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Key Terms and Concepts for Microeconomics
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1. Scarcity- the condition in which our wants are greater than the limited resources available to satisfy those wants

2. Economics- the science of scarcity the science of how individuals and societies deal with the fact that wants are greater than limited resources available to satisfy those wants

3. Positive economics- the study of what is in economic matters

4. Normative Economics- the study of what should be in economic matters.

5. Micro economics- the branch of economics that deals with human behavior and choices as they relate to relatively small units an individual, firm, industry, single market

6. Macro economics- the branch of economics that deals with human behavior and choices as they relate to highly aggregate markets or to the entire economy

7. Utility- the satisfaction one receives from a good 

8. Good- anything from which individuals receive utility or satisfaction

9. Disutility-the dissatisfaction one receives from a bad

10. Bad-auditing from which individuals receive disutility 

11. Land- all natural resource

12. Labor- the physical and mental talents people contribute to the production process

13. Capital- produced goods that can be used as inputs for further production

14. Entrepreneurship- the particular talent that some people have for organizing the resources or land, labor and capital to produce goods, see new businesses opportunities, and develop new ways of doing things

15. Rationing Device- a means for deciding who gets what of available resources and goods

16. Opportunity cost- the most highly valued opportunity or alternative forfeited when a choice is made.

17. Decision at the Margin- decision making characterized by weighing additional benefits of a change against the additional costs of a change with respect to current conditions

18. Efficiency- exists when marginal benefits equal marginal costs

19. Equilibrium- means at rest it is descriptive of a natural resting place

20. Ceteris Paribus- Latin term meaning all other things held constant

21. Fallacy of Composition- the erroneous view that what is good or true for the individual is necessarily good or true for the group.

22. Theory- An abstract representation of the real world 

23. Abstract- the process of focusing on a limited number of variables to explain or predict an event
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24. Production Possibilities Frontier- represent the possible combination of two goods that can be produced in a certain period of time under the conditions of given state of technology and fully employed resources

25. Trade off- more of one good means less of another good

26. Law of increasing opportunity costs- as more of against produced the opportunity costs of producing good increase

27. Inefficiency- in terms of production the condition where less than the maximum output is produced with given resources and technology.  Inefficiency implies the possibility of gains is without losses in another

28. Technology- the body of skills and knowledge concerning the use of resource in production. An advance in technology commonly refers to the ability to produce more output with a fixed amount of resources of the ability to produce the same out put with fewer resources.

29. Trade- the process of giving up one thing for something else

30. Ex ante- means before a trade

31. Ex post-means after a trade

32. Consumers Surplus- the difference between the maximum price a buyer is willing and able to pay for a good or service

33. Producer Surplus- the difference between the price sellers receive for a good and the minimum or lowest price for which they would have sold the good

34. Terms of trade- how much of one thing is given up for how much of something else

35. Transaction cost- the costs associated with the time and efforts needed to search out negotiate, and consummate and exchange

36. Comparative Advantage- the situation where someone can produce a good at lower opportunity cost than someone else can

37. Economic System- the way in which society decides to answer key economic questions

38. Mixed Capitalism-An economic system characterized by largely private ownership of the factors of production
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39. Demand- the willingness and ability of buyers to purchase different quantities of a good at different prices during a specific time period

40. Law of demand- as the price of a good rises, the quantity demanded of a good falls, as the price of a good falls, the quantity demanded of a good rises

41. Absolute price- the price of a good in money terms

42. Relative price- the price of a good in terms of another good

43. Law of diminishing marginal Utility- of a given time period the marginal utility gained by consuming equal successive units of a good will decline as the amount consumed increases

44. Demand schedule- the numerical tabulation of quantity demanded of a good at different prices

45. Demand Curve-the graphical representation of law of demand

46. Normal Good- A good the demand for which rises, as income rises

47. Inferior food- A good the demand for which rises, as income falls

48. Substitutions- Two goods that satisfy similar needs.  If two goods are substitutes the demand for one rises as the price of the other rises

49. Complements- two goods that are used jointly in consumption.  If tow goods are compliment s the demand for one rises as the price of the other falls

50. Own price- the price of a good

51. Supply- the willingness and ability of sellers to produce and offer to sell different quantities of a good at different prices during a specific time period

52. Law of Supply- as the price of a good rises, the quantity supplied of the good rises, as the price of a good falls, the quantity supplied of the good falls

53. Supply Curve- the graphical representation of the law of supply

54. Subsidy- a monetary payment by government to producer of a good or service

55. Surplus- a condition in which quantity supplied is greater than quantity demanded

56. Shortage- a condition in which quantity demanded is greater than quantity supplied

57. Equilibrium price- the price at which quantity demanded of a good equals the quantity supplied
58. Equilibrium Quantity- the quantity that corresponds to equilibrium price.

