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Economics as a Social Science ,

Your notes
Economics as a social science
= Economicsis a social science
= Social sciences study societies and the human interactions within those societies
= Humaninteractions are complex and are influenced by many variables
= Social sciencesalsoinclude subjects such as Psychology, Politics, Geography and
Business Studies
= Due tothe complexities within societies, economists build models so as to better
understand certaininteractions
= Amodelis a simplified version of reality
= Some models are more complex than others. Examples of modelsinclude, the
circular flow of income, production possibility curves, demand and supply
= Allmodels make arange of assumptions. These are often generalizations about
behaviour, choices and likely outcomes
= These assumptions are necessary so as to account for complex human behaviour
and constantly changing variables
= When evaluating different models, the underlying assumptions should always be
considered
= To think like an economist involves identifying which variables will be studied and which
ones willbe excluded
= This way of thinking considers the type of relationship between variables (causal or
correlation). E.g. Data shows that whenice cream sales increase, so do car thefts.
Correlation, yes. Causation, no
= Some economists will build an argument to include certain variables in a study and
others will argue to exclude them. They will each provide ajustification for their
decision
= Two economists analysing the same data may end up with vastly different
interpretations. Thisis often due to the different variables that each economist
choosestofocuson
= Thisis the complexity found within social sciences
The social scientific method
= Asasocial science, Economics deals with complex and continuously changing human
interactions
= |tishardto examine arelationship between two variables and always come to the
same conclusion (as canbe donein Science or Maths)
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= There are avariety of tools used in economic analysis to help ensure that positive ,
(factual) statements can be made with a degree of reliability

Your notes
1. The use of logic
= When analysing markets, arange of assumptions are made about the rationality of
economic agentsinvolvedin the transactions
= |nclassicaleconomic theory, the word 'rational' means that economic agents are able
to consider the outcome of their choices and recognise the net benefits of each one
= Rational agents will select the choice which presents the highest benefits
= Consumers are assumed to act rationally. They do this by maximising their utility
= Producers are assumed to act rationally. They do this by selling goods/servicesina
way that maximises their profits
= Workers are assumed to act rationally. They do this by balancing welfare at work
with consideration of both pay and benefits
= Governments are assumed to act rationally. They do this by placing the interests of
the people they serve firstin order to maximise their welfare
2. The use of hypotheses, models and theories
= The social sciences use a variation of the scientific method of research, whichis called
the social scientific method
= Thereis aninability to make scientific experiments, the results of which can be proven
time and time again
= Thisis due to the complexity of human nature and the significant number of social
interactions that are taking place in any economy at any given point in time
= The stepsinthe social scientific method are similar to the scientific method but there is
akey difference
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4

/ QUESTION Your notes

REPORT HYPOTHESIS
CONCLUSIONS (USING CETERIS PARIBUS)

SOCIAL SCIENTIFIC METHOD

ANALYSE EMPIRICAL
DATA RESEARCH

GATHER
DATA

The social scientific method uses empirical research to gather data

= Empirical researchis collected through observations, surveys, opinion polls etc.

= Theresults of the same hypothesis can vary significantly when conducted by
different researchers at different time periods and between different places and
cultures

= Refutationis the act of a statement or theory being proved to be wrong by the empirical
evidence

= Refutation helps to determine if an economic statement is positive

= Economic models are developed by economists once a hypothesis has been
repeatedly proven orrejected in different circumstances

= Amodelis a simplified version of reality

= Allmodels make a range of assumptions. These are often generalisations about
behaviour, choices and likely outcomes

= These assumptions are necessary so as to account for complex human behaviour
and constantly changing variables

= When evaluating different models, the underlying assumptions should always be
considered

3. The ceteris paribus assumption
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= Due to thelarge number of variables that caninfluence any particulareconomic ,
interactionin society, economists create models using the principle of ceteris paribus
Your notes
= Translated from Latin, 'ceteris paribus' means 'all other variables remain constant’

= |tallows economists to simplify and explain causes and effects, evenif the
explanationis somewhat limited by the assumptions

= E.g., there are many factors that affect the level of unemploymentin an economy
(interestrates, consumer confidence, firms' investment, government policies, etc.).
Using ceteris paribus, economists can simplify the economic model to analyse just
two variables (e.g. unemployment and interest rates)

Positive and normative statements

= Positive economics is concerned with objective statements of how a market oran
economy works.

= These positive economic statements are based on empirical evidence and tend to
be statements of fact

= Theycanbe provento be true or false
= These are examples of positive economic statements
= The UKunemploymentrate has fallen from 4% to 3.7% in the past three months

= |ncreasing the minimum wage last yearin the UK resulted inimprovements to
wage inequality

= Pricesinthe UK have risen dramatically, partly due to the 20% increase in the
price of oil

= Normative economics focuses on value judgements. These judgements are built
around opinions and beliefs as to what the best economic policies or solutions may be

= Thesejudgements are called 'normative economic statements'

= Normative economic statements are what separate political parties and the
different economic agendas they put forward

= These are examples of normative economic statements
= Every economy should aim to provide free healthcare forits citizens
= Corporationtaxesinaneconomy should be higherthan personalincome taxes

= The best way to deal with arise in crime is to employ more police

o

Examiner Tips and Tricks

Examiners will often assess your understanding of positive and normative economic
statements. They do this by asking you to identify statements from the text
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Normative statements often have the word 'should' in them (but not always). Value ,

judgement must be used in definitions, not opinions
Your notes
Positive statements usually include data that is hard to challenge. Any use of concrete

data points towards the statement being a positive statement

Therole of value judgements

= Value judgements influence individuals' choicesin the economic decisions they make

= These decisions can berelated to any part of theirlives, from what they eat, to where
they work, to how they maintain their health

= Forexample, deciding not to eat meat is often a value judgement based around
unethical methods of food production

= By providing statistics on the harmfulimpact that meat production has on the
environment, environmental campaigners are attempting to demonstrate that
thisis nolonger a normative issue

= Anotherexampleis the way that many individuals choose to smoke nicotine-based
products

= Thevalue judgement they make is that the benefits they get from smoking
outweigh any risk of cancer.

= Value judgements influence governments' choices with regards to the economic
policies they choose to adopt and spend money on

The USA spends more money onimprisoning drug users than rehabilitating them
= Inthe UK, the Government hasrecently increasedits spending on rehabilitation
= Tosaythe UKapproachis better would be a normative statement

= Tosay that the UK government spends more per head onrehabilitation would be a
positive statement

The importance of time periods

= Economies are constantly changing. Change affects daily life, work, and the way
resources are used in production.

= Economists use time periods to analyse how change influences economic activity over
time

= Different time periods are useful when considering the factors of production - the
resources used to produce goods and services (land, labour, capital, and enterprise)

Shortrun
= Inthe shortrun, a firm can only change some of itsinputs

= Typically,labouris variable, while other factors such asland and capital remain fixed
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= Example: Hiring more workers canincrease output, but the size of the factory or ,
machinery cannot change
Your notes
Longrun

= Inthelongrun, all factors of production can be adjusted

= Firms can expand capital, improve technology, or build new factories to increase
efficiency and output

= This allows firms to plan more effectively to meet their objectives
Verylongrun

= |Inthe verylongrun, all factors of production and other key inputs can change

= Keyinputsinclude technology, government policies, and social factors

= Firms can fully adapt to changesin the economic and social environment

o

Examiner Tips and Tricks
You must avoid using time periods such as weeks, months oryears
There is no fixed timescale for the short, long, orvery long run

The distinction depends on which factors of production can be varied, not on a set
number of months oryears
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