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Vocabulary and Concepts for 1st Economics 102 Exam – Prof. Dohan   Fall 2006

(First part is the similar to the  Eco 101 list but has some important changes to make it clearer.)

Some of these words and concepts were mentioned only in lecture but are discussed later in the book.

Resources and Scarcity Traditionally, resources have been defined as land, labor and capital. Land and other natural resources, renewable, exhaustible, fisheries, arable land, coal mines, oil deposits. Labor is affected by health, experience, education.  Productivity in the economy is affected by many factors: an honest court system, rule of law, income distribution and savings habits, social customs. Technology = the one resource that is very expensive but is not scarce in the sense of having mutually exclusive users. Resources also are also called inputs or  factors of production. We have added technology as an important resource.

Concept of Private goods: shoes, food, cars, public housing, public schools, public tennis courts and free public swimming pool on a hot summer day, LIE at 5 PM (LIE = Long Island Expressway), fully enrolled public schools or private schools.

Concept of Public goods: light house, popular music recorded onto a CD, television broadcasts on cable, medical technology for producing drugs.LIE at 11:30 am  Problem of  financing public goods and the free rider.    Congestible public goods and their allocation with fees. Charged at times of congestion: national park, airports, bridges and highways, LIE at 5 PM (LIE = Long Island Expressway)

Production function and related concepts.  Define and give examples of opportunity costs What is included in total social cost (private and external costs) and total social benefit (private benefit and external benefits). Marginal cost, marginal benefit.   Labor as a fungible resources.  Machinery before production is “putty” but after production it is hard clay (can only be use for purpose it was build, e.g., tractor, lathe, blast furnace, dam, highway.

Economic productivity of resources and their long run importance in growing personal income.  The short run trade off between inflation and unemployment.  Keynesian economics gave us growing but imperfect government control over market fluctuations.  

The markets strikes back when prices are too high or too low for one or several related.products. Price ceilings: price supports,

Comparative advantage (read book) Real costs versus money costs. 

Trade is always a win-win situation.

Abstraction and simplification and their function in understanding economics by helping us analyze economic problem in terms of models (paradigms, theories) without the unnecessary detail. 

Independent variable and dependant variable and the importance of causation in economic theory.  Correlation does not always equal causation. 

Why economists disagree. Different values, different models, and imperfect information.  

Simple math of 101 and 102.  Know how to graph a function and interpret graphs.  

Origin point, x and y axis,

Calculation of a slope, maxim value of variable and minimum value of variable. 

Negative slope, positive slope, zero slope, and infinite slope with respect to the x axis.

The slope of a curved line changes everywhere along that line.

A ray through the origin.  The 45 degree line ray from the origin has a slope of  +1 and  a horizontal line from a point on the 45 degree ray to the y-axis shows the value of y equal in value to the value of x as measured by a vertical line drawn from that same point down to the x-axis.. 

A tangent to a point on a curve = slope at that point 

Slope = rise over the run. 

Contour maps as a way of showing three dimensions.  

The US Economy

Mixed Private enterprise economy where most goods and services are produced and sold by private entrepreneurs, though a large portion are purchased by the government (schools to tanks, from teachers to tank crews),

GDP equals gross domestic product (output produced within the borders of the USA regardless of who owns the resources.) 

The US economy is a  relatively “closed economy” which means that about 12% of our goods and services are imported or exported.

Characterizing an economy:  what money managers look at.  Find some of this info in the charts and graphs in Chapter 2)

A growing economy: 2% per year doubles in 36 years.

Leading and lagging sectors

Same store changes in sales

Profit Rate and Operating Margin

Recessions and booms, stagflation

Unemployment rates, different methods of counting, the discouraged worker

Labor force participation rates in different demographic groups

US as a service economy and labor use: 61%, in services,  agriculture 1.6%

Workers’ wages account for more than 70% GDP. 

