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Chapter 1:

Opportunity Cost - the cost of the next best alternative.

Production possibilities curve – a diagram representing various combinations of goods and/or services an economy can produce when all productive resources are fully employed. 

Scarcity - the condition caused by a lack of resources to produce all the things people would like to have in a society. 

Trade-offs – alternative choices of spending income or time.

Three questions for society to answer: 

· What to produce? 

· How to produce? 

· For whom to produce?

The four factors of production:
· Land: natural resources or “gifts of nature” not created by human effort.

· Labor: people with all their abilities and efforts.

· Entrepreneurship: risk-taking individuals in search of profits.

· Capital:

· Physical capital: tools, equipment, and factories used in the production of goods and services.

· Human capital: the sum of skills, abilities, health, and motivation of people. 

Microeconomics - branch of economic theory that deals with behavior and decision making by small units such as individuals and firms. 

Macroeconomics - that part of economic theory dealing with the economy as a whole and decision making by large units such as governments and unions. 

Specialization – means that productive inputs do whatever task they are able to do best. 

· Also known as Division of labor.

· Perform fewer tasks more frequently. 

· Worker who performs several tasks many times every day is likely to become more proficient than a worker who performs hundreds of different tasks once a week. 

Needs and Wants – a need is a basic requirement for survival; a want is a means of expressing a need. (Basic needs are food, clothing, and shelter. Higher level would be communication, love, acceptance, knowledge, hope, and accomplishment.)

Circular flow of economic activity:

· A market is a location or other mechanism that allows buyers and sellers to deal readily in a certain economic product. 

· Individuals earn their incomes in factor markets -–- the markets where productive resources are bought and sold. Here entrepreneurs hire labor for wages and salaries, land is provided in return for rent, and money is loaned for interest or invested for a profit. When individuals receive their incomes, they spend it in product markets --- markets where produces offer goods and services for sale. 

· Business firms receive payments in the product markets when they sell goods and services to individuals.

Economics - social science dealing with the study of how people satisfy seemingly unlimited and competing wants with the careful use of scarce resources.

Free products - relatively plentiful and abundant products not scarce enough to be a major concern in the study of economics; includes sunshine, rainfall.

Laissez-faire – philosophy that government should not interfere with business activity.
Chapter 2:

7 social goals:

· Economic Equity

· Economic Security

· Full Employment

· Price Stability

· Economic Growth

· Economic Freedom

· Economic Efficiency

Three types of economic systems:

· Traditional economy, the allocation of scare resources and nearly all other economic activity stems from ritual, habit, or custom. 

· Command economy, one in which a central authority makes most of the ‘what, how and for whom’ decisions. 

· Market economy, people and firms act in their own best interests to answer the ‘what, how and for whom’ questions. 

4 characteristics of a free enterprise economy:

· Economic Freedom

· Voluntary Exchange

· Private Property

· Profit Motive

Equality of opportunity vs. equality of distribution of wealth:

Mixed economy/Modified private enterprise economy - one in which people carry on their economic affairs freely but are subjected to some government intervention and regulation. 


Chapter 7:

Oligopoly - a market situation in which a few very large sellers of a product dominate.

Pure competition - independent and well-informed buyers and sellers of exactly the same economic product.  

· Large number of sellers and buyers exist.

· Deal with identical products.

· Acts independently.

· Well-informed.

Monopolistic competition – all same conditions of pure competition except for identical products. 

Monopoly:

· Market situation with only one seller of a particular economic product that has no close substitutes.

· Natural Monopoly: a market situation where costs are minimized by having a single firm produce the product.

· Geographic monopoly: no other competition in the area. 

· Technological monopoly: firm or individual has discovered a new manufacturing technique or has invented or created something entirely new. 

· Patent: an exclusive right to manufacture use or sell any new and useful art, machine, manufacture, or composition of matter, or any new and useful improvement thereof. 

· Copyright: authors or artists get an exclusive right to publish, sell, or reproduce their work for their lifetime plus 50 years.

· Government monopoly: a business the government owns and operates. 

Cartel – a group of producers or sellers who agree to limit the production or sale of a product to control prices. 


Chapter 4:

Demand - the desire, ability, and willingness to buy a product.

Law of Demand – states that the demand for an economic product varies inversely with its price. 

