Stiglitz + Welsh, A selection of terms (for HØKON1101)

Glossary - A

absolute advantage
a country has an absolute advantage over another country in the production of a good if it can produce that good more efficiently (with fewer inputs).

adverse selection
the phenomenon that, as an insurance company raises its price, the best risks (those least likely to make a claim) drop out, so the mix of applicants changes adversely; now used more generally to refer to effects on the mix of workers, borrowers, products being sold, and so forth resulting from a change in wages (interest rates, prices) or other variables

aggregate saving
the sum of the savings of all individuals in society

antitrust
laws that discourage monopoly and restrictive practices and encourage greater competition

asymmetric information
a situation in which the parties to a transaction have different information, as when the seller of a used car has more information about its quality than the buyer

automatic stabilizer
expenditure that automatically increases or tax that automatically decreases when economic conditions worsen, and that, therefore, tends to stabilize the economy automatically

average cost
total costs divided by total output

average tax rate
the ratio of taxes to taxable income

average variable costs
total variable costs divided by total output

Glossary - B

backward induction
see rollback
basic competitive model
the model of the economy that pulls together the assumptions of self-interested consumers, profit-maximizing firms, and perfectly competitive markets

bilateral trade
trade between two parties

boom
a period of time when resources are being fully used and GDP is growing steadily

budget constraints
the limitations on consumption of different goods imposed by the fact that households have only a limited amount of money to spend (their budget). The budget constraint defines the opportunity set of individuals, when the only constraint that they face is money.

Glossary - C

capital goods
the machines and buildings firms invest in, with funds from the capital market
capital inflows
money from abroad that is used to buy investments, to be deposited in U.S. banks, to buy U.S. government bonds, or to be lent in the United States for any reason

capital market
the various institutions concerned with raising funds and sharing and insuring risks, including banks, insurance markets, bond markets, and the stock market

capital outflows
money from the United States that is used to buy foreign investments or foreign government bonds, to be deposited in foreign banks or lent in foreign countries for any reason

cartel
a group of producers with an agreement to collude in setting prices and output

causation
the relationship that results when a change in one variable is not only correlated with but actually produces a change in another variable; the change in the second variable is a consequence of the change in the first variable, rather than both changes being a consequence of a change in a third variable

central planning
the system in which central government bureaucrats (as opposed to private entrepreneurs or even local government bureaucrats) determine what will be produced and how it will be produced

circular flow
the way in which funds move through the capital, labor, and product markets between households, firms, the government, and the foreign sector

closed economy
an economy that neither exports nor imports

Coase’s theorem
the assertion that, if property rights are properly defined, then people will be forced to pay for any negative externalities they impose on others and market transactions will produce efficient outcomes

collusion
when firms act jointly (more nearly as they would if there were a monopolist) to increase overall profits

command-and-control approach
the approach to controlling environmental externalities in which the government provides detailed regulations about what firms can and cannot do, including what technologies they can employ

commercial policies
policies directed at affecting either imports or exports

comparative advantage
a country has a comparative advantage over another country in one good as opposed to another good if its relative efficiency in the production of the first good is higher than the other country’s.

complement
two goods are complements if the demand for one (at a given price) decreases as the price of the other increases

constant returns to scale
a production function has constant returns to scale when equiproportionate increases in all inputs increase output proportionately.

constant, diminishing, or increasing returns to scale
when all inputs are increased by a certain proportion, output increases in equal, smaller, or greater proportion, respectively; increasing returns to scale are also called economies of scale
consumer price index
a price index in which the basket of goods is defined by what a typical consumer purchases

consumer sovereignty
the idea that individuals are the best judges of what is in their own interests and promotes their well-being

consumer surplus
the difference between what a person would be willing to pay and what he actually has to pay to buy a certain amount of a good

correlation
the relationship that results when a change in one variable is consistently associated with a change in another variable

cyclical unemployment
the increase in unemployment that occurs as the economy goes into a slowdown or recession

