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Empiricism
L UL UL \\odificd by Joseph Tao-yi Wang 16. Is Economics Good for You?

1. Economics is the study of people’s 4. The third principle of economics is
choices. empiricism—analysis that uses data.

2. The first principle of economics is that Economists use data to test theories and
people try to optimize; they try to choose to determine what is causing things to
the best available option. happen in the real world.

3. The second principle of economics is that
economic systems tend to be in
equilibrium, a situation in which nobody
would benefit by changing his or her own

behavior.
Principles/Practice of Econ Principles/Practice of Econ

Joseph Tao-yi Wang

What area of your life is
NOT covered by economics?
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Economic Agent =
Any group/individual
that makes choices,
such as consumers,

firms, parents,
politicians, etc.

Principles/Practice of Econ

What does it mean if something is scarce?

Principles/Practice of Econ

How many pieces should each person have taken?
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Economics studies ‘ % 6

how agents make choices ~ <
among scarce resources, and :
how those choices affect society
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» Positive Economics
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» Some people took more than one and not

» Microeconomics
everyone got a piece

» The study of individuals,

firms, government
» Normative economics

pati

Gtial
ol Sicalcévg‘tals°‘°‘\‘
wSinodels
rates s vs

Raolrer
» Each student should just take one so that
everyone gets a piece
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» Macroeconomics

by 5
y o Keyhes g
S curvem
SUtVenyg

goods =

onomvy..... =
» The study of the PNEWE nl>§§~g¥,f@'
whole economy

Principles/Practice of Econ




9/27/2016

» Traditionally: Economics is the study of how » Central Planning in Soviet
society produces and distributes goods to satisfy Union:
the wants and needs of their members. » "'..if the plan merely calls for

» My View: Economics is a study of institutions and tonnages of output, there is every
human behavior (reactions to institutions) incentive to skimp on design or

yle. TEEME, TEYHE finish or quality, in order to

» (Classical) market mechanism is just one example! concentrate on sheer weight.”

» Other mechanisms: Auctions, match-making The Economl_c Problem (1970),

S . Robert L. Heilbroner

» Other institutions: governments, congress, national . ) .

health insurance, families, social norms » Interesting cartoon in Krokodil
(Russian satirical magazine):

Principles/Practice of Econ Principles/Practice of Econ

1. Optimization
=making the best choice possible with given

information
What is the essence of > Equilibrium
economics? =when everyone is optimizing; no one would be
better off with a different choice

3. Empiricism
= using data to figure out answers to interesting

1.2 Three Principles of Economics .
questions

Principles/Practice of Econ Principles/Practice of Econ

First Principle of Economics: Optimization

First Principle of Economics: Optimization

What is the optimal level of crime?
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» You want to buy a » You want to buy a
$20 book. If you $1,000 computer. If
drive 3 miles, you you drive 3 miles, you
can buy it for $10. can buy it for $990.
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First Principle of Economics: Optimization

9/27/2016

Principles/Practice of Econ

AR BaR

#TE NTU BRI < axn Bap gy Bezes

- @

FEEZERAE National Taiwan Univer
P

Principles/Practice of Econ

Equilibrium
A situation in which

no one benefits by changing
his/her behavior

Principles/Practice of Econ

What Does Equilibrium Really Mean?

Principles/Practice of Econ
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» Swedish Lottery in 2007

» Lowest Unique Positive
Integer (LUPI) Game

» R/INE—EBBNES

» Choose a positive integer
from 1 to 100

» Win if choose the Lower
but Unique number

» Prize?
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2012 Principles Class LUPI Experiment

Frequency
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Free Rider Problem Exists when
an individual /group is able to
enjoy the benefits of a situation
without incurring the costs

Which one is experiencing equilibrium?

Principles/Practice of Econ Principles/Practice of Econ

Is there an incentive
for him to change
his behavior?

Principles/Practice of Econ Principles/Practice of Econ

Crowded beaches
and hot

temperatures go
together.

So if we want to make it
cooler, keep people from
going to the beach!

And you forgot this guy... =




What are the costs and
benefits of this course?

1.6 Is Economics Good for You?
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Costs of taking this class:

» Tuition

» Other Principles of Economics classes
» Other courses

» Sleep?

» Stress?

Principles/Practice of Econ
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» Economics is a study of institutions and
human behavior (reactions to institutions)

» TEBBER, THHK]
» (Classical) market mechanism is one example
» Other mechanisms: auctions, matching
» Other institutions: Governments, congress,
» Welfare systems, national health insurance,

» Families, social norms

Principles/Practice of Econ

» Watch "Ten Principles of Economics: A
Translation" on YouTube & read its transcript

» ALL Chap.1, Problem 2, 5, 8
» Bonus Question (See next slide)
» Challenge Questions (from Past Midterms)
» Midterm 2008 - Multiple Choice Q2, Q14
» Midterm 2009 - Multiple Choice Q4
» Midterm 2010 - True/False Q1, Q5
» Midterm 2013 - True/False Q2

Principles/Practice of Econ

The costs of many environmental regulations
can be calculated in dollars, but the benefits
often are in terms of lives saved (mortality) or
decreases in the incidence of a particular
disease (morbidity).
a. What does this imply about the cost-benefit
analysis of environmental regulations?

b. There is an old saying "You can't put a price
on a human life." Do you agree or disagree?
Explain.

Principles/Practice of Econ




1. A Set of Rules (= Institution)

» —EBER A TR R E A XA E R B
2. Individuals Optimize

» BARKRRREL, ERAMNYZERETRE!
3. You Need to React to Others Optimizing

» Ett AR ERELL, FIMMRERE, BESHAR

MRIA%E, HIEREENAEZEBEABTREER?

4. What should the aggregate data look like?

» BEBERRER? BEROFERRMm?
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» Win by Choosing k if no other chooses k,
and nobody "uniquely chooses 1 to (k - 1)"

» Assume Number of Players is Poisson(n)
» Mixed Strategy Equilibrium requires:
» Pr (win | choose 1) = Pr (win | choose 2) =...

e "PL — (1 _ nple—npl) . e P2
t

Nobody uniquely

chose 1 |Nobody chose 2 |

|Nobody chose 1 |

What is Economics?

What is Economics?
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5. Does empirical data match the theory?
» BEEEREEIIMNERRA? BEENKESR
ME@EtE ] NEROQ

What is Economics?
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What is Economics?

il 4

" L
4000 6000 8000

Number guessed

What is Economics?

5. Does empirical data match the theory?
» BRRERESSUSIMIER? BEERRES
MEEHE ) ERONE
6. Can individual differences be explained?
y (BRih) BRI EEETHRE? BREIUETHE
e

What is Economics?
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95
Number guessed

What is Economics?

3000

Total # guesses on number all days

/Swedish Field Datal
100} Cognitive Hierarchy .

(1 =1.80, »=0.0034)

|Poisson Equilibriuml |

1000 2000 3000 4000 S000 6000 7000 8000 S000 10000

What is Economics?

/‘ Imitation Learningl

| Field Data (smoothed) |

| Poisson Equilibriy
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What is Economics?

T 1 T
2000 4000

What is Economics?

5. Does empirical data match the theory?

» BERERNEEFIRMNEL? EEENKREE B

ExE ] WERNT

6. Can individual differences be explained?

» (BRI ERIE=RESHERE? BRBOUET/ER?
7. How can the institution be improved?

» TI26MRA:HIE (GBEHR A B IR B I ASUGERI TS ?
8. Where did this institution come from?

» EEHERMERD? RIRAEERTEE?

What is Economics?
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