Change in quantity demanded – or a change in the quantity of the product purchased in response to a change in price. 

Reasons for change in Demand:

· Consumer Income

· Consumer Tastes

· Price of Related Products

Elastic Demand: a relatively small change in price causes a relatively large change in the quantity demanded. 

Inelastic Demand: a given change in price causes a relatively small change in the quantity demanded.

· Can the purchase be delayed?

· Are there adequate substitutes?

· Does purchase use a large portion of income?

Chapter 5:

Supply - a schedule of quantities that would be offered for sale at all possible prices that could prevail in the market. 

Law of Supply - states that the quantity supplied or offered for sale, varies directly with its price. 

Reasons for changes in supply:
· Cost of Inputs

· Productivity

· Technology

· Number of Sellers

· Taxes and Subsidies

· Expectations

· Government Regulations

Theory of Production - the relationship between the factors of production and the output of goods and services.

· Short Run, a period of production that allows producers to change only the amount of variable inputs.

· Long Run, a period of production long enough for all inputs, including capital, to vary. 

Law of Variable Proportions -
in the short run, if you change one of the inputs and no others, output will change.

Total Product -
Sum of all your output.

Marginal product -
number of output for each additional input

Marginal utility -
Extra satisfaction from each product you buy.

Diminishing marginal utility -
It goes down for every product you buy.

Fixed cost -
costs you would have before you started making any products at all

Variable cost -
cost for each individual input

Total cost -
sum of these two

Marginal cost -
cost for the next input, usually equal to variable cost

Total Revenue -
Total money coming in

Marginal Revenue -
For the next one you sell

Break even analysis -
can you at least break even?  If not, there’s no point.

Profit maximization -
Where do you maximize your profit?

Chapter 3

Sole Proprietorships – business owned and run by one person.

Forming a sole proprietor ship – easiest way to form business. No single way for setting up a sole proprietorship. Represents many different types of businesses.

Economic Strengths – 1: ease to start it, 2: ease to manage 3: no share of profits 4: no pay business income taxes b/c business not recognized as separate legal entity (business exempted from tax on income or complicated tax forms) 5: psychological personal freedom 6: getting out of business if need (no legal or tax considerations).

Economic Weaknesses – 1: unlimited liability (fully responsibility for losses and debts) 2: difficulty in raising financial capital) 3: size and efficiency 4: limited managerial experience 5: difficulty of attracting qualified employees 6: limited life (owner dies, quits or sells business ceases to exist)

Partnerships – business jointly owned by two or more person.

Types of Partnerships – general partnership (all partners are responsible for management and financial obligations), limited partnership (at least one partner is not active in business)

Forming a partnership – articles of partnership for arrangements btw partners and prove of partnership.

Economic Strengths – 1: ease of establishment 2: ease of management 3: lack of special taxes on partnership 4: can attract financial capital easier 5: slightly larger in size makes easier efficiency 6: easier to attract talented people.

Economic Weaknesses – 1: each partner is responsible for acts of others, limited liability (investor’s responsibility for debts are limited by size of investment) 2: limited life 3: potential conflict btw partners

Corporations – recognized by law as separate legal entity having all rights of an individual

Forming a corporation – 1:must file for permission from national government or state (incorporate), permission to corporation (charter – address, purpose, # of shares, dividend- check representing a portion of corporate earnings)

Corporate Structure – Common stock (basic ownership one vote for each share of stock to elect a board of directors that direct corporations goals) Preferred stock (receive dividends before common stockholders)

Economic Strengths – 1: ease of raising financial capital, bonds 2: hire best management to run firm 3: limited liability for owners (corporations not owners is responsible for debts) 4: unlimited life 5: ease of transferring ownership.

Economic Weaknesses – 1: difficulty and expense of getting a charter 2: owners, or shareholders have little say 3: pay income taxes like private individual 4: subject to more government regulation

Silent Partners - The children as Limited Partners, are the silent partners with no control over the assets and no liabilities in case they get sued.

Minority partners - …. Couldn’t find it L partnership made of minorities????

Mergers – combination of two or more business to form single firm

Horizontal Merger – two or more firms produce same kind of products join

Vertical Merger - different steps of manufacturing or marketing join

Conglomerate – firm with at least 4 business each making unrelated products, non are responsible for majority of its sales

Reason for forming – diversification (to protect economic happenings bad weather….)