Average return to capital is around  9% 

Lowest tax burden in the world 

Lowest government spending as a percentage of GDP in the world

Progressive tax system

Production possibility frontier and its traditional shape.  What moves it out or in.  What would happen to consumption in a full employment economy if investment  were to rise sharply?  And if the country was very poor.

The principle of increasing relative costs and its relation to diminishing marginal product.

Total productivity curve, marginal productivity curve, law of diminishing marginal product.

Futures, calls and puts in the option market, federal fund rates, Fed, Bernanke, Prime Interest rate, money market funds,  stockindex mutual funds, hedge funds, 

Supply and Demand and Markets.

Demand for a product = f(price of the product, prices of substitutes and complements, tastes, income, wealth, demographics, expectations, weather, tastes, advertising, existing stock of the product (think “car ownership”) and many other factors……….).

Ceteris paribus assumption = holding  all other factors constant except the ones being studied.

Demand function for a product usually first examines the relationship between the each price of the product and the quantity demanded at each price.  We summarize the entire relationship in a concept called the demand curve, or simple “demand”.  Note the difference between “quantity demanded at a specific price” and “demand” or demand curve.   If the price goes down because of an outward shift in the supply curve, usually the quantity demanded goes up – but the demand curve remains constant.

A demand curve shows the quantities buyers are willing to buy at different prices..

Law of the downward sloping demand curve:  buyers are willing to buy more if the price goes down (because of an increase in the willingness of suppliers to sell more at a lower price). 

If some of the other factors mentioned above change, e.g., the price of a substitute, or expectations, or income, the whole demand curve shifts.  It moves along the supply curve which usually does not change.

Supply curve reflects the willingness of suppliers to sell at different prices. Many factors affect the supply curve including cost of inputs, (including the opportunity costs of the inputs currently being used), technology, expectations, weather….).  The supply curve (function) for a product usually examines first the relationship between hypothetical  quantities of the product to be sold and the marginal (extra) cost of producing that extra unit of the product (or the opportunity cost of giving up the product, like a work of art).  They are willing to sell output up to the quantity at which the marginal cost just equals the price.  If they sell less, they are losing potential profit, if they sell more they are losing money on the additional units.

Supply curves can be horizontal  (industries with no barriers to entry in the long run), vertical (no more available at any price (at least today), and upward sloping (for many reasons).  Economists usually teach S & D with an upward sloping supply curve.  But there is no law of upward sloping supply. 

Market prices changes from “immediate run” to the short run (SR) to the long run (LR) as both buyers and sellers adjust to new market conditions.   How are buyers adjusting to higher gasoline prices.

Market clearing price or equilibrium price and quantity is the price where all the buyers willing to buy at that price or higher are buying all they want and where all the sellers willing to sell at that price or lower are selling all they want. 

Note:  Of course, buyers would all like lower prices and sellers would all like higher prices, so in some sense everybody is unhappy about the market clearing price, but on the other hand, everybody who wants to buy or sell at that price is satisfied and they are not willing to change their actions.   The market is “cleared” at that price.

Prices above the market clearing price => excess supply and downward pressure on prices.

Minimum wage, Government or private sector price supports, cartels, temporary imbalances, price fixing in various industries (drug industry?)

What are the “social costs of excess supply or of cutting supply artificially to keep the price up”?

Prices below the market clearing price => excess demand and upward pressure on prices.

Price ceilings, rent control, fixed ticket prices, on-peak transportation fare, cartels, electricity prices in super hot summer days. 

What are the “social costs of excess demand”, that is not letting price rise to clear the market.?

Interrelationships between shifts in “other” market and the impact on a particular market.  Hurricane on oil prices, hot summer, etc. 

Skip Chapter 5 for the exam

Elasticity:  relative response of one variable to a relative change in another variable.

Price elasticity of demand

Price elasticity of supply

Income elasticity of demand, etc.

More later.  

Random vocabulary from class.

Options versus futures, cash price, future price, selling a future, buying a future, why.

Call options, put options, strike price, expiration date.

Bernanke, Fed, targeting the federal funds rate, 