59. Disequilibrium price- A price other than equilibrium price

60. Disequilibrium- a stat of either surplus or shortage

61. Price Ceiling- a government-mandated maximum price above which legal trades cannot be made

62. Tie-in-sale- a sale whereby one good can be purchased only if another good is also purchased

63. Price floor- a government-mandated minimum price below which legal trades cannot be made
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64. Price of elasticity of demand- a measure of the responsiveness of quantity demand to changes in price

65. Elastic demand- the percentage change in quantity demanded is greater than the percentage change in price

66. Inelastic demand- the percentage change in quantity demanded is less than the percentage change in price

67. Unit Elastic demand- the percentage change in quantity demanded is equal than the percentage change in price

68. Perfectly Elastic demand- a small percentage change in price causes an extremely large percent in quantity demanded 

69. Perfectly inelastic demand- quantity demanded does not change as price changes

70. Total Revenue- the price times the quantity sold
71. Cross elasticity of demand- measures the responsiveness in quantity demanded of one good to changes in the price of another good

72. Income Elasticity of Demand- measures the responsiveness of quantity demanded to changes in income

73. Income elastic- the percentage change in quantity demanded of a good is greater than the percentage in income

74. Income inelastic- the percentage change in quantity demanded of a good is less than the percentage in income

75. Income unit elastic- the percentage change in quantity demanded of a good is equal than the percentage in income

76. Price elasticity of supply- measures the responsiveness of quantity supplied to changes in price
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77. Diamond-water paradox- the observation that those things that have the greatest value in use sometimes have little value in exchange and those thins that have little value in use sometimes have the greatest value in exchange

78. Util- an artificial construct used to measure utility

79. Total Utility- the total satisfaction a person receives from consuming a particular quantity of a good

80. Marginal utility- the addition utility a person receives from consuming an additional unit of a particular good

81. Law of Diminishing marginal utility- the marginal utility gained by consuming equals successive units of a good will decline as the amount consumed increases

82. Interpersonal Utility Comparison- comparing the utility one person receives from a good, services or activity with the utility another person receives

83. Consumer equilibrium- occurs when the consumer has spent all income and the marginal utilities per dollar spent on each good purchased are equal

84. Real income- income adjusted for price changes

85. Substitution effect- the portion of the change in quantity demanded of a good that is attributable to a change in its relative price

86. Income effect- the portion of the change in the quantity demanded of a good that is attributable to a change in real income

87. Indifference set- group of bundles of two goods that give an individual equal total utility

88. Indifference curve- represents an indifference set. A curve that shows all the bundles of two goods that gives an individual equal total utility
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89. Business firm- an entity that employs factors of production to produce goods and services to be sold to consumers, other firms, or the government 

90. Market coordination- the process in which individuals perform tasks, such as producing certain quantities of goods

91. Managerial coordination- the process in which managers directs employees to perform certain task 

92. Shirking- the behavior of a worker who is putting forth less than agreed to effort

93. Monitor- person in business firm who coordinates team production and reduces shirking

94. Residual Claimants- persons who share in the profits of a business firm

95. Separation of Ownership from control- refers to the division of interest between owners and managers that may occur in large business firms

96. Satisfying Behavior- behavior directed to meeting some satisfactory profit target

97. Proprietorship- A form of business that is owned by one individual who makes all the business decisions, receives the entire profits, and is legally responsible for the debts of the firm

98. Unlimited liability- a legal term that signifies that the personal assets of the owner of a firm may be used to settle the debts of the firm

99. Partnership- a form of business that is owned by two or more co-owners who share any profits the business earns

100. Limited partnership- a form of business that is organized as a partnership but that gives some of the partners the legal protection of limited liability

