Differences between Economic Laws and Economic Theories


Economics textbook says that “Economics is a both a science and an art; it is a science in its methodology and an art in its application”, I would say “Economics is a science because it uses scientific method to study people’s economic behaviours  

Scientific Method (rather than by arbitrary method) is a systematic rational approach to seeking facts. It eliminates the drawbacks of the arbitrary method. It is objective, precise and arrives at conclusions on the basis of verifiable evidences.


The scientific method refers to the cycle of induction, deduction, and verification. The generalizations derived are known as“model” or “theories ” ; in Economics, if  these scientific theories stand on their ability to establish cause-and-effect relationships among variables, and then they become laws (for example, the law of demand). These form the skeleton of Economics.


The inductive method carries us from actual observations of the real world to the formation of general principles based on this actual knowledge.

The deductive method proceeds by logical analysis of what these general principles indicate about the occurrence or predictions of particular events.

The verification process consists of returning to the fact and, through experiment and observation, checking both the occurrences and the accuracy of the predictions. That is, the predictions based on economic laws are verified (after various cross sectional and longitudinal verifications, not a single verification) by facts and figures.

When you are looking down from the top of a 20-storey building to observe the size of a car. According to your observation, you may say: “The size of a car is smaller than my palm.”
“Seeing is believing”, really?  /Seeing is true?
 “Seeing is believing” may not always be true
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Every important law and generalization of economics is based upon some assumption(s).

There is a feeling among some group of people that, if unrealistic assumptions are made the laws originating therefrom will be invalidated or falsified.

However, another group of economists, led by the 1976 Nobel Laureate economist Milton Friedman, hold an exactly opposite viewpoint.

In Friedman’s opinion, positive economics explains “a system of generalizations that can be used to make correct predictions about the consequences of any change in circumstances.” Positive economics is very much a science in the sense that its predictions have to be tested in the light of empirical evidence (i.e. on the basis of facts and figures).

Even if the assumptions of positive economics is unrealistic, it is as much a science as any other physical science like biology or chemistry. The crucial issue is whether the predictions based on economic laws are verified by facts and figures.

Friedman and his followers correctly believe that, since assumptions are made to simplify our analysis they cannot be realistic. We have only to know whether any policy conclusion drawn from any economic theory or law is invalidated if any of the assumptions is relaxed.



Economic Laws vs. Economic Theories:

Economic laws seek to establish cause-and-effect relationships among variables. But, the laws of economics fail to provide any acceptable explanation of the relations stated by them. So, we have to develop relevant theories with a twofold purpose.

Our primary purpose is to explain the relevant economic laws through deductive logic. Our second objective is to provide the validity of the law through the logical process of reasoning.

A simple example will help us to clarify the point. One of the fundamental laws of microeconomics is the law of demand. It seeks to establish an inverse relation between the market price of a commodity and the quantity de­manded of it. Since more is demanded when price is low, the demand curve for a commodity usually slopes downward from left to right.

However, we account for the downward slope of the demand curve by the marginal utility theory, developed by Carl Menger, Alfred Marshall and W. S. Jevons. This theory states that, the demand curve of a normal good slopes downward from left to right due to the operation of a fundamental psycho­logical law, viz., the Law of Diminishing Marginal Utility.

Alternatively, one can explain the downward slope of the demand curve with the help of the indifference curve approach, developed originally by F. Y. Edgeworth and Vilfredo Pareto and refined and modified later by J. R. Hicks and R G. D. Allen.



Scientific method involves the following series of steps:
1. Making observations.
2. Inventing a tentative explanation of the observations. This is known as a hypothesis.
3. Using the hypothesis to make predictions
4. Testing the predictions by experiment, or by making further observations
5. If the predictions are accurate, the hypothesis becomes a theory. If not, then the hypothesis must be rejected or at least modified in favor of more successful hypotheses.
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There are two basic types of research associated with the scientific method.
1. Quantitative Research: Quantitative research is based on collecting facts and figures.
2. Qualitative Research: Qualitative research is based on collecting opinions and attitudes.
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