AP Economics Knowledge Map
1. Economics- the study of how society allocates scarce resources

2. Macroeconomics- the branch of economics that studies national and international economics

3. Microeconomics- the branch of economics that studies how people and firms make decisions

4. Factors of production- also called resources or inputs, categorized as land, labor, capital and entrepreneurial ability 

5. Capital- the resource that includes equipment, machinery, buildings and tools

6. Scarcity- the imbalance between limited productive resources and unlimited human wants

7. Opportunity Cost- the value of the sacrifice made to pursue a course of actions

8. Marginal- the next unit, additional 

9. Marginal Benefit (MB)- the additional benefit received from the consumption of the next unit of a goods or service

10. Marginal Cost (MC)- the additional cost of producing one more unit of output

11. Marginal Analysis- making decisions based upon weighing the marginal benefits and costs of that action

12. Production Possibilities- the different quantities of 2 goods that an economy can produce with a given amount of scarce resources

13. Law of Increasing Opportunity Costs- as more of a good is produced, the greater is its marginal cost

14. Absolute Advantage- the ability to produce more a good than all other producers

15. Comparative Advantage- the ability to produce a good at a lower opportunity cost than all other producers. 

16. Specialization- production of goods or performance of tasks based upon comparative advantage

17. Barter- the act of exchanging goods and services for other goods and services

18. Productive efficiency- production of maximum output for a given level of technology and resources (Price = minimum ATC)

19. Allocative Efficiency- production of the combination of goods and services that provides the most net benefit to society; achieved when the marginal benefit equals the marginal cost of the next unit

20. Economic Growth- the increase in an economy’s production possibilities over time; increase in total output
21. Market Economy (Capitalism)- an economic system in which resources are allocated through the decentralized decisions of firms and consumers

22. Law of Demand- all else equal, when the price of a good rises, the quantity demanded of that good falls

23. Ceteris Paribus- the assumption that all other variables are held constant so we can predict how a change in one variable affects a second

24. Relative Price- the price of one unit of good X measured not in currency, but in the number of units of good Y that must be sacrificed to acquire good X

25. Substitution Effect- the change in quantity demanded resulting from a change in the price of one good relative to the price of other goods

26. Income Effect- due to a higher price, the change in quantity demanded that results from a change in the consumer’s purchasing power (or real income)

27. Demand Schedule- a table showing the quantity demanded for a good at various prices

28. Demand Curve- shows the quantity of a good demanded at all prices

29. Determinants of Demand- the external factors that shift demand to the left or right (TRIBE Tastes/Preferences, related goods, income, # of buyers, and expectations)

30. Normal Good- a good for which demand increases with an increase in consumer income

31. Inferior Good- a good for which demand decreases with an increase in consumer income

32. Substitute Goods- two goods that provide essentially the same utility to the consumer or are interchangeable

33. Complementary Goods- two goods that provide more utility when consumed together than when consumed separately.  Two goods that are used together.

34. Law of Supply- all else equal, when the price of a good rises, the quantity supplied of that good rises

35. Supply Schedule- a table showing quantity supplied for a good at various prices

36. Supply Curve- shows the quantity of a good supplied at all prices

37. Determinants of Supply- the external factors that shift the supply curve left or right (ROTTEN- resource costs, other goods, taxes, technology, expectations, number of sellers)
38. Market Equilibrium- this exists at the only price where the quantity supplied equals the quantity demanded.  Or it is the only quantity where the price consumers are willing to pay exactly meets the price producers are willing to accept

39. Shortage- a situation in which, at the going market price, the quantity demanded exceeds the quantity supplied

40. Disequilibrium- any price where the quantity demanded does not equal the quantity supplied

41. Surplus- a situation in which, at the going market price, the quantity supplied exceeds the quantity demanded

42. Total Welfare- the sum of the consumer and producer surplus

43. Consumer Surplus- the difference between a buyer-s willingness to pay and the actual price paid

44. Producer Surplus- the difference between the price received and the marginal cost of producing the good

45. Elasticity- measures the sensitivity, or responsiveness, of a choice to a change in an external factor such as price

46. Price Elasticity of Demand- measures the sensitivity of consumers’ quantity demanded for good X when the price of good X changes