Glossary - D

dead weight loss
the difference between what producers gain and (the monetary value of) what consumers lose, when output is restricted under imperfect competition; also, the difference between what the government gains and what consumers lose, when taxes are imposed

deflation
a persistent decrease in the general level of prices

demand curve
the relationship between the quantity demanded of a good and the price, whether for an individual or for the market (all individuals) as a whole

demand deposits
deposits that can be drawn upon instantly, like checking accounts

demand
the quantity of a good or service that a household or firm chooses to buy at a given price

demographic effects
effects that arise from changes in characteristics of the population such as age, birthrates, and location

depreciation
(a) the decrease in the value of an asset; in particular, the amount that capital goods decrease in value as they are used and become old; (b) a change in the exchange rate that enables a unit of one currency to buy fewer units of foreign currencies

depression
a strong downward fluctuation in the economy that is more severe than a recession

devaluation
a reduction in the rate of exchange between one currency and other currencies under a fixed exchange-rate system

developed countries
the wealthiest nations in the world, including Western Europe, the United States, Canada, Japan, Australia, and New Zealand

diminishing marginal utility
the principle that says that as an individual consumes more and more of a good, each successive unit increases her utility, or enjoyment, less and less

diminishing returns to scale
the principle that as one input increases, with other inputs fixed, the resulting increase in output tends to be smaller and smaller

distribution
the allocation of goods and services produced by the economy

division of labor
dividing a production process into a series of jobs, with each worker focusing on a limited set of tasks; the advantage of division of labor is that each worker can practice and perfect a particular set of skills.

dominant strategy
strategy that works best no matter what the other player does in a game

dumping
the practice of selling a good abroad at a lower price than at home, or below costs of production

dynamic inconsistency
the problem of whether a government will actually carry out a promised course of action

Glossary - E

economic rent
payments made to a factor of production that are in excess of what is required to elicit the supply of that factor

efficiency wage theory
the theory that paying higher wages (up to a point) lowers total production costs, for instance by leading to a more productive labor force

efficiency wage
the wage at which total labor costs are minimized

efficient market theory
the theory that all available information is reflected in the current price of an asset

entry deterrence
the reduction of competition by preventing other firms from entering the market

entry-deterring practices
practices of incumbent firms designed to discourage the entry of rivals into the market

equilibrium price
the price at which demand equals supply

equilibrium quantity
the quantity demanded and supplied at the equilibrium price, where demand equals supply

equilibrium
a condition in which there are no forces (reasons) for change

excess demand
the situation in which the quantity demanded at a given price exceeds the quantity supplied

excess supply
the situation in which the quantity supplied at a given price exceeds the quantity demanded

exchange efficiency
the condition in which whatever the economy produces is distributed among people in such a way that there are no gains to further trade

exchange rate
the rate at which one currency (such as dollars) can be exchanged for another (such as euros, yen, or pounds)

exchange
the act of trading that forms the basis for markets

expansions
a period in which real GDP is growing

experimental economics
the branch of economics which analyzes certain aspects of economic behavior in a controlled, laboratory setting

exports
goods produced domestically but sold abroad

externality
a phenomenon that arises when an individual or firm takes an action but does not bear all the costs (negative externality) or receive all the benefits (positive externality)

Glossary - F

factor demand
the amount of an input demanded by a firm, given the price of the input and the quantity of output being produced; in a competitive market, an input will be demanded up to the point where the value of the marginal product of that input equals the price of the input.

financial investment
investment in stocks, bonds, or other financial instruments; these investments provide the funds that allow investments in capital goods.
fiscal deficit
the gap between the government’s expenditures and its revenues from sources other than additional borrowing

fiscal surplus
the amount by which government tax revenues exceed expenditures

fixed costs
the costs resulting from fixed inputs, sometimes called overhead costs
fixed exchange-rate system
an exchange rate system in which the value of each currency is fixed in relationship to other currencies

flexible or floating exchange-rate system
a system in which exchange rates are determined by market forces, the law of supply and demand, without government interference

flows
variables such as the output of the economy per year; stocks are in contrast to flows; flows measure the changes in stocks over a given period of time.

free trade
trade among countries that occurs without barriers such as tariffs or quotas

free-rider
someone who enjoys the benefit of a (public) good without paying for it; because it is difficult to preclude anyone from using a pure public good, those who benefit from the goods have an incentive to avoid paying for them (that is, to be a free-rider).

