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. Thinking Like an Economist
. The Scope of Economics
» Positive vs. normative analysis, micro vs. macroeconomics

» Opportunity cost, production possibility frontier
. Equilibrium

» Comparative advantage, gain from trade

. Empiricism

» Correlation vs. causation
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What does economics mean to you?
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Thinking Like an Economist

® Economics study all human behavior, or choices under scarce resources.

» Choice is the unifying feature of all the things that economists study, not
just money.

- Economists think of almost all human behavior as the outcome of choices.
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Thinking Like an Economist

® Economists play two roles:
» Scientists: try to explain the world.
>/ Policy advisors: try to improve the world.
® Fconomists employ the scientific method.
» Analyze and test theories about how the world works.

» Devise theories, collect data, and analyze these data to verify or refute the
theories.
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Thinking Like an Economist

® Economists make assumptions.

» Simplify the complex world and make it easier to understand. (Every one
is rational. Or is it?)

» Focus on the essence of the problem.
Economists use models to study economic issues.
» Simplify the reality to improve our understanding of it.

» Allow us to see what’s truly important.
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Thinking Like an Economist
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Thinking Like an Economist
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The Scope of Economics

Positive analysis vs. normative analysis

® Positive analysis: § 2_£ 4 7

conomists describes what people actually do.

e.g., “Why do prostitutes earn more?” or 7 2| & ¢ stkfe 4 &§ ? |
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® Normative analysis: *M; ERAR

Economists recommend what people ought to do (policy implications).
e.g., “Should prostitution be legalized?” or " 7 2| §_Z& &% ﬁﬁt)%i“,f ?
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Economists try to explain the world as well as to improve it by giving advice.
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The Scope of Economics

Microeconomics vs. macroeconomics

® Microeconomics: i 48 5 A8

The study of how individuals, firms, or government make choices, and how those
choices affect prices, the allocation of resources, and the well-being of agents.
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® Macroeconomics: 5%, 48 & /A8

The study of the economy as a whole, such as the growth rate of a country’s total
output the inflation rate, or the unemployment rate.
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The Basic Principles of Economics

® Optimization : Economics studies the problem of “choice” only when
resources are scarce. (B if )

® Equilibrium : Economics studies how people interact with one another.
(=)

Empiricism : Any theory with should be evidence-based. (§ % A #)
ERFIF RT3 VT RALT > EABHAPRER 2 IR
B2 fFdofe 3 6 > 23 BLAREOR T AV K 0T B H sk o @ Af
FoIER L R F R R IR

( AR ERHRRE )

Optimization

® Economic agents try to choose the best feasible (available and
affordable) option, given the resources and information available at the
time of the choice.

- Trade-offs: Some benefits must be given up in order to gain others.
EARBHARET FOER 2 FEEFRL (g, s dARESAERT)

» Budget constraint: The set of things that a person can choose to do (or to
buy) within the resources that he has (i.e., the budget).
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Opportunity costs

® Opportunity costs: # ¢ = #
The opportunity cost of something is the value of its best alternative activity.
FEEXPPWE I A kT R B ER T B ER G L EESR

°
l FB is free, or is it?
B_like 9
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Is FB free?

® When we are using FB, we could have spent the time in some other way:
e.g., playing basketball, jogging, or working at a part-time job, and so on.
The largest benefit among those things is the opportunity cost of using FB.

® The “best alternatives™ are various across people; one way to evaluate the
opportunity cost is using the minimum wage.

In 2013, Web users worldwide spent 250 million hours on FB each day, or
15 minutes per day per person.
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Opportunity costs

® Opportunity cost is not the same as the accounting cost:
Think: what is the opportunity cost to see a movie (when it is not free)?
Opportunity cost = explicit cost (accounting cost) + implicit cost

= the ticket price + the money that you could have made from
working.
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Optimization

® Cost-Benefit Analysis: = & 3z 7 4 17

A calculation that adds up costs and benefits using a common measurement,
usually “money”.

A E A EGR L BEE - T AR B R

» The report “The global economic impact of Facebook” by Deloitte (2015):

“FB connects 1.3 billions of people in the world. It creates $227 billions
economic impact and 4.5 millions of job opportunities.”

» Is FB good for you? How many hours is optimal to be spent on FB?

10



slido

Q : 20# = Mike* 1,000~ § 7 — 5LiF)°
5 % Mike# v 7 1§ & 510,000~ -
Y% Mike 7 % - s #LFFR T 0 @ i
WeAE 502

=RE (D@ Startpresenting to display the poll results on this slide.

ﬂ v 2 2
stk B ) ©

Production Possibilities Frontier
The production possibilities frontier (PPF)2 & ¥ it & &

® PPF shows the relationship between the maximum production of one good for a
given level of production of another.