Ed= (% change Qd/% change price)

47. Price Elastic Demand- % change in quantity demanded > % change in price; Ed > 1

48. Price Inelastic Demand- % change in quantity demanded < % change in price; Ed < 1

49. Unit Elastic- the percentage change in price is equal to the percentage change in quantity demanded; Ed = 1

50. Perfectly Elastic- Ed = infinity; the demand curve in this special case is horizontal, meaning consumers have an instantaneous and infinite response to a change in price

51. Perfectly Inelastic- Ed = 0; the demand curve in vertical in this special case, and there is absolutely no response to a change in price

52. Slope and Elasticity- in general the more vertical a good’s demand curve, the more inelastic, and the more horizontal, the more elastic

53.  Determinants of Elasticity- demand for a good will generally be more elastic if: a) the good has more readily available substitutes b) the consumer spends a high proportion of his income on that good c) the consumer has more time to adjust to a price change

54. Total Revenue (TR)- the price of a good multiplied by the quantity of that good sold

55. Total Revenue Test- total revenue rises with a price increase if demand is price inelastic and falls with a price increase if demand is elastic

56. Elasticity and Demand Curves- at the midpoint of a linear demand curve, Ed = 1.  Above the midpoint demand is elastic and below the midpoint demand is inelastic

57. Luxury- a good for which the proportional  increase in consumption is greater than the proportional increase in income
58. Necessity- a good for which the proportional increase in consumption is less than the proportional increase in income

59. Values of Income Elasticity- If EI>1, the good is normal and a luxury; if 1>EI>0, the good is a normal and income inelastic; If EI<0, the good is inferior

60. Cross-Price Elasticity of Demand- a measure of how sensitive the consumption of good X is to a change in the price of good Y; Exy = (% change Qd good X/ % change Price of good Y)

61. Values of Cross-Price Elasticity of Demand- If Exy > 0, goods are substitutes; if Exy < 0, goods X and Y are complementary

62. Price Elasticity of Supply- measures the sensitivity of producer’s quantity supplied for good X when the price of good X changes

63. Excise Tax- a per unit tax on a specific good or service; if levied on the firm, this tax shifts the supply curve upward by the amount of the tax; this tax also increases the marginal cost, average variable cost, and average total cost curves

64. Lump Sum Tax- a tax levied on all firms or consumers; if levied on a firm, this tax will increase average fixed costs and average total cost but not average variable cost or marginal cost

65. Incidence of Tax- the division of tax between consumers and producers

66. Deadweight Loss- the lost benefit to society caused by a movement away from the competitive market equilibrium

67. Inefficient- a situation in which there are missed opportunities; some people could be made better without making other people worse off

68. Subsidy- a government transfer, either to consumers or producers, of the consumption or production of a good

69. Price Floor- a legal minimum price, below which the product cannot be sold

70. Price Ceiling- a legal maximum price, above which the product cannot be sold.  Must be below the equilibrium to be effective
71. Minimum Wage- a price floor in the labor market

72. Utility- the happiness, benefit satisfaction or enjoyment gained from consumption of goods or services

73. Total Utility (TU)- total happiness received from consumption of a number of units of a good

74. Marginal Utility (MU)- the change in an individual’s total utility from the consumption of an additional unit of a good or service; MU = change in TU

75. Utils- a hypothetical unit of measurement often used to quantify utility

76. Law of Diminishing Marginal Utility- in a given time period, as consumption of an item increases, the marginal (additional) utility from that item falls

77. Constrained Utility Maximization- given prices and income, a consumer stops consuming a good when the price paid for the next unit is equal to the marginal utility received

78. Utility Maximization Rule- the consumer chooses amounts of goods X and Y, with his or her limited income, so that the marginal utility per dollar is equal for both goods; MUx/Px = MUy/Py

79. Consumption Bundle- the set of all goods and services consumed by a given individual

80. The Firm- an organization that employs factors of production to produce a good or service that it hopes to profitably sell
81. Accounting Profit- the difference between total revenue and total explicit cost