frictional unemployment
unemployment associated with people moving from one job to another or moving into the labor force

full-employment deficit
what the deficit would be if the economy were at full employment

full-employment level of output
the level of output that the economy can produce under normal circumstances with a given stock of plant and equipment and a given supply of labor

Glossary - G

gains from trade
the benefits that each side enjoys from a trade

game theory
theory designed to understand strategic choices, that is, to understand how people or organizations behave when they expect their actions to influence the behavior of others

game tree
diagram used to represent sequential games

general equilibrium analysis
a simultaneous analysis of all capital, product, and labor markets throughout the economy; it shows, for instance, the impact on all prices and quantities of immigration or a change in taxes.

general equilibrium
the full equilibrium of the economy, when all markets clear simultaneously

globalization
the closer integration of the countries of the world—especially the increased level of trade and movements of capital—brought on by lower costs of transportation and communication

gross domestic product (GDP)
the total money value of all final goods and services produced within a nation’s borders during a given period of time

gross national product (GNP)
a measure of the incomes of residents of a country, including income they receive from abroad but subtracting similar payments made to those abroad

Glossary - H

horizontal equity
the principle that says that those who are in identical or similar circumstances should pay identical or similar amounts in taxes

horizontal merger
a merger between two firms that produce the same goods

human capital
the stock of accumulated skills and experience that make workers more productive

Glossary - I

imperfect competition
any market structure in which there is some competition but firms face downward-sloping demand curves

imperfect information
a situation in which market participants lack information (such as information about prices or characteristics of goods and services) important for their decision making

imperfect substitutes
goods that can substitute for each other, but imperfectly so

imports
goods produced abroad but bought domestically

incentives
benefits, or reduced costs, that motivate a decision maker in favor of a particular choice

income effect
the reduced consumption of a good whose price has increased that is due to the reduction in a person’s buying power, or "real" income; when a person’s real income is lower, normally she will consume less of all goods, including the higher-priced good.

income elasticity of demand
the percentage change in quantity demanded of a good as the result of a 1 percent change in income (the percentage change in quantity demanded divided by the percentage change in income)

incomplete markets
situations in which no market may exist for some good or for some risk, or in which some individuals cannot borrow for some purposes

increasing returns to scale
the principle that as one input increases, with other inputs fixed, the resulting increase in output is larger and larger

individual income taxes
taxes based on the income received by an individual or household

industrial policies
government policies designed to promote particular sectors of the economy

industrialized countries
see developed countries
infant industry argument for protection
the argument that industries must be protected from foreign competition while they are young, until they have a chance to acquire the skills to enable them to compete on equal terms

inferior good
a good the consumption of which falls as income rises

infinite elasticity
the situation that exists when any amount will be demanded (supplied) at a particular price, but nothing will be demanded (supplied) if the price increases (declines) even a small amount

inflation shocks
events that produce temporary shifts in the SRIA curve

inflation targeting
policies designed to stabilize the economy through countercyclical policies while ensuring that average inflation remains low

inflation
the rate of increase of the general level of prices

information
the basis of decision making that can affect the structure of markets and their ability to use society’s scarce resources efficiently

infrastructure
the roads, ports, bridges, and legal system that provide the necessary basis for a working economy

investment
from the national perspective, an increase in the stock of capital goods or any other expenditure designed to increase future output; from the perspective of the individual, any expenditure designed to increase an individual’s future wealth, such as the purchase of a share in a company. (Since some other individual is likely selling the share, that person is disinvesting, and the net investment for the economy is zero.)