101. Corporation- a legal entity that can conduct business in its own name the way an individual does

102. Limited liability- a legal term that signifies that the owners of a corporation cannot be sued for the corporation’s failure to pay its debts

103. Dividends- a share of profits distributed to stock holders

104. Balance sheet- an accounting for the assets, liabilities and net worth of a business firm.

105. Assets- anything of value t o which the firm has a legal claim.

106. Liabilities- Debts of the business firm

107. Net worth- value of the business firm to its owners

108. Bond- a debt obligation to repay a certain sum of money at maturity and also to pay periodic fixed sums until that date

109. Face value- dollar amount specified on a bond

110. Coupon Rate- the percentage of the face value of a bond that is paid out regularly to the holder of the bond

111. Share of stock- a claim on the assets of a corporation that gives the purchaser a share of the owner ship of the corporation

112. Nonprofit firm- a firm in which there are no residual claimants
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113. Profit- the difference between total revenue and total cost

114. Explicit Cost- a cost that is incurred when and actual payment is made

115. Implicit cost- a cost that represents the value of resources used in production for which no actual payment is made

116. Accounting profit- the difference between total revenue and explicit cost

117. Economic profit- the difference between total revenue and explicit cost and implicit costs

118. Normal profit- Zero economic profit

119. Fixed input- an input whose quantity cannot be changed as out put changes

120. Variable input- an input whose quantity can’t be changed as out put changes

121. Short Run- A period of time in which some inputs in the production process are fixed

122. Long Run- a period of time in which all inputs in the production process can be varied

123. Marginal physical product- the change in out put that results from changing the variable input by one unit holing all other inputs fixed

124. Law of diminishing marginal returns- as ever larger amounts of a variable input are combined with fixed inputs eventually the marginal physical product of the variable input will decline

125. Fixed costs- cost that do not vary whit output the 

126. Variable costs- cost that vary whit output

127. Total cost- the sum of fixed cost and variable costs

128. Marginal cost- the change in total costs that results from a change in output

129. Average fixed cost- total fixed cost divided by quantity of output

130. Average variable cost- total variable cost divided by quantity of output

131. Average total cost- total cost divided by quantity of output

132. Average marginal rule- when the marginal magnitude is above the average magnitude 

133. Sunk cost- a cost incurred in the past that cannot be changed by current decisions and therefore cannot be recovered.

134. Long run average total cost- a curve that shows the lowest cost at which the firm can produce any given level of out put

135. Economies of scale- exist when inputs are increased by some percentage and output increases by a greater percentage causing unit costs to fall

136. Constant returns to scale- - exist when inputs are increased by some percentage and output increases by an equal percentage casing unit costs to remain constant

137. Diseconomies of scale- exist when inputs are increased by some percentage and output increases by a smaller percentage causing unit costs to rise

138. Minimum efficient scale- the lowest output level at which average toat costs are minimized
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139. Market structure- the particular environment of a firm, the characteristics of which influence the firm’s pricing and output decisions. 

140. Perfect competition- a theory of market structure based on four assumptions:  there are many sellers and buyers, sellers sell homogeneous good, buyers and sellers have all relevant information, and there is easy entry into and exit from the market.

141. Price taker- a seller that does not have the ability to control the price of the product it sells; it takes the price determined in the market.

142. Marginal revenue- the change in total revenue that results from selling one additional unit of output.

143. Profit-Maximization rule- profit is maximized by producing the quantity of output at which MR=MC.

144. Resource Allocative Efficiency- the situation that exists when firms produce the quantity of output at which price equals marginal cost: P=MC.

145. Short-Run (firm) Supply Curve- the portion of the firm’s marginal cost curve that lies above the average variable cost curve.

146. Sort-Run Market (industry) Supply Curve- the horizontal “addition” of all existing firms’ short-run supply curves.

147. Long-Run Competitive Equilibrium- the condition where P= MC= SRATC= LRATC. There are zero economics profits, firms are producing the quantity of output at which price is equal to marginal cost, and no firm has an incentive to change its plant size.

148. Productive Efficiency- the situation that exists when a firm produces its output at the lowest possible per unit cost (lowest ATC)

149. Constant-Cost Industry- an industry in which average total costs do not change as (industry) output increases or decreases when firms enter or exit the industry, respectively.