82. Economic Profit- the difference between total revenue and total production cost, including implicit costs

83. Explicit Costs- direct, purchased, out-of-pocket costs, paid to resource suppliers outside the firm

84. Implicit Costs- indirect, non-purchased, or opportunity costs of resources provided by the entrepreneur

85. Short Run- a period of time too short to change the size of the plant, but many other more variable resources can be adjusted to meet demand

86. Long Run- a period of time long enough for the firm to alter all production inputs, including plant size

87. Fixed Inputs- production inputs that cannot be changed in the short run

88. Variable Inputs- production inputs the firm can adjust in the short run to meet changes in demand for its input

89. Total Product of Labor (TPL)- the total quantity of output produced for a given quantity of labor employed

90. Marginal Product of Labor- the change in total product resulting from a change in the labor input; MPL = change total product of labor/ change in labor

91. Average Product of Labor- total product divided by the labor employed; APL = TPL/L

92. Law of Diminishining Marginal Returns- as successive units of a variable resource are added to a fixed resource, beyond some point the marginal product will decline

93. Total Fixed Costs (TFC)- production costs that do not vary with the level of output

94. Total Variable Costs (TVC)- production costs that change with the level of output

95. Total Cost (TC)- the sum of total fixed and total variable costs at any level of output

96. Marginal Cost (MC)- the additional cost of producing one more unit of output; MC = change in TVC /Change in Q

97. Average Fixed Cost (AFC)- total fixed cost divided by the level of output; AFC = TFC/Q

98. Average Variable Cost (AVC)- total variable cost divided by the level of output; AVC = TVC/Q

99. Average Total Cost (ATC)- total cost divided by the level of output; ATC = TC/Q

100. Sunk Cost- a cost that has already been incurred and is not recoverable

101. Economies of Scale- ATC fall as production increases; the downward part of the long-run average total cost curve where LRATC falls as plant size increases

102. Constant Returns to Scale- the horizontal range of long-run average total cost where LRATC is constant over a variety of plant sizes

103. Diseconomies of Scale- the upward part of the long-run average total cost curve where LRATC rises as pant size increases

104. Perfect Competition- the most completive market structure is characterized by many small price-taking firms producing a standardized product in an industry in which there are no barriers to entry or exit

105. Profit Maximization Rule- all firms maximize profit by producing where marginal revenue = marginal cost; MR = MC
106. Break Even Point- the output where average total cost (ATC) is minimized and economic profit is zero; P = MR = MC = ATC
107. Shutdown Point- the output where average variable cost (AVC) is minimized; if price falls below this point, the firm chooses to shut down or produce zero output in the short run; if they shut down, the firm’s losses are equal to total fixed costs (TFC)
108. Perfectly Competitive Long Run Equilibrium- P = MR = MC = ATC
109. Normal Profit- the opportunity cost of the entrepreneur’s talents; another way of saying the firm is earning zero economic profit
110. Constant Cost Industry- entry or exit of firms does not shift the cost curves of firms in the industry
111. Increasing Cost Industry- entry of new firms shifts the cost curves for all firms upward
112. Decreasing Cost Industry- entry of new firms shifts the cost curves for all firms downward
113. Monopoly- a market structure in which one firm is the sole producer of a good with no close substitutes in a market with entry barriers
114. Barrier to Entry- something that prevents other firms from entering an industry; typical barriers include economies of scale, control over scarce inputs, technological superiority, and barriers created by the government
115. Patent- a temporary monopoly given by the government to an inventor for the use or sale of an invention
116. Market Power- the ability to set the price above the perfectly competitive level
117. Natural Monopoly- the case where economies of scale are so extensive that it is less costly for one firm to supply the entire range of demand than for multiple firms to share the market; usually the first firm in the industry
118.  Monopoly Long Run Equilibrium- price is > MR = MC, so output is not allocatively efficient; price is > ATC so this is not productively efficient
119. Price Discrimination- the sale of the same product to different groups of consumers at different prices
120. Imperfect Competition- a market structure in which firms have market power to affect prices; includes monopoly, oligopoly, and monopolistic competition
121. Monopolistic Competition- a market structure characterized by several firms producing a differentiated product with easy entry into the market
122. Product Differentiation- the strategy of creating real or perceived differences in a firm’s product in order to increase sales
123. Nonprice Competition- competition occurs between firms in areas not related to price.  These areas can include advertising, new product features, or research
124. Excess Capacity- the difference between the long-run output in monopolistic competition and the output at minimum average total cost
125. Oligopoly- a very diverse market structure characterized by a small number of interdependent large firms, producing either a standardized or differentiated product in a market with a barrier to entry