Glossary - J

job discrimination
discrimination in which disadvantaged groups have less access to better paying jobs

joint products
products that are naturally produced together, such as wool and mutton

Glossary - L

labor force participation decision
the decision by an individual to seek work actively, that is, to participate in the labor market

labor force participation rate
the fraction of the working-age population that is employed or seeking employment

labor market
the market in which services of workers are bought and sold

law of supply and demand
the law in economics that holds that, in equilibrium, prices are determined so that demand equals supply; changes in prices thus reflect shifts in the demand or supply curves.

learning by doing
the increase in productivity that occurs as a firm gains experience from producing and that results in a decrease in the firm’s production costs

learning curve
the curve describing how costs of production decline as cumulative output increases over time

life-cycle saving
saving that is motivated by a desire to smooth consumption over an individual’s lifetime and to meet special needs that arise in various times of life; saving for retirement is the most important aspect of life-cycle saving.

liquidity
the ease with which an investment can be turned into cash

long run
a length of time sufficient to allow wages and prices to fully adjust to equilibrate supply and demand

long-run aggregate supply curve
the aggregate supply curve that applies in the long run, when wages and prices can adjust fully to ensure full employment

long-run inflation adjustment curve
curve depicting the relationship between the inflation rate and output in the long run, with full adjustment of inflationary expectations

luxury taxes
excise taxes imposed on luxuries, goods typically consumed disproportionately by the wealthy

Glossary - M

M1, M2, M3
measures of the money supply: M1 includes currency and checking accounts; M2 includes M1 plus savings deposits, CDs, and money market funds; M3 includes M2 plus large-denomination savings deposits and institutional money-market mutual funds.

macroeconomics
the top-down view of the economy, focusing on aggregate characteristics

managed care
a health care system in which the health care provider, in return for a fixed fee per year, manages the care of the individual, including decisions about whether a specialist is required

marginal benefits
the extra benefits resulting, for instance, from the increased consumption of a commodity

marginal cost
the additional cost corresponding to an additional unit of output produced

marginal product
the amount output increases with the addition of one unit of an input

marginal propensity to consume
the amount by which consumption increases when income increases by a dollar

marginal propensity to import
the amount by which imports increase when income increases by a dollar

marginal propensity to save
the amount by which savings increase when income increases by a dollar

marginal rate of transformation
the amount of extra production of one good that one obtains from reducing the production of another good by one unit, moving along the production possibilities curve

marginal revenue
the extra revenue received by a firm for selling one additional unit of a good

marginal tax rate
the extra tax that will have to be paid as a result of an additional dollar of income

marginal utility
the extra utility, or enjoyment, a person receives from the consumption of one additional unit of a good

market clearing price
the price at which supply equals demand, so there is neither excess supply nor excess demand

market demand curve
the total amount of a particular good or service demanded in the economy at each price; it is calculated by "adding horizontally" the individual demand curves (that is, at any given price, it is the sum of the individual demands).

market economy
an economy that allocates resources primarily through the interaction of individuals (households) and private firms

market failures
situations in which a market economy fails to attain economic efficiency

market structure
term used to describe the organization of the market, such as whether there is a high degree of competition, a monopoly, an oligopoly, or monopolistic competition
market supply curve
the total amount of a particular good or service that all the firms in the economy together would like to supply at each price; it is calculated by "adding horizontally" the individual firm’s supply curves (that is, it is the sum of the amounts each firm is willing to supply at any given price).

merit goods
goods that are determined by government to be good for people, regardless of whether people desire them for themselves or not

microeconomics
the bottom-up view of the economy, focusing on individual households and firms

monetary policy rule
the systematic relationship between the central bank’s setting of policy and the variables that it reacts to, such as inflation, cyclical unemployment, or the output gap

money
any item that serves as a medium of exchange, a store of value, and a unit of account

monopolistic competition
the form of imperfect competition in which the market has sufficiently few firms that each one faces a downward-sloping demand curve, but enough that each can ignore the reactions of rivals to what it does

monopoly rents
see pure profit
monopoly
a market consisting of only one firm

moral hazard
the principle that says that those who purchase insurance have a reduced incentive to avoid what they are insured against

multilateral trade
trade between more than two parties

multiplier
the amount equilibrium output increases when the aggregate expenditures schedule shifts by a dollar

Glossary - N

Nash equilibrium
game equilibrium when both players execute their dominant strategies (that is, neither player would change his strategy if offered the chance to do so at the end of the game).