150. Long-Run (industry) Supply (LRS) Curve- Graphic representation of the quantities of output that the industry is prepared to supply at different prices after the entry and exit of firms is completed.

151. Increasing-Cost Industry- An industry in which average total costs increase as output increases and decrease as output decreases when firms enter and exit the industry, respectively.

152. Decreasing-Cost Industry- An industry in which average total costs decrease as output increases and increase as output decreases when firms enter and exit the industry, respectively.
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153. Monopoly- A theory of market structure based on three assumptions: there is one seller, it sells a product for which no close substitutes exist, and there are extremely high barriers to entry.

154. Public Franchise- A right granted to a firm by government that permits the firm to provide a particular good of service and excludes all others from doing the same.

155. Natural Monopoly- The condition where economies of scale are so pronounced in an industry that only one firm can survive.

156. Price Searcher- A seller that has the ability to control to some degree the price of the product it sells.

157. Deadweight Loss of Monopoly- The net (value to buyers over and above costs to suppliers) of the difference between the monopoly quantity of output (where P>MC) and the competitive quantity of output (where P=MC). The loss of not producing the competitive quantity of output.

158. Rent Seeking- actions of individuals and groups who spend resources to influence public policy in the hope of redistributing (transferring) income to themselves from others.

159. X-Inefficiency- The increase in costs and organizational slack in a monopoly resulting from the lack of competitive pressure to push costs down to their lowest possible level.

160. Price Discrimination- occurs when the seller charges different prices for the product it sells, and the price differences do not reflect cost differences.

161. Perfect Price Discrimination- occurs when the seller charges the highest price each consumer would be willing to pay for the product rather than go without it.

162. Second-Degree Price Discrimination- occurs when the seller charges a uniform price per unit for one specific quantity, a lower price for an additional quantity, and so on.

163. Third- Degree Price Discrimination- occurs when the seller charges different prices in different markets or charges a different price to different segments of the buying population.

164. Arbitrage- buying a good in a market where its price is low and selling the good in another market where its price is higher.
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165. Monopolistic Competition- a theory of market structure based on three assumptions: many sellers and buyers, firms producing and selling slightly differentiated products, and easy entry and exit.

166. Excess Capacity Theory- states that a monopolistic competitor in equilibrium produces an output smaller than the one that would minimize its costs of production.

167. Oligopoly- a theory of market structure based on three assumptions: few sellers and many buyers, firms producing either homogenous or differentiated products, or significant barriers to entry.

168. Concentration Ratio- the percentage of industry sales accounted for by x number of firms in the industry.

169. Cartel Theory- in this of oligopoly, oligopolistic firms act as if there were only one firm in the industry.

170. Cartel- an organization of firms that reduces output and increases price in an effort to increase joint profits.

171. Kinked Demand Curve Theory- a theory of oligopoly that assumes that if a single firm in the industry cuts price, other firms will do likewise, but if it raises price, other firms will not follow suit. The theory predicts price stickiness or rigidity.

172. Price Leadership Theory- in this theory of oligopoly, the dominant firm in the industry determines price and all other firms take their price as given.

173. Game Theory- a mathematical technique used to analyze the behavior of decision makers who try to reach an optimal position for themselves through game playing or the use of strategic behavior, are fully aware of the interactive nature of the process at hand, and anticipate the moves of other decision makers.

174. Contestable Market- a market in which entry is easy and exit is costless, new firms cam produce the product at the same cost as current firms, and exiting firms can easily dispose of their fixed assets by selling them.
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175. Antitrust Law- legislation passed for the stated purpose of controlling monopoly power and preserving and promoting competition.

176. Trust- a combination of firms that come together to act as a monopolist.

177. Herfindahl Index- Measures the degree of concentration in an industry. It is equal to the sum of the squares of the market shares of each firm in the industry.

178. Horizontal Merger- a merger between firms that are selling similar products in the same market.

179. Vertical Merger- a merger between companies in the same industry but at different stages of the production process.

180. Conglomerate Merger- a merger between companies in different industries.

181. Network Good- a good whose value increases as the expected number of units sold increases.

182. Lock-In Effect- Descriptive of the situation where a particular product of technology becomes settled upon as the standard and is difficult or impossible to dislodge as the standard.

183. Regulatory Lag- the time period between when a natural monopoly’s costs change and when the regulatory agency adjusts prices for the natural monopoly.