126. Interdependence- the relationship among firms when their decisions significantly affect one another’s profits; a key characteristic of oligopolies

127. Four Firm Concentration Ratio- the sum of the market share of the four largest firms in the industry

128. Market Share- the fraction of the total industry output accounted for by a given firm’s output

129. Tacit Collusion (Understanding)- cooperation among producers, without a formal aggrement, to limit production and raise prices so as to raise one another’s profits

130. Nash Equilibrium- in game theory, the equilibrium that results when all players choose the action that maximizes their payoffs, given the actions of other players

131. Prisoner’s Dilemma- a game where the two rivals achieve a less desirable outcome because they are unable to coordinate their strategies

132. Dominant Strategy- a strategy that is always the best strategy to pursue, regardless of what a rival is doing

133. Cartel- a group of firms that agree to maximize their joint profits rather than compete

134. Factor Markets-  markets in which firms buy the resources they need to produce the goods and services

135. Leisure- the time available for purposes other than working to earn money to buy goods and services

136. Marginal Revenue Product (MRP)- the change in the firm’s total revenue from the hiring of an additional unit of output

137. Marginal Resource Cost (MRC)- the change in the firm’s total cost from the hiring of an additional unit of an input

138. Profit Maximizing Resource Employment- the firm hires the profit maximizing amount of a resource at the point where marginal revenue product (MRP) = marginal resource cost (MRC)

139. Demand for Labor- shows the quantity of labor demanded at all wages; labor demand for the firm hiring in a competitive labor market is the MRPL curve

140. Derived Demand- demand for a resource arises from the demand for the goods produced by the resource

141. Determinants of Labor Demand- the external factors that influence labor demand; when these variables change, the entire demand curve shifts to the left or right

142. Least Cost Rule- the combination of labor and capital that minimizes total costs for a given production rate; this occurs where MPL/PL = MPK/PK

143. Monopsonist- a firm operates in a factor market in which it has absolute market power, that is, a wage setter

144. Unions- organization of workers that try to raise wages and improve working conditions for their members through collective bargaining

145. Factor Distribution of Income- the division of total income among labor, land, and capital

146. Rental Rate- the cost, implicit or explicit, of using a unit of land or capital for a given period of time

147. Private Goods-  goods that are both rival and excludable

148. Willingness to Pay- the maximum price a consumer is prepared to pay for a good

149. Excludable- describes a situation in which suppliers can prevent those who do not pay for consuming the good 
150. Nonexcludable- describes a situation in which suppliers cannot prevent those who do not pay from consuming the good

151. Rival in Consumption-  a case in which one unit of a good cannot be consumed by more than one person at the same time

152. Public Goods- goods that are both nonrival and nonexcludable

153. Free Rider Problem- the lack of private funding for a public good due to the presence of free-riding individuals who will not contribute to provision of the good
154. Spillover Benefits- additional benefits to society, not captured by the market demand curve, from the production of a good

155. Marginal Social Benefit- the marginal benefit that accrues to consumers plus the marginal external benefit; with positive externalities, the marginal social benefit curve lies above the market demand curve

156. Marginal Social Cost- the marginal cost of production plus the marginal external cost; with negative externalities, the marginal social cost curve lies above the market supply curve

157. Market Failure- occurs when a market fails to be efficient; markets fail when externalities or public goods are present

158. Positive Externality- the existence of spillover benefits for third parties from the production of a good

159. Spillover Cost- additional costs to society, not captured by the market supply curve from the production of a good

160. Negative Externality- the existence of spillover costs for third parties from the production of a good

161. Coase Theorem- Ronald Coase proposed that even in the presence of externalities an economy can still find an efficient outcome through negotiations, so long as there are minimum transaction costs

162. Egalitarianism- the philosophy that all citizens should receive an equal share of the economic resources
163. Marginal Productivity Theory- the theory that a citizen’s share of economic resources is proportional to the marginal revenue product of his/her labor

