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Theory and Application in Economics

M.S. Al-Jasim

Economics Department, College of Administrative Sciences,
University of Riyadh, Riyadh, Saudi Arabia.

Economic Theory in general contains two sides. One is a theoretical
side and the other is applied. These two sides of economic theory are
so related, but yet are separated.

The theoritical side of economic theory has three parts:
A) Postulates of the theory,
B) Primary conditions, and
C) Implications.
The logical construct of these part is:
AB)=C

Which can be read as "A under B implies C".

On the applied side of economic theory, the researcher always
starts with an emperical equation like this, for example,

x =ep +ul)

Where x is the quantity demanded of a certain commodity, p is its
price, e is the slope of the demand function, and " is an error term.

(1) Note thatx = X - X and p=P- F where X and P are the sample means of X and P respectively.
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The question is, how the researcher will derive this emperical
equation from the theoretical side?

This article is an attempt to bridge the two sides of economic
theory by focusing on the logical construct of the theoretical side of
economic theory and carrying on the logical process to the other side
to make the theory useful for application.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