184. Capture Theory of Regulation- holds that no matter what the motive is for the initial regulation and the establishment of the regulatory agency, eventually the agency will be “captured” (controlled) by the special interest of the industry that is being regulated.

185. Public Interest Theory of Regulation- holds that regulators are seeking to do, and will do through regulation, what is in the best interest of the public or society at large. 

186. Public Choice Theory of Regulation- holds that regulators are seeking to do, and will do through regulation, what is in their best interest (specifically to enhance their poser and the size and budget of their regulatory agencies).
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187. Derived Demand- demand that is the result of some other demand. For example, factor demand is the results of the demand for the products that the factors go to produce.

188. Marginal Revenue Product (MRP) - the additional revenue generated by employing an additional factor unit.

189. Value Marginal Product- the price of the good multiplied by the marginal physical product of the factor Marginal facto cost- the additional cost incurred by employing an additional factor unit

190. Factor price taker- a firm that can buy all of a factor it wants at the equilibrium price

191. Least cost rule- specifies the combination of factors that minimizes cost

192. Elasticity of demand for labor- the percentage change in quantity demanded of labor divided by the percentage change in wage rate.

193. Marginal productivity theory- states that firms in competitive or perfect product and factor makes pay factors their marginal revenue products

194. Screening- the process used by employers to increase the probability of choosing good employees based on certain criteria
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195. Craft union- a union whose membership is made up of individuals who practice the same craft or trade

196. Industrial Union- a union who membership is made up of individuals who work in the same firm or industry but do not all practice the same craft or trade

197. Public employee union- a union who membership is made up of individuals who work for the local state or federal government

198. Employee association- an organization whose members belong to a particular profession

199. Closed Shop- an organization in which an employee must belong to the union before he or she can be hired

200. Union shop- an organization in which a worker is not required to be a member of the union to be hired, but must become a member within a certain period of time after being employed

201. Collective bargaining- the process whereby wage rates and other issues are determined by a union bargaining with management on behalf of all union members

202. Strike- the situation in which union employees refuse to work at a certain wage or under certain conditions

203. Monophony- a single buyer in a factor market
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204. Ex ante distributions- before tax and transfer payment distribution of income

205. Ex post distribution- after tax and transfer payment distribution of income

206. Transfer payments- payments to persons that are not made in return for goods and services currently supplied

207. In kind transfer payments- transfer payments, such as food stamps, that are mad in a specific good or service rather than in cash

208. Lorenz Curve- a graph of the income distribution.  Expresses the relationship between cumulative percentage of house holds and income

209. Gini Coefficient- a measure of the degree of inequality in the income distribution

210. Human capital- education, development of skills and anything else that is particular to the individual and increases his or her productivity

211. Wage discrimination- the situation that exists when individuals of equal ability and productivity are paid different wage rates

212. Veil of ignorance- the imaginary veil or curtain behind which a person does not know his or her position in the income distribution

213. Poverty income threshold- Income level below which people are consider to be living in poverty
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214. Loanable funds- funds that someone borrows and another person lends for which the borrower pays an interest rate to the lender

215. Positive Rate of time preference- preference for earlier availability of goods over later availability of goods

216. Roundabout method of production- the production of capital good that enhance productive capabilities in order to ultimately bring about increased consumption

217. Normal interest rate- the interest rate determined by the large forces of supply and demand in the loanable funds market

218. Real interest rate- the nominal interest rate adjusted for expected inflation

219. Present value- the current worth of some future dollar amount of income of receipts

220. Economic Rent- payment in excess of opportunity costs

221. Pure Economic Rent- a category of economic rent where the payment is to a factor that is in fixed supply implying that is has zero opportunity costs
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222. Market Failure- a situation in which the market does not provide the ideal or optimal amount of a particular good

223. Externality- a side effect of an action that affects the well being of third parties

224. Negative externality- Exists when a person or group actions cause a cost to be felt by others

225. Positive externality- Exists when a person or group actions cause a benefit to be felt by others

226. Marginal social costs- the sum of marginal private costs and marginal external cost

227. Marginal social benefits- the sum of marginal private benefits and marginal external benefits

228. Socially optimal amount- an amount that takes into account adjusts for all benefits and all costs. 

229. Internalizing Externalities- an externality is internalized if persons of group that generated the externally incorporate into their own private or internal costs benefit calculations the external benefits or the external costs that third parties bear