164. Marginal Tax Rate- the rate paid on the last dollar earned

165. Average Tax Rate- the proportion of total income paid to taxes

166. Progressive Tax- a tax where the proportion of income paid in taxes rises as income rises

167. Tax Bracket- a range of income on which a given marginal tax rate is applied

168. Regressive Tax- a tax where the proportion of income paid in taxes decreases as income rises

169. Proportional taxes- a tax where the proportion of income paid in taxes is constant no matter the level of income

170. Income Distribution- the way in which total income is divided among the owners of the various factors of production

171. Circular Flow- the model shows how households and firms circulate resources, goods and income through the economy through product and factor markets
172. Closed Economy- a model that assumes there is no foreign sector (imports and exports)

173. Aggregation- summing small units into one for comparison purposes 

174. GDP (Gross Domestic Product)- the market value of the final goods and services produced within a nation in a given period of time

175. Exports- goods and services sold to other countries

176. Imports- goods and services purchased from other countries

177. Final Goods- goods ready for their final use by consumers and firms

178. Intermediate Firms- goods that require further modification before they are ready for their final use by consumers and firms

179. Double Counting- the mistake of including the value of intermediate stages of production in gross domestic product (GDP) on top of the value of the final good

180. Secondhand Sales- final goods and services that are resold

181. Nonmarket Transactions- household work or do-it-yourself jobs that are missed by GDP accounting 

182. Underground Economy- the unreported or illegal activity, bartering, or informal exchange of cash for goods and services that will not be reported in official tabulations of GDP

183. Nominal GDP- the value of current production at the current prices
184. Real GDP- the value of all goods and services adjusted for inflation

185. Base Year- the year that serves as a reference point for constructing a price index and comparing real values over time

186. Price Index- a measure of the average level of prices in a market basket for a given year, when compared to the prices in a reference (or base) year

187. Market Basket- a collection of goods and services used to represent what is consumed in the economy

188. Real Rate of Interest- the cost of borrowing to fund an investment and equal to nominal interest rate minus the expected rate of inflation

189. Expected (Anticipated) Inflation- the inflation expected in a future time period; this expected inflation is added to the real interest rate to compensate for lost purchasing power

190. Nominal Interest Rate- the interest rate not adjusted for inflation

191. Business Cycle- the periodic rise and fall in economic activity around its long-term growth trend

192. Expansion- a period where real GDP is growing

193. Peak- the top of the business cycle where an expansion has ended and is about to turn down

194. Contraction- a period where real GDP is falling

195. Recession- roughly determined by two or more quarters of falling real GDP

196. Trough- the bottom of the cycle where a contraction has stopped and is about to turn up

197. Depression- a prolonged, deep trough in the business cycle

198. Consumer Price Index (CPI)- the price index that measures the average price level of the items in the base year market basket; main measure of consumer inflation

199. Inflation- an increase in the overall price level

200. Nominal Income- today’s income measured in today’s dollars, unadjusted by inflation

201. Real Income- today’s income measured in base year dollars; these inflation-adjusted dollars can be computed from year to year to determine whether purchasing power has increased or decreased

202. Unemployed- a person is unemployed if he or she is currently not working but is actively seeking work; must be at least 16 years of age and not institutionalized

203. Labor Force- the sum of all individuals 16 years or older who are either currently employed or unemployed

204. Out of Labor Force- a person is classified as out of the labor force if he or she has chosen to not seek unemployment

205. Unemployment Rate- the percentage of the labor force that falls into the unemployed category; UR = U/LF
206. Discouraged Workers- citizens who have been without work for so long that they become tired of looking for work and drop out of the labor force; because these citizens are not counted in the ranks of the unemployed, the reported unemployment rate is understated

207. Frictional Unemployment- a type of unemployment that occurs when someone new enters the labor market or switches jobs; this is a relatively harmless form of unemployment and is not expected to last long

208. Seasonal Unemployment- a type of unemployment that is periodic, predictable and follows the calendar; ie lifeguards, landscapers

209. Structural Unemployment- a type of unemployment where certain job skills are no longer in demand

210. Cyclical Unemployment- a type of unemployment that rises and falls with the business cycle; this unemployment is felt economy-wide, which makes it the focus of macroeconomic policy