Multinational – corporation that has manufacturing or service operations in a number of different countries (subject to laws and pay taxes in each country where it is)

Chapter 8

Reasons for Unions – negotiate agreements covering hours, pay, and working conditions (abused workers [Chinese sweat shops J])

Closed Shop – an arrangement in which employer agrees to only hire union members and union can determine who is hired by giving or denying union membership.

Union Shop – workers don’t have to belong to union to be hired but they must join one soon after and remain a member as long they keep their jobs.

Modified Union Shops - workers don’t have to belong to union to be hired and can’t be made to join one

Collective bargaining – meeting btw representatives (union and company) needs compromise from both parties

Mediation – process of bring in a 3rd to settle a dispute (find a solution that both will accept/ recommends compromise but none has to accept decision)

Arbitration – voluntary arbitration (both agree to a 3rd party that will final decision) 

Injunction – a court order not to act (union not to strike) (company not to lock out workers)

Seizure – temporary takeover of operations by government

Current labor issues – don’t know how p45 and 46 relates but ok Voluntary exchange (buyers and sellers freely and willingly engaging in market transactions), Private Property (people have right and privilege to control their possessions as they wish), Profit Motive (driving force that encourages people and organizations to improve their well being fro PROFIT)

Categories of labor – unskilled labor (work with hands), semi skilled labor (operate electric machines), skilled labor (operate complex equipment and do tasks with little supervision), professional labor (high lvl skills)

THEY DON’T COMPETE (categories) – but its hard to move to higher group cause of cost, opportunity, and initiative

Wage determined – equilibrium wage rate (leaves neither a surplus or shortage) found through the price, quantity graph

Chapter 9

Economic impact of taxes – taxes are need for operations of government but reduce income which causes allocations of productive (buying and saving), and productivity and growth of economy

Benefit principle of taxation – those who benefit from the gov’t should pay for them, and people should pay taxes in proportion to amount of services or benefits they receive

Two limitations – gov’t services are provide to those who can least afford to pay and benefits are often hard to measure

Ability to pay principle – based on concept that people should be taxed according to their income. 1: societies are not always able to measure benefits 2: persons with higher incomes suffer less discomfort from paying

Types of Taxes

Proportional tax – same percentage rate of taxation on EVERYONE

Progressive tax – higher percentage rate of taxation higher incomes

Regressive tax – higher percentage rate of taxations on lower incomes

Intergovernmental revenue – states and local gov’t receive funds collect by one lvl of gov’t and distributed to another lvl of gov’t for spending (largest source of state gov’t revenues)

Excise Taxes – tax on manufacture or sale of ceratin items (LIQUOR, GAS)

Sales Taxes – general tax on consumer purchases (2nd largest source of revenue)

Property Taxes – tax on real property and tangible (furniture cars animals goods) and intangible personal property (stock bond patent check)

Chapter 10

Transfer Payments – gov’t expenditure (payment for which the gov’t receives neither goods nor services in return) (social security + welfare) grant in aid, subsidies (payments to encourage economic activity)

Federal Budget deficit – excess of federal expenditures over tax and revenue collections

Federal Debt – total amount of money fed has borrowed from others

Federal Budget – annual plan outlining proposed revenues and expenditures

Chapter 14

GDP – dollar amount of all final goods and services produced in country’s national borders in a year

GNP – dollar amount of all final goods and services produced in one year supplied by USA

Real GDP vs. Current GDP – real (with out inflation) current (with)

4 sectors of GDP – Consumer, Investment (business), government, foreign add them all together to get the OUTPUT EXPENDITURE MODEL (macroeconomic model to show demand)

GDP deflator – shows average lvl of prices for all goods and computed quarterly (base year of 1992)

Price Index – first a base year for the base, 2nd market basket of goods (purchases of goods over time), last price of each item in market basket is recorded and then totaled and compare base year with current year total prices.

Chapter 15 + 16

Business Cycle – recurring ups and downs of real GDP

Business fluctuations – gdp will go up and down not predictably

Recession – period of decline in economy

Expansion – period of recovery from recession or just economy EXPANDING

Depression – recession that’s very severe

Unemployed – people available for work that made a effort to find a gob during the past month AND worked less than 1 hour for pay

Limitations of unemployment rate – 1: doesn’t count those that gave up 2: people are still employed even with part time jobs

Discouraged workers – can’t find it (it means discouraged worker???)