230. Coase theorem- in the case of trivial or zero transaction costs the property rights assignment does not matter to the resource allocative outcome

231. Rivalrous in consumption- a good is rivalrous in consumption if its consumption by one person reduces its consumption by others

232. Public good- a good the consumption of which by one person does not reduce the consumption by another person that is a public good is characterized by nonrivalry in consumption

233. Nonrivalry in consumption- a good is nonrivalrous in consumption if its consumption by one person does not reduce its consumption by others

234. Excludability- a good is excludable if it is possible or not prohibitively costly to exclude someone from receiving benefits of the good after it has been produced

235. Nonexcludability- a good is nonexcludable if it is impossible or not prohibitively costly to exclude someone from receiving benefits of the good after it has been produced

236. Free Rider- Anyone who receives the benefits of a good without paying for it

237. Asymmetric Information- exists when either the buyer or the seller in a market exchange has some information that the other does not have

238. Adverse Selection- exists when the parties on one side of the market who have information not known to others self select in a way that adversely affects the parties on the other side of the market
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239. Public choice- the branch of economics that deals with the application of economic principles and tools to public sector decision making

240. Median Voter model- suggests that candidates in a two person political race will move toward matching the preferences of the median voter whose preferences are at the center or in the middle of the political spectrum

241. Rational ignorance- the state of not acquiring information because the costs of acquiring the information are greater than the benefits

242. Special interest groups- subsets of the general population that holds intense preferences for or against particular government or policy 

243. Logrolling- the exchange of votes to gain support for legislation

244. Government bureaucrat- an unelected person who works in a government bureau and is assigned a special task that relates to a law or program passed by the legislature
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245. Comparative advantage- the situation where a country can produce a good at lower opportunity cost than another country can

246. Tariff- a tax on imports

247. Quota- a legal limit of the amount of a good that may be imported

248. Dumping- the sale of goods abroad at a price below their cost and below the price charge in he domestic market

249. Voluntary export restraint- an agreement between two countries in which the exporting country voluntarily agrees to limit its exports to the importing country
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250. Balance of Payments- a periodic statement (usually annual) of the money value of all transactions between residents of one country and residents of all other countries.

251. Debit- in the balance of payments, any transaction that supplies the country currency in the foreign exchange market.

252. Foreign Exchange Market- the market in which currencies of different countries are exchanged. 

253. Credit- in the balance of payments, any transaction that creates a demand for the country’s currency in the foreign exchange market.

254. Current Account- includes all payments related to the purchase and sale of goods and services. Components of the account include exports, imports, and net unilateral transfers abroad. 

255. Merchandise Trade Balance- the difference between the value of merchandise exports and the value of merchandise imports.

256. Merchandise Trade Deficit- the situation where the value of merchandise exports is less than the value of merchandise imports.

257. Merchandise Trade Surplus- the situation where the value of merchandise exports is greater than the value of merchandise imports.

258. Current Account Balance- the summary statistics for exports of goods and services, imports of goods and services, and net unilateral transfers abroad.

259. Capital Account- includes all payments related to the purchase and sale of assets and to borrowing and lending activities. Components include outflow of U.S. capital and inflow of foreign capital.

260. Capital Account Balance- the summary statistic for the outflow of U.S. capital and the inflow of foreign capital. It is equal to the difference between the outflow of U.S. capital and the inflow of foreign capital.

261. International monetary Fund (IMF) - an international organization created to oversee the international monetary system. The IMF does not control the world’s money supply, but it does hold currency reserves for member nations and make loans to central banks.

262. Special Drawing Right (SDR) - an international money, created by the IMF, in the form of bookkeeping entries; like gold and currencies, they can be used by nations to settle international accounts.

263. Exchange Rate- the price of one currency in terms of another currency.

264. Flexible Exchange Rate System- the system whereby exchange rates are determined by the forces of supply and demand for a currency.

265. Appreciation- an increase in the value of one currency relative to other currencies.

266. Depreciation- a decrease in the value of one currency to other currencies 

267. Purchasing Power Parity  (PPP) Theory- states that exchange rates between any two currencies will adjusts to reflect changes in the relative price levels of the two countries.

268. Fixed    

