Econ 102 Spring 2007 –First Midterm

This is not meant to be a complete list, but is instead a guideline of many of the topics covered.  Professor Kelly reserves the right to question material that is not listed here, or that is found in your text but was not covered in the large lecture.  Please review your notes carefully and work the practice questions.  If you need additional questions, remember to check the website for help:  www.ssc.wisc.edu/~ekelly/econ102.  Good luck!

Some Definitions

Economics – the study of the allocation of scarce resources.

Macroeconomics – the study of the aggregate behavior of individual economic agents.

Positive Economics – the study of how the economy behaves.

Normative Economics – the benchmarking of how the economy should be.
Trade, Production, Specialization

Opportunity Cost – the production or consumption foregone when we make decisions to produce or consume something else.  For example, if seeing a concert costs $65 and the concert lasts 3 hours (time which I could have spent working, where I make $100/hour), my opportunity cost of seeing the concert is $365! 

Production Possibility Frontiers – the path of points that represent the maximum amount of the two goods that can be produced by an individual or an economy given a fixed level of resources, technology and time.  A bowed out from the origin production possibility frontier illustrates the law of increasing opportunity cost:  this is due to specialization of resources.  A linear production function exhibits constant opportunity costs .

Comparative Advantages – the idea of being able to produce something at a lower opportunity cost than your counterpart.

Absolute Advantage - the idea of being able to produce more in absolute terms than your counterpart.

Trade Specialization – an economy should specialize in and export the good that they have a comparative advantage in.

Demand and Supply 

Market Equilibrium – A price and quantity pair where the quantity supplied in the market is equal to the quantity demanded in the market.

Determinants of Supply–technology, price of factors of production, number of firms, weather, future expectations, government regulations, price
Determinants of demand- income, tastes and preferences, prices of complement and substitute goods, population, future expectations, price
Consumer Surplus – the area under the demand curve and above the equilibrium price

Producer Surplus - the area above the supply curve and under the equilibrium price

Quotas, Tariffs and Dead Weight Loss – Trade restrictions imposed by the governments (quotas and tariffs) that generate a waste (or loss in surplus), which we call deadweight loss, on society.

Gross Domestic Product
Gross Domestic Product – the total monetary value of all final goods and services produced within the nation’s borders in a given time period.  

GDP = consumption + private investment + government expenditure + (exports – imports). 

Measurement of GDP can be done using one of four methods:  

1)  The summation of price times quantity for each final good or service produced in an economy during a year

2)  The value added approach where one sums the value added at each stage of production 

3)  The factor payments approach which sums the payments made to labor, capital, land, and entrepreneurs 

4)  The expenditure approach which sums up spending by households, businesses, government, and the foreign sector to calculate GDP.

Circular Flow Diagram – a chart showing the monetary and real flows (or transactions) between households and firms.

Real vs. Nominal Variables – A nominal variable is measure in current price while a real variable is measured in purchasing power or constant dollars.

GDP Deflator = Nominal GDP/Real GDP

Gross National Product – the total monetary value of all final goods and services produced by a country’s factors of production in a given time period

Measuring and Categorizing Unemployment
Employed – people who are working

Unemployed – people who are not working and are looking for a job
The Labor force – the group of people in the economy who are actively working or looking for a job (employed + unemployed).

Not in the civilian labor force – people who are not employed or unemployed, such as people who are in the military, in jail, retired, students, unable to work, discouraged workers, or homemakers
The Unemployment Rate – the percent of the labor force that would like to work but cannot find a job 
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Labor force participation rate – The percent of the population over the age of 16 that is in the labor force 
Labor force participation rate = 
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Types of unemployment – there are 4 types of unemployment

1) Frictional unemployment- due to the normal workings of the labor market.  It involves people being temporarily between jobs or searching for a new job

2)  Structural unemployment- due to changes in the structure of the economy

3)  Seasonal unemployment – where specific industries or occupations are characterized by seasonal work which may lead to unemployment

4)  Cyclical unemployment -  unemployment due to the business cycle
Full Employment-the level of employment associated with full employment of resources in an economy, or a level of employment where there is no cyclical unemployment.  Hence, the full employment level of unemployment is equal to the sum of frictional and structural unemployment.  Full employment does not equal zero unemployment
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