Methodology

Normative Economics

concerns about matters of opinion, value judgement is involved , so normative statements are never testable.

Positive Economics

concerns about matters if fact, no value judgement is involved, so positive statements yield testable implication.

Useful theory

A useful theory must contain implications that are refutable by facts but not yet refuted, which succeed to explain or predict behaviour. Theories can never be proved because unexpected events in the future might make it fails, no matter how much we have come to trust it.

The concept or analysis in the theory may be unrealistic
The value of a model depends not on the 'realism' of its assumptions but on its ability to explain or predict real world events.

The concept or analysis in the theory may be ambiguous

Something that is unobservable may not necessarily useless for explaining human behaviour. To cite a case, utility maximization itself is unobservable and therefore irrefutable. But implications derived from maximization can be tested. This means that maximization, in conjunction with other prepositions, can still be tested. In this way, the observability or testability of the postulate is not important.

Tautology

It can never be refuted, in other words, it is always true. Therefore it is empty and cannot be used to interpret behaviour. That is, it is not theory at all.

Questions

87' 6. 'Whatever an individual does, he is maximizing utility.' Is this the purpose of using 'utility      

     theory' to explain behaviour? Why or why not?

(8)

90' 4. Is it necessary for economists to know that people are in fact maximizing utility?

(4)  

94' 1. Would there still be economics if the concept of 'utility' had never been invented? And would  

 there still be economics if the postulate of 'constrained maximization' had never been  

 Invented?

(6)

99' 4. The law of comparative advantage, it is said, explains why people specialize in production. If   

     we are all born with identical genes so we all have equal advantages, will we still specialize   

     in production?     (7)

99' 5. The law of diminishing marginal productivity (diminishing returns) is neither a postulate nor  

     an assertion, but a statement of facts. Do you agree?     (7)

99' 6. The following dialogue is famous in Chinese culture: "Happy is the fish!" ‘You are not a fish. 

How do you know the fish is happy?’ What does this dialogue have to do with utility analysis?   Can we use utility analysis to explain the behaviour of the fish?    (7)