211. Full Employment- exists when the economy is experiencing no cyclical unemployment
212. Natural Rate of Unemployment- the unemployment rate associated with full employment, somewhere between 4 and 6 percent in the US

213. Disposable Income- the income a consumer has left over to spend or save once he/she has paid taxes

214. Consumption Function- a positive relationship between disposable income and consumption

215. Autonomous Consumption- the amount of consumption that occurs no matter the level of disposable income

216. Saving Function- a positive relationship between disposable income and saving

217. Dissaving- another way of saying that saving is less than zero; spending more than one brings in through income

218. Autonomous Saving- the amount of saving that occurs no matter the level of disposable income

219. Marginal Propensity to Consume (MPC)- the change in consumption caused by a change in disposable income, or the slope of the consumption function

220. Marginal Propensity to Save (MPS)- the change in saving caused by a change in disposable income, or the slope of the saving function

221. Expected Real Rate of Return- the rate of profit the firm anticipates receiving on investment expenditures. It can be thought of as the marginal benefit of an investment project

222. Real Rate of Interest- the cost of borrowing to fund an investment; equal to the nominal rate of interest minus the expected rate of inflation

223. Decision to Invest- a firm will invest in projects as long as the expected rate of return is at least as great as the real interest rate

224. Investment Demand- the negative relationship between the real interest rate and the cumulative dollars invested

225. Autonomous Investment- the level of investment determined by investment demand that is independent of the level of GDP

226. Market for Loanable Funds- the market for dollars available to be borrowed for investment projects

227. Private Saving- saving conducted by households; equal to the difference between disposable income and consumption

228. Public Saving- saving conducted by the government; equal to the difference between tax revenue collected and spending on final goods and services

229. Multiplier Effect- the idea that a change in any component of aggregate demand creates a larger change in GDP

230. Spending Multiplier- the amount by which real GDP changes due to a change in spending; = 1/MPS or 1/(1-MPC)

231. Tax Multiplier- the amount by which real GDP changes due to a change in taxes; 

Tax multiplier = MPC * Multiplier or MPC/MPS

232. Balanced Budget Multiplier- a change in government spending offset by an equal change in taxes results in a multiplier effect equal to 1

233. Aggregate Demand (AD)- the inverse relationship between all spending on domestic output and the average price level of that output; measures the sum of consumption spending by households, investment spending by firms, government purchases of goods and services, and the net exports bought by foreign consumers

234. Foreign Sector Substitution Effect- the process of domestic consumers looking for goods produced abroad when the domestic price level rises, thus reducing the quantity of domestic output consumed 

235. Interest Rate Effect- the process of reduced domestic consumption due to a higher price level causing an increase in the real interest rate

236. Wealth Effect- as the average price level rises, the purchasing power of wealth and savings begins to fall.  Higher prices, therefore, tend to reduce the quantity of domestic output purchased.

237. Determinants of Aggregate Demand (AD)- aggregate demand is a function of the four components of domestic spending (C + I + G + Xn).  If any of these components changes, ceteris paribus, the AD will shift to the right (increase) or left (for a decrease)

238. Aggregate Supply (AS)- the positive relationship between the level of domestic output produced and the average price level of that output.

239. Macroeconomic Short Run- a period of time during which the prices of goods and services are changing in their respective market, but the input prices have not yet adjusted to those changes in the product market; during the short run, the AS curve has 3 stages: nearly horizontal, upward sloping, and nearly vertical

240. Macroeconomics Long Run- a period of time long enough for input prices to have fully adjusted to market forces, all input and output markets are in equilibrium, and the economy is operating at full employment gross GDP; once all markets in the economy have adjusted and there exists this long-run equilibrium, the aggregate supply (AS) curve is vertical at full employment 

241. Macroeconomic Equilibrium- occurs when the quantity of real output demanded is equal to the quantity of real output supplied; graphically this is at the intersection of aggregate demand and aggregate supply.  Equilibrium can exist at, above, or below full employment

