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B.COM. PART 1  

CORE CONCEPT OF BUSINESS ECONOMICS 

 

Demerits of Deductive Method: 

Despite these merits, much criticism has been levelled against this method by the Historical School 
which flourished in Germany. 

1. Unrealistic Assumption:  

Every hypothesis is based on a set of assumptions. When a hypothesis is tested, assumptions are 
indirectly tested by comparing their implications with facts. But when facts refute the theory based 
on the tested hypothesis, the assumptions are also indirectly refuted. So deduction depends upon 
the nature of assumptions. If they are unrealistic, in this method, economists use the ceteris 
paribus assumption. But other things seldom remain the same which tend to refute theories. 

2. Not Universally Applicable: 

Often the conclusions derived from deductive reasoning are not applicable universally because the 
premises from which they are deduced may not hold good at all time and places. For instance, the 
classicists assumed in their reasoning that particular conditions prevailing in England of their 
times were valid universally. This supposition was wrong. Prof. Lerner, therefore, points out that 
the deductive method is simply “armchair analysis” which cannot be regarded as universal. 

3. Incorrect Verification: 

The verification of theories, generalisations or laws in economics is based on observation. And 
right observation depends upon data which must be correct and adequate. If a hypothesis is 
deduced from wrong or inadequate data, the theory will not correspond with facts and will be 
refuted. For instance, the generalisations of the classicists were based on inadequate data and their 
theories were refuted. As pointed out by ircholson, “the great danger of the deductive method lies 
in the natural aversion to the labour of verification.” 
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4. Abstract Method: 

The deductive method is highly abstract and requires great skill in drawing inferences for various 
premises. Due to the complexity of certain economic problems, it becomes difficult to apply this 
method even at the hands of an expert researcher. More so, when he uses mathematics or 
econometrics. 

5. Static Method: 

This method of analysis is based on the assumption that economic conditions remain constant. But 
economic conditions are continuously changing. Thus this is a static method which fails to make 
correct analysis. 

6. Intellectually: 

The chief defect of the deductive method “lies in the fact that those who follow this method may 
be absorbed in the framing of intellectual toys and the real world may be forgotten in the 
intellectual gymnastics and mathematical treatment.” 

Inductive Method: 

Induction “is the process of reasoning from a part to the whole, from particulars to generals or 
from the individual to the universal.” Bacon described it as “an ascending process” in which facts are 
collected, arranged and then general conclusions are drawn. 

The inductive method was employed in economics by the German Historical School which 
sought to develop economics wholly from historical research. The historical or inductive method 
expects the economist to be primarily an economic historian who should first collect material, draw 
gereralisations, and verify the conclusions by applying them to subsequent events. For this, it uses 
statistical methods. The Engel’s Law of Family Expenditure and the Malthusian Theory of 
Population have been derived from inductive reasoning.The inductive method involves the following 
steps: 

1. The Problem: In order to arrive at a generalisation concerning an economic phenomenon, the 
problem should be properly selected and clearly stated. 

2. Data: The second step is the collection, enumeration, classification and analysis of data by using 
appropriate statistical techniques. 
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3. Observation: Data are used to make observation about particular facts concerning the problem. 

4. Generalisation: On the basis of observation, generalisation is logically derived which establishes a 
general truth from particular facts.Thus induction is the process in which we arrive at a generalisation 
on the basis of particular observed facts. 

The best example of inductive reasoning in economics is the formulation of the generalisation of 
diminishing returns. When a Scottish farmer found that in the cultivation of his field an increase in 
the amount of labour and capital spent on it was bringing in less than proportionate returns year after 
year, an economist observed such instances in the case of a number of other farms, and then he 
arrived at the generalisation that is known as the Law of Diminishing Returns. 

 


