Chapter 1
	business cycle
	fluctuations in economic activity, such as employment and production p. 15

	economics
	the study of how society manages its scarce resources p. 4

	efficiency
	the property of society getting the most it can from its scarce resources p. 5

	equity
	the property of distributing economic prosperity fairly among the members of society p. 5

	externality
	the impact of one person’s actions on the well-being of a bystander p. 13

	incentive
	something that induces a person to act p. 9

	inflation
	an increase in the overall level of prices in the economy p. 14

	marginal changes
	small incremental adjustments to a plan of action p. 8

	market economy
	an economy that allocates resources through the decentralized decisions of many firms and households as they interact in markets for goods and services p. 11

	market failure
	a situation in which a market left on its own fails to allocate resources efficiently p. 13

	market power
	the ability of a single economic actor (or small group of actors) to have a substantial influence on market prices p. 13

	opportunity cost
	whatever must be given up to obtain some item p. 7

	productivity
	the quantity of goods and services produced from each hour of a worker’s time p. 14

	property rights
	the ability of an individual to own and exercise control over scarce resources p.12

	rational people
	people who systematically and purposefully do the best they can to achieve their objectives p. 8

	scarcity
	the limited nature of society’s resources p. 4


Principles:

1. People face trade-offs

2. The cost of something is what you give up to get it

3. Rational people think at the margin

4. People respond to incentives

5. Trade can make everyone better off

6. Markets are usually a good way to organize economic activity

7. Governments can sometimes improve market outcomes

8. A country’s standard of living depends on its ability to produce goods and services

9. Prices rise when the government prints too much money

10. Society faces a short-run trade-off between inflation and unemployment

Chapter 2

	circular-flow diagram
	a visual model of the economy that shows how dollars flow through markets among households and firms p. 24

	macroeconomics
	the study of economy-wide phenomena, including inflation, unemployment, and economic growth p. 29

	normative statements
	claims that attempt to prescribe how the world should be p. 30

	positive statements
	claims that attempt to describe the world as it is p. 30

	production possibilities frontier
	a graph that shows the combinations of output that the economy can possibly produce given the available factors of production and the available production technology p. 26


Scientific method = the dispassionate development and testing of theories about how the world works.

**circular flow diagram, figure 2.1 pg. 25 know it**
**know how to draw a production possibilities frontier**

-Advances in technology can shift the ppf outward.

Chapter 3

	absolute advantage
	the comparison among producers of a good according to their productivity p.57

	comparative advantage
	the comparison among producers of a good according to their opportunity cost p. 58

	exports
	goods and services that are produced domestically and sold abroad p. 52

	opportunity cost
	whatever must be given up to obtain some item p. 57


**remember the possible benefits with specialization**
-For both parties to gain from trade, the price at which they trade must lie between the two opportunity costs. 

Chapter 4

	competitive market
	a market in which there are many buyers and many sellers so that each has a negligible impact on the market price p. 70

	complements
	two goods for which an increase in the price of one leads to a decrease in the demand for the other p. 75

	demand curve
	a graph of the relationship between the price of a good and the quantity demanded p. 72

	demand schedule
	a table that shows the relationship between the price of a good and the quantity demanded p. 71

	equilibrium
	a situation in which the price has reached the level where quantity supplied equals quantity demanded p. 81

	equilibrium price
	the price that balances quantity supplied and quantity demanded p. 81

	equilibrium quantity
	the quantity supplied and the quantity demanded at the equilibrium price p. 81

	inferior good
	a good for which, other things equal, an increase in income leads to a decrease in demand p. 74

	law of demand
	the claim that, other things equal, the quantity demanded of a good falls when the price of the good rises p. 71

	law of supply
	the claim that, other things equal, the quantity supplied of a good rises when the price of the good rises p. 78

	law of supply and demand
	the claim that the price of any good adjusts to bring the quantity supplied and the quantity demanded for that good into balance p. 83

	market
	a group of buyers and sellers of a particular good or service p. 70

	normal good
	a good for which, other things equal, an increase in income leads to an increase in demand p. 74

	quantity demanded
	the amount of a good that buyers are willing and able to purchase p. 71

	quantity supplied
	the amount of a good that sellers are willing and able to sell p. 77

	shortage
	a situation in which quantity demanded is greater than quantity supplied p. 82

	substitutes
	two goods for which an increase in the price of one leads to an increase in the demand for the other p. 75

	supply curve
	a graph of the relationship between the price of a good and the quantity supplied p. 78

	supply schedule
	a table that shows the relationship between the price of a good and the quantity supplied p. 78

	surplus
	a situation in which quantity supplied is greater than quantity demanded p. 82