242. Recessionary Gap-the amount by which full employment GDP exceeds equilibrium real GDP

243. Inflationary Gap- the amount by which equilibrium real GDP exceeds full employment GDP

244. Demand Pull Inflation- inflation that is the result of stronger aggregate demand as it continues to increase in the upward sloping range of aggregate supply

245. Deflation- a decline in the overall price level

246. Recession- in the AD/AS model, a recession is seen as a leftward shift of AD

247. Stagflation- a situation seen in the macro economy when inflation and the unemployment rate are both rising
248. Supply Shocks- an economy-wide phenomenon that affects the costs of firms and results in the shifting of the AS curve.  Usually brought on by natural disasters, war, or political unrest
249. Philips Curve- a graphical device that shows the relationship between inflation and the unemployment rate. In the short-run, it is downward sloping and in the long run it is vertical at the natural rate of unemployment

250. Fiscal Policy- deliberate changes in government spending and net tax collection to affect economic output, unemployment, and the price level
251. Keynesian Economics- a school of economic thought that emerged out of the writings of John Maynard Keynes.  A fundamental premise is that a depressed economy is the result of inadequate spending and government intervention can help move the economy back to full employment

252. Expansionary Fiscal Policy- increases in government spending or lower net taxes meant to shift AD to the right toward full employment and lower the unemployment rate

253. Contractionary Fiscal Policy- decreases in government spending or higher net taxes meant to shift the AD curve to the left toward full employment and reduce the inflationary pressures.

254. Sticky Prices- the case when price levels do not change, especially downward, with changes in AD

255. Budget Deficit- exists when government spending exceeds revenue collected from taxes

256. Budget Surplus- exists when revenue collected from taxes exceeds government spending

257. Automatic Stabilizers- built-in fiscal policy mechanisms that automatically regulate, or stabilize, the macro economy as it moves through the business cycle, by changing net taxes collected by the government; these stabilizers increase a deficit during a recession and increase the budget surplus during inflation without any government action

258. Crowding Out Effect- typically the result of government borrowing to fund deficit spending, this is the decline in spending in one sector due to an increase in spending from another sector.  Private investment is crowded out by government spending which raises interest rates

259. Net Export Effects- the process of how expansionary fiscal policy decreases net exports due to raising interest rates; another form of crowding out

260. Productivity- the quantity of output that can be produced per worker in a given amount of time

261. Human Capital- the amount of knowledge and skills that labor can apply to the work done

262. Nonrenewable Resources- natural resources that cannot replenish themselves; examples fossil fuels and copper
263. Renewable Resource- natural resources that can replenish themselves if they are not overharvested; examples are timber and fish

264. Technology- a nation’s knowledge of how to produce goods in the best possible way

265. Investment Tax Credit- a reduction in taxes for firms that invest in new capital like a factory or piece of equipment

266. Supply Side Fiscal Policy- fiscal policy centered on incentives to save and invest to prompt economic growth with very little inflation

267. Stock- a certificate that represents a claim to or share of the ownership of a firm

268. Equity Financing- the firm’s method of raising funds for investment by issuing shares of stock to the public

269. Bond- a certificate of debt from the issuer to the holder to pay back a loan at a future date

270. Debt Financing- a firm’s way of raising investment funds by issuing bonds to the public

271. Interest Rate- the price, calculated as the percentage of the amount borrowed, charged by the lender

272. Fiat Money- paper and coin money used to make transactions because the government declares it to be legal tender; no value except that the government backs its value

273. Functions of Money- money serves three functions; a medium of exchange, a unit of account, and a store of value

274. Money Supply- the fixed quantity of money in circulation at a given point in time as measured by the central bank

275. M1- the most liquid measure of money definitions; M1 = cash + coins + checking deposits + traveler’s checks

276. Liquidity- a measure of how easily an asset can be converted to cash

277. Transaction Demand- the amount of money held in order to make transactions

278. Asset Demand- the amount of money demanded as an asset is negatively related to the real interest rate; as nominal interest rate rises, the opportunity cost of holding money begins to rise and you are more likely to lessen your asset demand for money

279. Theory of Liquidity Preference- John Maynard Keynes’ theory that the interest rate adjusts to bring the money market into equilibrium

280. Fractional Reserve Banking- a system in which only a fraction of the total money deposited in banks is held in reserve as currency in the vault or with the Fed

