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What Does Economics Study?

What Does Economics Study?

How to make choices.
How to trade.
How does an economy operate as a whole.

Ming Yi (Economics@HUST) Intermediate Macroeconomics Supplementary Notes 2 / 23



What Does Economics Study?

How to make choices

Individual objectives? Constraint conditions? How does a rational
individual behave?
The framework of General Equilibrium: How do consumers and
producers behave, and how is the market equilibrium determined by
both sides?
Game theory：Individuals’ choices are interdependent. Question: Will
you cheat in your final exams?

Figure 1: John Nash.
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What Does Economics Study?

How to Trade

Different markets are organized differently: farmers’ market; art
market; market for school enrollment opening (how were you matched
with a position at HUST?).

Figure 2: General equilibrium market; auction market; two-sided matching market.
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What Does Economics Study?

How to Trade (Continued)

Why should people (countries) trade with each other? Why is China
importing airplanes and Apple phones, while exporting shirts and
shoes?
Should government intervene in a market under any circumstances?
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How Does an Economy Operate as a Whole?

How Does an Economy Operate as a Whole?

Unless you live in a hermit way, it is absurd that you have not heard
of these words from the mass media: GDP, CPI, PMI, Unemployment
Rate, Inflation Rate, Interest Rate, Exchange Rate, · · · · · ·
What is your favorite breakfast combo? Do you remember its price in
twelve years ago?

Figure 3: Local flavors of Shashi, Jingzhou：早堂面 & 牛肉米粉。
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How Does an Economy Operate as a Whole?

How Does an Economy Operate as a Whole (Continued)

Your parents’ salary in 2003? How many combos was it worth? Now?
Has your parents’ real income increased? By how much?
It is said that the growth of China economy has been, in average, 8%
for the past twelve years. Question: Is this rate greater or smaller
than the growth rate of your parent’s salary during the same period?
If the former, how did your parents “ran faster” than the whole
economy?
If the latter, and somehow you had the opportunity to go back 12
years ago, would you bring any investment suggestions to your
parents at that time?
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How Does an Economy Operate as a Whole?

How Does an Economy Operate as a Whole (Continued)

Unfortunately, the fascinating time travel may never come true. How
will you help your parents make investment plans for the next 10
years?
Relevant variables: relative prices of goods and assets; inflation;
unemployment; economic structure; interest rate; exchange rate;
government policies; · · · · · ·
Nevertheless, how these variables interplay with each other.
Sounds complicated! A headache, huh？
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How Does an Economy Operate as a Whole? Macroeconomics

Macroeconomics

Macroeconomics provides frameworks and theories, that are built
upon understanings of the history as well as appropriate simplifying
assumptions on the economic dynamics, to answer this kind of
questions.

Figure 4: The General Theory of Employment, Interest and Money; John Maynard
Keynes.
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Nobel Macroeconomists

Nobel Macroeconomists

An incomplete list:
Milton Friedman (1976).
James Tobin (1981).
Franco Modigliani (1985).
Robert Solow (1987).
Robert Lucas (1995).
Robert Mundell (1999).
George Akerlof (2001).
Edward Prescott (2004).
Edmund Phelps (2006).
Christopher Sims (2011).
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 5: Milton Friedman.

Ming Yi (Economics@HUST) Intermediate Macroeconomics Supplementary Notes 11 / 23



Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 6: James Tobin.
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Nobel Macroeconomists

Nobel Macroeconomists

Figure 7: Franco Modigliani.
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 8: Robert Solow.
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 9: Robert Lucas.
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 10: Robert Mundell.
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 11: George Akerlof.
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 12: Edward Prescott.
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 13: Edmund Phelps.
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Nobel Macroeconomists

Nobel Macroeconomists (continued)

Figure 14: Christopher Sims.
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This Course

Why this book

Macroeconomics, 9th Edition. N. Gregory Mankiw, 2016. New York:
Worth Publishers.

The author, Professor Mankiw, is a top-ranked professor of
Economics at Harvard University.
More importantly, he is also widely recognized as an excellent English
writer!
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This Course

Coverage

Chapters that will be covered for sure: 1-14, 16-19.
Chapters 15 and 20: I have no idea whether or not we have time to
do so...
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Summary

Summary

Economics studies: how to make choices, how to trade, and how an
economy operate as a whole.

Macroeconomics is particulatly relevant to our daily lives.
We all live in the economy, so everybody is, to some extent, an
economist. But the premier generally will not take the viewpoints
provided by “layman-economists”.
Any Questions?
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