-perfectly competitive: 1) the goods offered for sale are all exactly the same
2) the buyers and sellers are so numerous that no single buyer or         seller has any influence over the market price


-they are price takers, accept w/e market price is.

-monopoly = only one seller of the good or service 

-market demand = sum of all individual demands for a particular good or service

Factors that shift the demand curve:


-Income


-Prices of related goods


-Tastes


-Expectations


-Number of buyers

Factors that shift the supply curve:


-Input Prices


-Technology


-Expectations


-Number of sellers
Chapter 5

	consumption
	spending by households on goods and services, with the exception of purchases of new housing p. 103

	GDP deflator
	a measure of the price level calculated as the ratio of nominal GDP to real GDP times 100 p. 108

	government purchases
	spending on goods and services by local, territorial, provincial, and federal governments p. 104

	gross domestic product (GDP)
	the market value of all final goods and services produced within a country in a given period of time p. 100

	investment
	spending on capital equipment, inventories, and structures, including household purchases of new housing p. 104

	microeconomics
	the study of how households and firms make decisions and how they interact in markets p. 298

	net exports
	the value of a nation’s exports minus the value of its imports; also called the trade balance p. 104

	nominal GDP
	the production of goods and services valued at current prices p. 104

	real GDP
	the production of goods and services valued at constant prices p. 107


-investment = purchases of goods (capital equipment, structures, inventories etc.) used to produce other goods.

-government purchases – don’t include transfer payments (negative taxes such as pension plan benefits)

-For an economy as a whole, income must equal expenditure.
-To calculate real GDP in “h” year, you pick a base year, say “n” and use the prices of the base year, and the quantities of the current year (“h”) to get real GDP. 

GDP deflator = (nominal GDP / real GDP) * 100

Inflation rate in year 2 = [(GDP deflator in year 2 – GDP deflator in year 1) / (GDP deflator in year 1)] x 100

Y(GDP) = C(consumption) + I(investment) + G(government purchases) + NX (net exports)

Chapter 6

	consumer price index (CPI)
	a measure of the overall cost of the goods and services bought by a typical consumer p. 122

	core inflation
	the measure of the underlying trend of inflation p. 125

	indexation
	the automatic correction of a dollar amount for the effects of inflation by law or contract p. 129

	inflation rate
	the percentage change in the price index from the preceding period p. 124

	nominal interest rate
	the interest rate as usually reported without a correction for the effects of inflation p. 131

	real interest rate
	the interest rate corrected for the effects of inflation p. 131


-commodity substitution bias = when pries change from one year to the next, they don not all change proportionately

-introduction of new goods = when a new good is introduced, consumers have more variety from which to choose, which in turn means makes each dollar more valuable, so consumers need fewer dollars to maintain any given standard of living. 

-unmeasured quality change = if the quality of a good deteriorates from one year to the next, the value of a dollar falls, even if the price of the good stays the same.

-CPI compares the price of a fixed basket of goods and services to the price of the basket in the base year.

-GDP deflator compares the price of currently produced goods and services to the price of the same goods and services in the base year.
-Cost-of-living allowance (COLA) = automatically raises the wage when the consumer price index rises. 

Real interest rate = nominal interest rate – inflation rate

1957 gas price in 2009 dollars = 1957 gas price x (CPI in 2009 / CPI in 1957)





 = 9.5 cents x (114.3 / 14.8)





 = 73.4 cents 
CPI = (Price of basket of goods and services in current year / price of basket in base year) x 100

Inflation rate in year 2 = [(CPI in year 2 – CPI in year 1) / CPI in year 1] x 100