Quantity of

® Points on the PPF, such as A, B, E, F are Computers
attainable and efficient. Produced
® Points inside the PPF, such as D, are sonol. F oC
attainable but not efficient because it doesn’t ;’;z:l‘;ﬁ'llns
use all resources. o S8 Frontier
® Points outside the PPC, such as C, are
unattainable because they cannot be achieved. g D
AT REL - AT RIHAEET [
’?_fg"x{;fﬂ; .Eg E\, L&] ’R:Lr ;E i é_ gfj )'é' fﬁ'ﬁﬁ r"{é,& Y gt 0 300 600 700 Looguantity -

Cars Produced
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Production Possibilities Frontier
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® [s it worth it? Depends on the benefit

(the relative weights that professors
will use)

40 70 100
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Equilibrium

® Market: a place where people make transactions. # -

® Oil companies (suppliers) # 4

» Produce gasoline

» Hire workers or use capital

® Households (demanders) 7 T»ﬁ
» Purchase gasoline

> Provide labor services

B (HRBBMRE )

For example, in a gasoline market, there are suppliers and demanders.

Equilibrium
The Circular-Flow Diagram :

MARKETS

Revenue FOR __ Spending
GOODS AND SERVICES B
Goods e Firms sell Goods and
and services = Households buy services
sold bought
A 4
FIRMS HOUSEHOLDS
e Produce and sell e Buy and consume
goods and services goods and services
=+ Hire and use factors = Own and sell factors
of production of production
Factors of Labor, land,
MARKETS .
i and capital
production FOR P
FACTORS OF PRODUCTION
Wages, rent, e Households sell Income
and profit = Firms buy

e  — Flow of inputs

and outputs

——  — Flow of dollars
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Equilibrium

The situation in which everyone is optimizing, so nobody would benefit
personally by changing his or her own behavior.

B ATy APt it p EE > mF AR EEERHEE Y B
® Conditions for the equilibrium:

» The oil companies which operate wells make some (or at least zero) profit
by producing gasoline. (sellers’ optimization)

» The households who purchase gasoline will gain by buying gasoline.
(buyers’ optimization)

» The amount of gasoline produced by sellers (oil companies) equals to the
amount purchased by buyers. (quantities supplied = quantities demanded)

WD ( ARBBEHERE)

Who i1s the player?
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Why do people trade?

Joe Lacob (§ L X E):

“Look, the Warriors probably aren't
trading for Ben Simmons...He's very
talented. The problem is: We have
Draymond.”

% % : Joe Lacobig & anti-tampering &'
rule (& 3134 08 &) AT AR5F 44
Key point of trade: we want
something we don’t have
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Gain from Trade

® You and your friend, Olivia can produce both website designs and computer
programs.

® Yours PPF: Number of 24 |-

computer

programs 22 [
181
Web sites 8 16 1

Programs 16 8 ot

Olivia’s PPC

® s there any way to minimize your work time? s
Specialization and trade! il

;%’E; %,i/v\l_ki’?%?u’ﬂ?«i% %"5 ‘Fﬁ%'ﬁ; o 2 4 6 8 10 12 14 16 18 20 22 2

Number of Web sites produced

B (HRBBMRE )

Gain from Trade

® Here we show how people be better off by specialization and trade.

» Suppose that in the beginning that you produce at (w, p) = (4, 8), and Olivia
produces at (w, p) = (2, 7).

> Now you specialize in producing programs and Olivia specializes in producing
web sites.

. Consumption Production
Then you trade 6 programs in after trade before trade
. Programs Programs
exchange for 6 web sites from
Olivia (exchange rate = 1:1). L

Production

?7"_\ after trade
6

@
[]
1
web sites i web sites

1
68 2 10 16
u

By doing so, you enjoy (w, p) = ]
(6, 10) and Olivia has (10, 6).

You both are better off! (to the
points you couldn’t reach before)

REE (ARHAHRE )
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Gain from Trade

® The gain from trade (3" % /#):

Before trade After trade Gain
g from
Production and . .
emiTE e Production | Trade | Consumption | trade
Web sites 4 0 +6 6 +2
You +4
programs 8 16 -6 10 +2
.~ . | Websites 2 16 -6 10 +8
Olivia 47
programs 7 0 +6 6 =
Gd BESITRPFRETE(AEF PRI FEET ) B MERF A ST
]?g‘ééfljm/ﬁ ‘;F!’:E; ° %‘—‘}: ?K[ﬂtb%-ﬁq— aj%ﬁ’\fﬂgf I" o

Comparative advantage

® Absolute advantage: the ability of an individual or country to produce a good
using fewer inputs than another producer. (Adams Smith)

® Comparative advantage: the ability of an individual or country to produce a
good at a lower opportunity cost than another producer. (David Ricardo)

1 individual or country can have absolute advantage in both goods but cannot
ave comparative advantage in both goods.
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Comparative advantage

® Opportunity cost:

» You have the comparative advantage (at a lower opportunity cost) in producing

> Principle of comparative advantage: each good is produced by the individual or
country who has the smaller opportunity cost of producing that good.

