CHAPTER 2
Adam Smith-economic philosopher
· The ‘father’ of modern microeconomics
· Greatest contribution was seeing how markets function
· The ‘invisible hand’ notion(概念）.
	 - all economic agents are motivated by greed rather than generosity…
 	 - consumers want the lowest possible price.
	 - producers want the highest possible price
	 - so how could the economic system work at all?
	 - due to the forces of competition, everyone’s greed is channeled by the ‘invisible hand’ such that it serves the common good.
· My greed is offset by your greed.
Scientific method
· Economics is supposed to be a social SCIENCE.
- social means deal with human behaviour.
- science: 	XXXXXXX
· PROVE it
· In economics, it often means gathering relevant data and carrying out EMPIRICAL(经验主义的） validation（确认，生效）.
· All in all, you must leave yourself open to being proven wrong in order to be scientific.
		- that is called REFUTABILITY(可反驳性）.
· Example of scientific economic research.
	- proposition: increase in the minimum wage lead to decrease employment, all other factors held constant.
		・Warning: keep you mind open. It may or may not be true, so let’s be DISpassionate and appeal to the evidence.
		・One possible technique: Collect monthly data on the number of teenagers employed in each province over a long interval.
Example of scientific economic research
- Proposition: Increases in the minimum wage lead to decreases in employment, all other factors held constant.
· Warning: Dispassionate
· One possible technique: 
· Observe what happens when …
· Carry out a before/after type analysis: there is evidence that the minimum wage ‘kill jobs’
 unscientific ‘research’
- Proposition: increase in the minimum wage lead to decreases in employment, all other factors held constant.
· Anecdotes: you are picking one example which is 
Assumptions and models
· Model shows how the labour market functions.
· Economics models shows the relationship between two feasible.
· Any economic model good or bad, is based on unproven ASSUMPTIONS, from which subsequent logical deductions are made.
The PPF
· The Production possibilities frontier (PPF) is our first economic model. – also called A TRANSFORMATION CURVE. 
· Assume that the economy produces two goods (social spending VS military spending)