Types of unemployment

Frictional – workers btw jobs that lose it for some reason

Structural – fundamental change in operations of economy (reduced demand for that skill) change in consumer taste

Cyclical – swings in business cycle (recession)

Seasonal – changes in weather or change in demand for certain products (4 seasons *hint hint*)

Technological – workers replaced with machines or technological advancement put *old* workers out of business

Causes of inflation

Demand-Pull – all sectors in economy try to buy more than economy can produce

Gov’t Deficit – same as demand pull except with the gov’t

Cost-Push – labor groups cause inflation

Wage-Price Spiral – workers ask for higher wages then producers recover using higher prices in a self-perpetuating spiral ;)

Excessive Monetary Growth – money grows faster than GDP

Aggregate Supply – firms try to maximize their profits by finding the quantity of output at which the marginal coast is = to marginal revenue from the sale

Aggregate demand – if consumers save less and spend more increase in consumer spending is increased in aggregate demand. Sector of economy buy more than aggregation goes up and vise versa with decrease. Higher taxes and lower transfer payments also reduce aggregate demand

Fiscal policy – gov’t tries to increase aggregate demand when low through public works projects transfer payments and tax reductions. However gov’t fails act trying and the result is an increase in price lvl (inflation) without increasing the GDP

Chapter 13:

Budget - The total sum of money allocated for a particular purpose or period of time.

Simple Interest - Interest paid only on the original principal, not on the interest accrued.

Compound Interest - Interest computed on the accumulated unpaid interest as well as on the original principal.

Savings – dollars that become available in the absence of consumption. 

Saving – absence of spending.

Investment - Property or another possession acquired for future financial return or benefit.

CD – Certificate of Deposit, a passbook, computer printout, or other document. A saving account’s receipt. 

Financial assets – or claims on the property and the income of the borrower. 

Check -A written order to a bank to pay the amount specified from funds on deposit.


Chapter 18:

International Trade – allows all countries the opportunity to make advantage of local production efficiencies. 

Absolute advantage – when a country is able to produce more of a given product than another.

Comparative advantage – if a good can be produced at a relatively lower opportunity cost then another country. 

Specialization – assignment of tasks so that each worker performs fewer functions more frequently; same as division or labor. 

Tariffs – taxes placed imports to increase their price in the domestic market. 

Quotas – limits placed on the quantities of a product that can be imported. 

Reason for Protectionism:

-    National Defense

· Infant Industries

· Protecting Domestic Jobs

· Keep the money at home

· Helping the balance of payment.

Reasons against Protectionism:

· Less efficient and smaller supply.

· Trade Deficit, a deficit in the “goods” components of the balance of payments, it is spending more on imports than it earns on exports.
Economic Union – 
Economic Interdependence – a economic dependence between multiple countries.

WTO (World Trade Organization) – promote world trade. HQ at Geneva, Switzerland. 

NAFTA (North American Free Trade Agreement) – attempt to liberalize free trade. Lowers barriers between nations.

Foreign Exchange – foreign currencies.

Foreign Exchange rate – one country’s currency is described in terms of another country’s currency.

Fixed exchange rates – a system under which the price of one currency is fixed in terms of another so that the rate does not change.

Floating or flexible exchange rates – system under which the forces of supply and demand establish the value of one country’s currency in terms of the value of another country’s currency. 

Balance of payments – Balancing.. your payments??? Couldn’t find this one.


Most favored nations clause – a provision allowing a country with such an agreement to receive the same tariff 

reduction that the US negotiates with another country


Trade imbalance – Import>Export :: Export>Import


Barter - trade


Monetary standard – keeps money DURABLE, PORTABLE, DIVISIBLE, and STABLE IN VALUE


EOCT

Issues facing consumers(p29-31) – Consumers have debt, Home loan, consumer loan, credit card loan, finance 

companies, interest rates; All of these face as an issue to consumers.


Minority issues(p31-32) – White males are rich, then after WWII Blacks/Hispanics/Whatever and females went to 

work, then lots of more jobs were created, economy boomed, and now black people/Mexican people/ and women still 

have jobs.


Dividends – check paid to stockholders, usually quarterly, representing portion of corporate profits.