Web sites Programs

P » s OMioia g
opportunity cost | opportunity cost % 2 A programsenis § = ﬂ‘ihOthaﬂ

F 3% & ¥ 4 & programs ; Olivia? &
You 2 programs Y, web sites web sitess % € = A i 0 F] P R A
¥ 4 # web sites o

Olivia Y, programs 2 web sites

computer programs, and Olivia has the comparative advantage in creating web sites.
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Trade History of Taiwan

@ L F et - ;;j%“'f;f’%
> PIoES o B EEENE BRI E SN R AU ERER (F 0
- Lk s BHpELERER o

> 1950# PAJ’J:F‘—I—E’I%%”%JG:%”; b Tier ) geeed Tair sk | seil o
R R

> 1960 ¢ U HE AETRFTLT I 1 E > RIA SN L Aivaid 4o

>1970& e E R P EGEHE R I AL 0BG F I G HEARATE
EHEH BrRk# o~ A1 s T £ K o

>1980& RSP ENr TITWAS FAASBL FLRBTAREAF &
dA T F A AT AR ERF & SRR I
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Trade History of Taiwan

® gl kTt SHT Y
=52 ZEHOBMR 1896~1940 F

O RENEEMNT &S ©

D (AREEMAEAERE R - B 1985 FRENASHE  RK - HENAN PHENSHNERRES -

1896 11,396 8.0 514 13.4 21.5 5.7
1900 14,934 159 323 14.8 15.6 214
1905 24,291 243 26.1 242 11.1 143
1910 59,962 11.7 10.7 589 6.6 2.1
1920 216,265 7.9 3.1 65.8 35 19.7
1930 241,441 16.0 37 58.8 1.0 20.5
1940 566,054 15.5 3.7 39.3 0.8 40.7
EHAOE | BB (1958) FiEss Srl
Trade History of Taiwan
@ R F AR D LHETER
[15Xs53 =ESEFBHOES BT B ET
; 1955 123 111 (90.2%) 3 (2.4%) 0 (0%)
1965 450 243 (54.0%) 118 (26.2%) 12 (2.7%)
1975 5,309 868 (16.3%) 1,997 (37.6%) 741 (14.0%)
1985 30,726 1,879 (6.1%) 8,601 (28.0%) 5,740 (18.7%)
1995 111,659 4,284 (3.8%) 17,159 (15.4%) 31,032 (27.8%)
2005 198,432 2,490 (1.3%) 125935 (6.2%) 72,009 (36.3%)
2010 274,601 2,921 (1.1%) 11,643 (4.2%) 103,167 (37.6%)
BRIAR ¢ Taiwan Statistical Data Book By % FE i £
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Trade History of Taiwan

R SIEEY ST I

[Rs54 ZEHOBREFABEEN BT %
1985 245 487 268
1990 289 50.5 205
1995 319 56.5 11.6
2000 33.0 60.9 6.2
2005 52.0 44.1 39
2010 589 382 3.0

BRFOR ¢ Taiwan Statistical Data Book, 2000, 2011. P % RRE S

RRB (ARBBMRE
Empiricism

Any theory with should be evidence-based. § # 5 #5
EREEE & G ORF LFEY anER (R TR

® We use data to determine whether our theories about human behavior match
 with actual human behavior.

® We also want to know the causation of things that have happened.

@ 1 3 2 5 B B (correlation) I 7 % 71 H & %1% B % (causation)

If our theories fail to explain the data, we need to come up with better theories.

20
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Empiricism

» Correlation # Causation (4p i #%] % i %)

Drownings 2,000

(deaths
- per year in
the U.S.) 1500 -
1,000 F
500 |
0 1 . . 1 . . . . . .
100 150 200 250 300 350 400 450 500 550 600
Ice cream sales from one U.S. company
W (AR SRR ) (millions of dollars per year)
.
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What can Economics do for you?

® You should be able to apply the economic reasoning to analyzing
problems in your daily life.

® Sce through and predict other people’s behavior by using economics
alysis.

Use economic principles to make a wise decision, and further give
advice to other people like the government for them to make better
choices.

B (HRBBMRE )

Main concepts of this part

® Positive vs. normative analysis
® Optimization

® Opportunity cost

® Production possibility frontier
® Equilibrium

® Gain from trade

® Comparative advantage

® Empiricism
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