
Please pick up a copy of Passions Within Reason readings and read it for next time

I. Key Premises of Economic Thinking


A. Introduction- the miracle that 7 million New Yorkers were fed today


B. How does economics explain how markets work?


C. A question to ponder for later- if markets are so great, why are there organizations?


D. Applications

II. Economics as Science-  Is it a Valid System of Thinking


A. 1800- The Dawn of a New Science


B. How Do We Know Something is True? A few of the many possible tests

III. But Does Economics Correctly Predict Human Behavior?

A.  Signs of Trouble- A Few Examples of Things Economics Predicts Incorrectly

B. Why it matters- what happens when a theory misunderstands human behavior

III.  Dot Com Budget Dilemma II

IV. The Problem of Making Decisions About Economic Problems In the Face of Human  Pressures

V. Why do people care about  moral sentiments?  

A. Win As Much As You Can- One Round Version

B. A Brief Introduction to Commitment Theory and the Problem of Trust

C. Human decency that seems 'irrational' paradoxically helps create wealth by building trust

VI. Implications for Regulating and Managing in a Complicated World

A. The hard work of thinking about complicated choices

B. The value of different approaches (economics, creativity, humanity, critical thinking)

C. The need to integrate different approaches

D. Goal of the course- developing the ability to think deeply, broadly, discerningly about problems

We Act Out of Material Self- Interest... and We Don't

"It is not from benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their regard of their own interest.  We address ourselves not to their humanity, but to their self-love, and never talk to them of our necessities, but of their advantage."




Adam Smith,  Inquiry in the The Causes of the Wealth of Nations

"How selfish soever man may be supposed, there are evidently some principles in his nature, which interest him in the fortune of others, and render their happiness interest him in the fortune of others, and render their happiness necessary to him, though he derives nothing from it, except the pleasure of seeing it."




Adam Smith, The Theory of Moral Sentiments
"Immoderate self-love does very ill consult its own interest; and how much soever a paradox it may appear, it is certainly true that even from self-love we should endveavor to get over all inordinate...consideration of our own happiness."




Joseph Butler

- - - - - -


VI.  If 'Efficiency'  Is the Goal, What Exactly is It?


A. Pareto efficiency- no one is worse off after the transaction


B. Kaldor Hicks efficiency- gains from the transaction exceed the losses


C. Example- efficient organizational budget decisions


D. The precision software question


E. In what sense do Free markets allocate efficiently?  The nature of 'value'


F. The parable of Bill Gates and the Homeless Man


Please pick up a copy of Passions Within Reason readings and read it for next time

I. Key Premises of Economic Thinking


A. Introduction- the miracle that 7 million New Yorkers were fed today


B. How does economics explain how markets work?



1. Example- How can we best supply ice in a hurricane ravaged city



2. People are predictably self-interested and seek the most material wealth 

possible  (Rationality)


3. Thus, people respond to incentives and (opportunity) costs  ('Incentive effects' )



4. The first economic goal is to create as much material wealth as possible (Productive 

efficiency)
5. To create the most overall material wealth, we should harness this 

behavior by giving things to those who are most willing to pay ('Allocation rule')


6. Proposition: if someone wants to pay $1000 for a block of ice, give it to him.  Why?



7. Prices tell suppliers how much people are willing to pay -(Price mechanism)

8. High prices tell suppliers to produce more ('Supply curve' and 'Competitive Market')


9   Prediction: ice will move quickly into the disaster area as word about the price spreads.  



10. But won't the price stay high? 

11 People's appetites fade and they make tradeoffs to get the best* mix of things


'Diminishing returns and Marginality'

12. Example: rich will only buy so much ice; then they'll buy chainsaws, generators, etc.

13. As people's appetites fade, they are less willing to pay, so the price falls ('Demand 

curve')

14 Declining prices eventually make it less worth supplying ice than doing 

other things, so suppliers stop creating more supply past a point (Marginality)

15. Result- ice will be supplied quickly until it's just as attractive for suppliers to sell other 

things or to sell elsewhere and until it's just as attractive for buyers to buy other things



16. Same mechanism operates with all goods and services needed to feed NYC

17. Prediction: If price mechanism tells suppliers how much to supply, an artificial price 

ceiling will prevent market system from creating sufficient supply



18. Example- New York City Housing Market



19. But what actually did happen in South Carolina?


C. A question to ponder for later- if markets are so great, why are there organizations?


D. Applications



1. If  firms are are polluting too much, conserve air by giving selling the right

to pollute and let them decide how best to use it



2. Decide on a budget by making tradeoffs between departments A and B



3. Use prices and markets to decide who gets job interviews



4. Perhaps decide any hard question by harnessing the power of markets?

V. Economics as Science-  Is it a Valid System of Thinking


A. 1800- The Dawn of a New Science



1. Phrenology - skull shape predicts human behavior (high brow, block head)



2. Inspired, like economics, by Enlightenment



3. Sounded highly scientific and used much of the trappings of science



4. Now considered bankrupt


B. How Do We Know Something is True? A few of the many possible tests

1. Falsifiability - propositions can be tested and proved false


a) a nonfalsifiable theory- if Beethoven had gotten an MBA he would have



written better music


b) nonfalsifiable theory in economics- rational people maximize material



wealth, and rationality means maximizing material wealth

2. Controlled Experimentation

3.  Predictability - Friedman's test

VI. But Does Economics Correctly Predict Human Behavior?

A.  Signs of Trouble- A Few Examples of Things Economics Predicts Incorrectly


1. Voting


2. Heroism


3. Lost wallets and the kindness of strangers


4. Love for an dying spouse


5. Public resentment about ice profiteering


6. Resentment and the hunger for fairness


7. 'Moral Sentiments' - charity, decency

B. Why it matters- what happens when a theory misunderstands human behavior


1. Tom Sgovio's story


2. The game theory experiment- economics students v. human beings


3. The danger of assuming people only care about material wealth

V.  Dot Com Budget Dilemma II

VI. The Problem of Making Decisions About Economic Problems In the Face of Human  Pressures

VII. Why do people care about  moral sentiments?  

A. A Brief Introduction to Commitment Theory and the Problem of Trust


1. The business partnership problem


2. The marriage problem


3. The restaurant problem


4. Fukyama- Trust is a key to economic well-being

B. Human Decency that Seems 'Irrational' Paradoxically Helps Create Wealth by Building Trust

VIII. Implications for Regulating and Managing in a Complicated World

A. The hard work of thinking about complicated choices

B. The value of different approaches (economics, creativity, humanity, critical thinking)

C. The need to integrate different approaches

D. Goal of the course- developing the ability to think deeply, broadly, discerningly about problems

- - - - - -


VI.  If 'Efficiency'  Is the Goal, What Exactly is It?


A. Pareto efficiency- no one is worse off after the transaction


B. Kaldor Hicks efficiency- gains from the transaction exceed the losses


C. Example- efficient organizational budget decisions


D. The precision software question


E. In what sense do Free markets allocate efficiently?  The nature of 'value'


F. The parable of Bill Gates and the Homeless Man
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