2.  Vocabulary for Economics 101

Economics vocabulary

Scarcity and unlimited wants
Economics is often defined as the study of the allocation of scarce resources to best meet society’s unlimited wants
Scarce Resources = Input=Mean of production


Land, Labor and Capital  - mutually exclusive uses (private-type good or resource) so that if a scarce resources, say land is used from producing corn, than it can not be used to grow wheat at the same time.  If you spend your time sleeping, you cannot spend that same time studying.  Such uses are mutually exclusive.

Land is a short hand way to say :natural resources given in a specified geographical area.

Renewable natural resources tend to reproduce themselves over time (if not hunted to extinction or used to its destruction): forests, arable land, meadows, water resources, fisheries, and wildlife.  The renewal process is critically dependent on the habitat and environment.  The destruction of forest for farmland and for charcoal in Africa created the Sahara desert.  Global warming from raising the CO2 levels in the atmosphere from our burning of hydrocarbons (coal, oil, peat,) is raising sea water temperatures and killing krill and other small sea life at the bottom of the food chain; which are essential for coral reefs, and fish and wildlife.  Over fishing or over harvesting in the fisheries can lead to its permanent extinction, just as over-hunting killed of the carrier pigeon. 

Exhaustible natural resources tend to be mineral deposits (coal, oil, and gas fields trapped far below the earth, mineral oils of various richness which usually have to be converted or refined into metals, and allivuilial deposits of gold, silver, diamonds, precious gems which are also can be mined.  Improvements in technology have enabled us to use ores that have less and less mineral content while recycling programs have begun to provide a larger share of copper, iron, aluminum.  However the rapid economic growth of India and China increase the demand for minerals.

Labor


Until recently, economics often take the amount of labor in an economy as a given that is not subject to policies.  In the United States the civilian labor supply is defined as individuals 16 and over who are working or looking for work and who are not in prison or the armed services.  However, “labor” has many dimensions some of which we call human capital, which results from education, training and experience.  Other factors, which influence labors’ output, are work habits, health and the environmental safety of the work place as well as a good management and incentive structure.  A great increase in the industrial workforce occurred when women entered the workforce in large numbers.  


Note that “human capital” and health and environmental safety all require output of the economy or other resources to produce, install, or maintain 

Capital

Capital is unique in that it is an input into the production process as well as an output of the economy.  You increase capital by investment e.g., the production of machinery, the building of dams, the construction of irrigation systems.  In the U.S. economy we think of private investment which is new factories and equipment including steel mills, lathes, trucks, tractors, cars, cell phones and any piece of equipment that provides service in the production process for more than a year, as well as hotels, retail stores, restaurants, spas, airplanes.  New residential buildings including new houses, new condominiums, and new apartment buildings.  Changes in inventories, which are very important in facilitating the production and distribution process.  


A very important component of capital in any economy is the infrastructure.  In the United States built and maintained either by the government or by the private sector.  It includes roads, bridges, airports, lighthouses, parks, tunnels, fire stations, police departments, government buildings, schools, airports, as well as the utilities, which are usually privately owed in the U.S. but may be publicly owned in other countries.  They include electricity generation and distribution, telephone service, water systems, sewage treatment, gas, internet networks, satellites for TVs, communications. 

Technology is scarce in that it is expensive to produce the “first copy or edition: but  technology not mutually exclusive because there is no or relatively low cost to make it available for use by others. Thus Technology is a public-type good in which the “technology” can be used or enjoyed simultaneously by more the one user at no or very low relative cost compared to producing the technology for the first user.:  Think “operating systems for computers (Vista), new pharmaceuticals (medicines), concept of assembly line, division of labor, radar, atom energy, the first prototype  Boeing 747, cotton gin, a loom for weaving cloth, computers, and hybrid seeds
Math Skills  Hint: if these terms are unfamiliar or you do not know how to do the following, please go to Kiely 131.  Academic Support. 

1. Graphing a straight-line equation of the type Y = MX – B.  Or as you have seen Qd = 5000 – 40P where Qd is the quantity demanded and P is the price.  

2. Independent variable

3. Dependant variable

4. Solving a simple system of simultaneous equations.

5. Finding slopes.

Scarcity and Opportunity costs.


The output of a specific product depends on the resources devoted to that product and the current technology.  Note that there is not best technology.  The technology you use depends on the relative scarcity of the inputs as indicated by their prices.  If land is cheap and labor is expensive, you would choose a technology using lots of land and little labor such as in California.  Visa versa, if arable land and is expensive relative to labor, then you would choose a technology or combination of inputs that uses lots of labor compared to land, e.g. China.  We describe the relationship of outputs to any given amount of each input by the term production function.


Qi = fit( LiNiKi) where fit is the technology available for producing the “ith” good at time “t” and where Li equals the labor used to produce “i”, Ni is the natural resources used to produce “i” and Ki is the capital used to produce “i”. 

 Inputs can either be variable is in the sense that they can be shifted (used) back and forth in the production of various products such as carrots, lettuce, and tomatoes or cars and trucks.  (Fungible is a fancy word to describe this characteristic.  For example “money is “fungible” because you can spend it on many type of good – but once you spend it, the money is “gone”.) 

Some inputs are fixed for example capital such as tractors cannot be used to produce clothing.  Some land is better suited for some uses than others: factory production (flat, near water resources and transportation) while a a mountainside is better used for a ski area and  meadowland is best used for grazing cattle.  These inputs we describe as being fixed or specific to a product.  

The total productivity function describes the relationship between output when you add more and more of the variable inputs to a set amount of fixed inputs .

The increase in total output from adding one more unit of the variable input to this set of fixed inputs such as capital or land is called the marginal physical product of adding one more unit of labor in producing Qi .  This is also written MPPL,i or (Qi/(Li 

As discussed in class, as you ad d more and more of the variable input, the marginal physical product may rise for a while. e.g.. the hotdog stand in Yankee stadium.  But eventual as you add more and more variable input (labor) to a fixed amount of other inputs (capital or land). each added unit of the variable input will increase total output by a smaller and smaller amount because the variable input will be either les and less skilled as producing this product. This is called the law of (eventually) diminishing marginal product.  