281. Reserve Ratio- the fraction of total deposits that must be kept in the vault or with the Fed; rr = (required Reserves/total deposits
282. Required Reserves- the portion of a deposit that must be held at the bank for withdrawals

283. Excess Reserves- the portion of a deposit that may be borrowed by customers = (1 – reserve ratio) * total deposits

284. Balance Sheet or T Account- a tabular way to show the assets and liabilities of a bank

285. Asset of a Bank- anything owned by a bank or owed to the bank is an asset of the bank; cash on reserve is an asset as are loans made to citizens

286. Liability of a Bank- anything owned by depositors or lenders is a liability to the bank; checking deposits of citizens or loans made to the bank are liabilities to the bank

287. Money Multiplier- measures the maximum of new checking deposits that can be created by a single dollar of excess reserves; MM = 1/reserve ratio

288. Expansionary Monetary Policy- increases in the money supply to decrease real interest rates, shift aggregate demand (AD) to the right toward full employment, and reduce the unemployment rate

289. Contractionary Monetary Policy- decreases in the money supply meant to increase real interest rates, shift aggregate demand to the left toward full employment, and reduce inflationary pressures

290. Open Market Operations- a tool of monetary policy, it involves the Fed’s buying or selling of treasury bonds from or to commercial banks and the general public to manipulate the money supply

291. Federal Funds Rate- the interest rate paid on short-term loans between banks

292. Discount Rate- the interest rate commercial banks pay on short-term loans from the Fed

293. Quantity Theory of Money- the theory that the quantity of money determines the price level and that the growth rate of money determines the rate of inflation

294. Velocity of Money- the average number of times a dollar is spent in a year. In the equation of exchange, V = PQ/M

295. M2- includes M1, savings deposits, small time deposits, and money market and mutual funds balances

296. M3- includes M2 and larger time deposits

297. Equation of Exchange- the equation says that nominal GDP (P*Q) is equal to the quantity of money (M) multiplied by the number of times each dollar is spent in a year (V) ;  MV = PQ

298. Time Value of Money- money today is more valuable than the same amount of money in the future

299. Monetarism- the theory of business cycles that asserts GDP will grow steadily if the money supply grows steadily

300. Present Value- If r is the current interest rate, the present value of $1 received one year from now is $1/(1 + r)

301. Future Value- if r is the current interest rate, the future value of $1 invested today is $1*(1 + r)
302. Autarky- a situation in which a country does not trade with other countries

303. Domestic Price- the equilibrium price of a good in a nation without trade

304. World Price- the global equilibrium price of a good when nations engage in trade

305. Domestic Demand Curve- a demand curve that shows the quantity of a good demanded by only domestic consumers at all prices for that good

306. Domestic Supply Curve- a supply curve that shows the quantity of a good supplied by only domestic suppliers at all prices for that good

307. Balance of Payments- a summary of the payments received by the United States from foreign countries and the payments sent by the United States to foreign countries
308. Current Account- this account shows the current import and export payments of both goods and services and investment income sent from the United States to foreign investors, and investment income received by US citizens who invest abroad

309. Capital or Financial Account- this account shows the flow of investment on real financial assets between a nation and foreigners

310. Official Reserves Account- the Fed’s adjustment of a deficit or surplus in the current and capital account by the addition or subtraction of foreign currencies so that the balance of payments is zero

311. Capital Inflow- the net inflow of funds into a country; the difference between the total inflow of foreign funds to the home country and the total outflow of domestic funds to other countries

312. Exchange Rates- the amount of one currency that must be given up to get one unit of the second currency
313. Appreciating Currency- when the value of a currency is rising relative to another currency
314. Depreciating Currency- when the value of a currency is falling relative to another currency

315. Free Trade- trade unhindered by regulations such as tariffs

316. Globalization- the phenomenon of growing economic linkages among countries 

317. Revenue Tariff- an excise tax levies on goods not produced in the domestic market

318. Protective Tariff- an excise tax levied on an imported good produced in the domestic market so that the good may be protected from foreign competition; encourage domestic purchases

319. Import Quota- a limitation on the amount of a good that can be imported into the domestic market