natural endowments
a country’s natural resources, such as good climate, fertile land, or minerals

natural monopoly
a monopoly that exists because average costs of production are declining beyond the level of output demanded in the market, thus making entry unprofitable and making it efficient for there to be a single firm

natural rate of unemployment
the unemployment rate when the economy is at potential GDP and cyclical unemployment is zero

net capital inflows
total capital inflows minus total capital outflows

nominal wage
the average wage not adjusted for changes in the prices of consumer goods

nonaccelerating inflation rate of unemployment (NAIRU)
the unemployment rate at which expected and actual inflation are equal and inflation remains stable

nonrival goods
goods whose consumption or use by one person does not exclude consumption by another person

normal good
a good the consumption of which rises as income rises

normative economics
economics in which judgments about the desirability of various policies are made; the conclusions rest on value judgments as well as facts and theories.

Glossary - O

oligopoly
the form of imperfect competition in which the market has several firms, sufficiently few that each one must take into account the reactions of rivals to what it does

open economy
an economy that is actively engaged in international trade

opportunity cost
the cost of a resource, measured by the value of the next-best, alternative use of that resource

opportunity set
a summary of the choices available to individuals, as defined by budget constraints and time constraints

Glossary - P

Pareto efficient
a resource allocation is said to be Pareto efficient if there is no rearrangement that can make anyone better off without making someone else worse off.

partial equilibrium analysis
an analysis that focuses on only one or a few markets at a time

payroll taxes
taxes based on payroll (wages) that is used to finance the Social Security and Medicare programs

perfect competition
a situation in which each firm is a price taker—it cannot influence the market price; at the market price, the firm can sell as much as it wishes, but if it raises its price, it loses all sales.

perfectly mobile capital
capital that responds quickly to changes in returns in different countries

Phillips curve
the trade-off between unemployment and inflation such that a lower level of unemployment is associated with a higher level of inflation

piece-rate system
a compensation system in which workers are paid specifically for each item produced

positive economics
economics that describes how the economy behaves and predicts how it might change—for instance, in response to some policy change

positive externalities
phenomena that occur when an individual or firm takes an action but does not receive all the benefits

potential GDP
a measure of what the value of GDP would be if the economy’s resources were fully employed

present discounted value
how much an amount of money to be received in the future is worth right now

price ceiling
a maximum price above which market prices are not legally allowed to rise

price discrimination
the practice of a firm charging different prices to different customers or in different markets

price dispersion
a situation that occurs when the same item is sold for different prices by different firms

price elasticity of demand
the percentage change in quantity demanded of a good as the result of a 1 percent change in price (the percentage change in quantity demanded divided by the percentage change in price)

price elasticity of supply
the percentage change in quantity supplied of a good as the result of a 1 percent change in price (the percentage change in quantity supplied divided by the percentage change in price)

price floor
a minimum price below which market prices are not legally allowed to fall

price system
the economic system in which prices are used to allocate scarce resources

price taker
firms that take the price for the good or service they sell as given; the price is unaffected by their level of production.

price
the price of a good or service is what must be given in exchange for the good.

prisoner’s dilemma
a situation in which the noncooperative pursuit of self-interest by two parties makes them both worse off

private marginal cost
the marginal cost of production borne by the producer of a good; when there is a negative externality, such as air pollution, private marginal cost is less than social marginal cost.

private property
ownership of property (or other assets) by individuals or corporations; under a system of private property, owners have certain property rights, but there may also be legal restrictions on the use of property.

privatization
the process whereby functions that were formerly undertaken by government are delegated instead to the private sector

producer price index
a price index that measures the average level of producers’ prices

producer surplus
the difference between the price for which a producer would be willing to provide a good or service and the actual price at which the good or service is sold

product differentiation
the fact that similar products (like breakfast cereals or soft drinks) are perceived to differ from one another and thus are imperfect substitutes

product market
the market in which goods and services are bought and sold

product-mix efficiency
the condition in which the mix of goods produced by the economy reflects the preferences of consumers

production efficiency
the condition in which firms cannot produce more of some goods without producing less of other goods; the economy is on its production possibilities curve.

