verifying the Hypothesis:The final step in the deductive method is to test and 
verify the hypothesis. For this purpose, economists now use statistical and econometric methods. 
Verification consists in confirming whether the hypothesis is in agreement with facts. A hypothesis is 
true or not can be verified by observation and experiment. Since economics is concerned with human 
behaviour, there are problems in making observation and testing a hypothesis. 

For example, the hypothesis that firms always attempt to maximise profits, rests upon the 
observation that some firms do behave in this way. This premise is based on a priori knowledge 
which will continue to be accepted so long as conclusions deduced from it are consistent with the 
facts. So the hypothesis stands verified. If the hypothesis is not confirmed, it can be argued that the 
hypothesis was correct but the results are contradictory due to special circumstances. 

Under these conditions, the hypothesis may turn out to the wrong. In economics, most 
hypotheses remain unverified because of the complexity of factors involved in human behaviour 
which, in turn, depend upon social, political and economic factors. Moreover, controlled experiments 
in a laboratory are not possible in economics. So the majority of hypotheses remain untested and 
unverified in economics. 

Merits of Deductive Method: The deductive method has many advantages. 

(1) Real:It is the method of “intellectual experiment,” according to Boulding. Since the actual world 
is very complicated, “what we do is to postulate in our own minds economic systems which are 
simpler than reality but more easy to grasp. We then work out the relationship in these simplified 
systems and by introducing more and more complete assumptions, finally work up to the 
consideration of reality itself.” Thus, this method is nearer to reality. 

(2) Simple: The deductive method is simple because it is analytical. It involves abstraction and 
simplifies a complex problem by dividing it into component parts. Further, the hypothetical 
conditions are so chosen as to make the problem very simple, and then inferences are deduced from 
them. 

(3) Powerful: It is a powerful method of analysis for deducing conclusions from certain facts. As 
pointed out by Cairnes, The method of deduction is incomparably, when conducted under proper 
checks, the most powerful instrument of discovery ever wielded by human intelligence. 
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(4) Exact: The use of statistics, mathematics and econometrics in deduction brings exactness and 
clarity in economic analysis. The mathematically trained economist is able to deduce inferences in a 
short time and make analogies with other generalisations and theories. Further, the use of the 
mathematical-deductive method helps in revealing inconsistencies in economic analysis. 

(5) Indispensable: The use of deductive method is indispensable in sciences like economics where 
experimentation is not possible. As pointed out by Gide and Rist, “In a science like political 
economy, where experiment is practically impossible, abstraction and analysis afford the only means 
of escape from those other influences which complicate the problem so much.” 

(6) Universal: The deductive method helps in drawing inferences which are of universal validity 
because they are based on general principles, such as the law of diminishing returns. 

 


