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Steps in Economic Methodology

Problem Identification

1 Economists start by identifying real-world economic problems

Hypothesis Formulation

2 Develop hypotheses to explain and potentially solve these issues

Data Collection

3 Gather relevant information to test their hypotheses

Theory Refinement

4 Refining theories based on empirical evidence
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The Scientific Approach in Economics

1 1. Logical Reasoning

Economics employs logical
reasoning to analyze data,
identify patterns, and draw
conclusions for economic
phenomena.
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2. Hypotheses

Hypotheses in economics help
formulate predictions about
economic behaviors and
outcomes based on underlying
theories.

3 3. Empirical Testing

Empirical testing involves
collecting and analyzing data to
assess the validity of economic
hypotheses and refine
economic theories.
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Economic Models: Simplifying Reality

Simplified representations of reality.
Structured framework for analysis.

Theoretical experiments and scenario testing.
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The Role of Theories in Economics

Systematic Explanations

Economic theories guide analysis and prediction.

Integrating Data

Theories test hypotheses against real-world

Representing Relationships observations.

Models represent complex economic relationships.
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Ceteris Paribus: A Crucial Assumption
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Focus on One Factor Controlled Experiments Isolating Variables
Holding all other variables constant. Predicting policy change More accurate predictions and causal
conseguences. relationships.
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Empirical Evidence in Economics

Empirical evidence provides real-world data to test economic hypotheses and validate theoretical models.
Economists analyze data from economic activities to refine theories and ensure they accurately reflect reality.

The use of empirical evidence helps economists make informed policy recommendations based on sound data analysis.
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Refutation in Economic Science

Testing Hypotheses Disproven Hypotheses Knowledge Advancement
Empirical evidence and logical Revision and refinement of theories Deeper understanding of
analysis economic phenomena

Refutation plays a crucial role in the progression of economic science.
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Positive vs. Normative Economics

Positive Economics Normative Economics
Describing and predicting economic events Making value judgments
Based on facts and data Suggesting policy measures
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Exploring Positive Economics

Objective Analysis Predicting Trends

Positive economics focuses on verifiable data and avoids It assists in predicting economic trends and policy

normative judgments. outcomes based on historical data and empirical
evidence.
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Logic in Positive Economics

Sound Theories Accurate Predictions Credibility & Reliability
Logical consistency ensures sound Models accurately represent real- Enhances the credibility and
theories world phenomena reliability of economic analysis
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The Hypothesis-Driven Nature of Economics

Refining Theories

Forming Hypotheses Positive economics relies on evidence-based analysis

Economists create hypotheses based on theories to to refine theories and improve the understanding of
explain economic behaviors and predict outcomes. economic phenomena.
1 2 3

Testing Hypotheses

These hypotheses are tested using empirical data to
determine their accuracy and validity in real-world
scenarios.
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Understanding Normative Economics

Value Judgments Policy Recommendations Societal Welfare
Based on subjective values, Address issues like income Focus on improving societal
ethics, and societal goals inequality and environmental welfare and promoting fairness

sustainability
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Value Judgments in Economics
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Subjective Opinions Economic Decision-Making Understanding Value
udgments

Shape views on fairness and societal Influence policies like taxing the rich Judg

priorities Reveals underlying assumptions,

values, and priorities
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Equity vs. Equality In
Economic Policies

Equity

Fair distribution based on
individual needs and
circumstances.

Equity vs. Equality

Equality

Equal distribution of
resources regardless of
varying needs.

Equality aims for sameness, equity aims for justice.
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Case Study: Applying Economic Methodology

Result Evaluation

1 Regression model shows significant decrease in unemployment rates.

Model Application

2 A regression model was applied to assess the impact.

Hypothesis Formulation

3 Hypothesis: Increasing vocational training programs would decrease unemployment.

Problem Identification

4 High unemployment rates in City X prompted a study.
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Analyzing an Economic Model

Simplified Dynamics Streamlined Analysis Practical Decision-Making
Focus on key variables and Assumptions include rational Empirical studies analyze market
assumptions behavior and efficient markets behavior and policy impacts
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Debating Normative Economic Policies

Should economic policies prioritize individual freedoms or societal welfare?
Balancing economic efficiency with equity raises questions about fairness and social justice.

Evaluating the role of government intervention in markets requires reflection on the balance between personal
responsibility and collective well-being.
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Role of Empirical Evidence in Policy Making

Foundation for Policy Minimum Wage Impacts Tax Reform Evaluations
Empirical evidence guides Studies on minimum wage impacts Data-driven evaluations of tax
policymakers with real-world data help shape labor market policies. reforms provide insights into their
and analysis. effectiveness.
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Challenges in Economic Modelling

e

Complex Interactions Ceteris Paribus Assumption Data Collection

Economic models struggle to Ceteris paribus assumption may not Reliable data collection poses
accurately portray complex real-world  hold in dynamic environments. challenges due to data availability
interactions. and quality.
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Future Directions in Economic Analysis

Big Data and Machine Environmental and Social Interdisciplinary Approaches

Learnin Impact
ea 9 pac Tackle complex global challenges

More accurate economic forecasting Address sustainability and inequality.  effectively.
and policy recommendations.
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