production function
the relationship between the inputs used in production and the level of output

production possibilities curve
a curve that defines the opportunity set for a firm or an entire economy and gives the possible combination of goods (outputs) that can be produced from a given level of inputs

production possibilities
the combination of outputs of different goods that an economy can produce with given resources

profits
total revenues minus total costs

progressive
describes a tax in which the rich pay a larger fraction of their income than the poor

property rights
the rights of an owner of private property; these typically include the right to use the property as she sees fit (subject to certain restrictions, such as zoning) and the right to sell it when and to whom she sees fit.

property taxes
taxes based on the value of property

protectionism
the policy of protecting domestic industries from the competition of foreign-made goods

public good
a good, such as national defense, that costs little or nothing for an extra individual to enjoy and the costs of preventing any individual from the enjoyment of which are high; public goods have the properties of nonrivalrous consumption and nonexcludability.

pure profit
the profit earned by a monopolist that results from its reducing output and increasing the price from the level at which price equals marginal cost; also called monopoly rents
Glossary - Q

quotas
limits on the amount of foreign goods that can be imported

Glossary - R

rational choice
a process in which individuals weigh the costs and benefits of each possibility and in which the choices made are those within the opportunity set that maximizes net benefits

rational expectations
expectations based on an understanding of the structure of the economy and fully using all available information about the economy

rationing systems
any system of allocating scarce resources, applied particularly to systems other than the price system; rationing systems include rationing by coupons and rationing by queues.

real exchange rates
exchange rate adjusted for changes in the relative price levels in different countries

real GDP
the real value of all final goods and services produced in the economy, measured in dollars adjusted for inflation

real investment
the investment that is part of aggregate expenditures, such as the purchase of new factories and machines

real product wage
the wage divided by the price of the good being produced

real rate of interest
the real return to saving, equal to the nominal rate of interest minus the rate of inflation

real wage
the average wage adjusted for changes in the prices of consumer goods

recession
two consecutive quarters of a year during which GDP falls

regressive
describes a tax in which the poor pay a larger fraction of their income than the rich

relatively elastic
a good is said to be relatively elastic when the price elasticity of its demand is greater than unity.

relatively inelastic
a good is said to be relatively inelastic when the price elasticity of its demand is less than unity.

rent seeking
the name given to behavior that seeks to obtain benefits from favorable government decisions, such as protection from foreign competition

repeated games
games that are played many times over by the same players

reputation
the "good will" of a firm resulting from its past performance; maintaining one’s reputation provides an incentive to maintain quality.

reservation wage
the wage below which an individual chooses not to participate in the labor market

residential investment
households’ purchases of new homes

revenues
the amount a firm receives for selling its products, equal to the price received multiplied by the quantity sold

risk aversion
the avoidance of bearing risk

rival goods
goods whose consumption or use by one person excludes consumption by another person

rollback
approach of starting from the end of the game and working backward to determine the best strategy, often used for strategic interactions that occur a repeated but fixed number of times

Glossary - S

sales tax
a tax imposed on the purchase of goods and services

scarcity
term used to describe the limited availability of resources, so that if no price were charged for a good or service, the demand for it would exceed its supply

search
the process by which consumers gather information about what is available in the market, including prices, or by which workers gather information about the jobs that are available, including wages

seasonal unemployment
unemployment that varies with the seasons, such as that associated with the decline in construction in winter

sequential game
a game in which players take turns and each can observe what choices were made in earlier moves

sharecropping
an arrangement, prevalent in many less-developed countries (LDCs) in which a worker works land, giving the landowner a fixed share of the output

short run
a length of time during which wages and prices do not fully adjust to equilibrate supply and demand

short-run aggregate production function
the relationship between output and employment in the short run, that is, with a given set of machines and buildings

short-run inflation adjustment curve
positively sloped curve that shows the rate of inflation at each level of output relative to potential GDP, for a given expected rate of inflation

short-run inflation-unemployment tradeoff
the trade-off between low unemployment and stable inflation in the short run occurring when low unemployment forces nominal wages to increase faster than productivity

shortage
a situation in which demand exceeds supply at the current price

signal
to convey information, for example a prospective worker’s earning a college degree to persuade an employer that he has desirable characteristics that will enhance his productivity

sin taxes
excise taxes on alcohol and tobacco

slope
the amount by which the value along the vertical axis increases as the result of a change in one unit along the horizontal axis; the slope is calculated by dividing the change in the vertical axis (the "rise") by the change in horizontal axis (the "run")

social insurance
insurance provided by the government to individuals, for instance, against disabilities, unemployment, or health problems (for the aged)

social marginal cost
the marginal cost of production, including the cost of any negative externality, such as air pollution, borne by individuals in the economy other than the producer

static efficiency
the efficiency of the economy with given technology; taxes used to finance basic research and monopoly power resulting from patents cause a loss in static efficiency

sticky prices
prices that do not adjust or adjust only slowly toward a new equilibrium

sticky wages
wages that are slow to adjust in response to a change in labor market conditions

stocks
variables like the capital stock or the money supply stock, that describe the state of the economy (such as its wealth) at a point of time; they are contrasted by flows.

store of value
something that can be accepted as payment in the present and exchanged for items of value in the future

strategic behavior
decision making that takes into account the possible reactions of others

structural unemployment
long-term unemployment that results from structural factors in the economy, such as a mismatch between the skills required by newly created jobs and the skills possessed by those who have lost their jobs in declining industries

substitutes
two goods are substitutes if the demand for one increases when the price of the other increases.

substitution effect
the reduced consumption of a good whose price has increased that is due to the changed trade-off, the fact that one has to give up more of other goods to get one more unit of the high-priced good; the substitution effect is associated with a change in the slope of the budget constraint.

sunk costs
costs that have been incurred and cannot be recovered

supply curve
the relationship between the quantity supplied of a good and the price, whether for a single firm or the market (all firms) as a whole

supply shocks
unexpected shifts in the aggregate supply curve, such as an increase in the international price of oil or a major earthquake that destroys a substantial fraction of a country’s capital stock

supply siders
economists who emphasize the importance of aggregate supply, in particular the responsiveness of supply to lower taxes and regulations; some argue that lowering tax rates leads to such large increases in inputs of capital and labor that total tax revenues may actually increase.

supply
the quantity of a good or service that a household or firm would like to sell at a particular price

surplus of labor
a great deal of unemployed or underemployed labor, readily available to potential employers

surplus
the magnitude of the gain from trade, the difference between what an individual would have been willing to pay for a good and what she has to pay

Glossary - T

tariffs
taxes imposed on imports

tax expenditure
the revenue lost from a tax subsidy

tax subsidies
subsidies provided through the tax system to particular industries or to particular expenditures, in the form of favorable tax treatment

theory
a set of assumptions and the conclusions derived from those assumptions put forward as an explanation for some phenomena

thin markets
markets with relatively few buyers and sellers

time constraints
the limitations on consumption of different goods imposed by the fact that households have only a limited amount of time to spend (twenty-four hours a day); the time constraint defines the opportunity set of individuals if the only constraint that they face is time.

time inconsistency
a phenomenon that occurs when it is not in the best interest of a player to carry out a threat or promise that was initially designed to influence the other player’s actions

time value of money
the fact that a dollar today is worth more than a dollar in the future

total costs
the sum of all fixed costs and variable costs

trade-offs
the amount of one good (or one desirable objective) that must be given up to get more of another good (or to attain more of another desirable objective)

transactions costs
the extra costs (beyond the price of the purchase) of conducting a transaction, whether those costs are money, time, or inconvenience

Glossary - U

unemployment rate
the ratio of the number of people seeking employment to the total labor force

unitary elasticity
a demand curve has unitary elasticity if the demand for the commodity decreases by 1 percent when the price increases by 1 percent. If demand has unitary elasticity, then expenditures on the good do not depend at all on price. A supply curve has unitary elasticity if the supply of the commodity increases by 1 percent when the price increases by 1 percent.

utility
the level of enjoyment an individual attains from choosing a certain combination of goods

Glossary - V

value added
the value added in each stage of production is the difference between the value of the output and the value of the inputs purchased from other firms

value of the marginal product of labor
the value of the extra output produced by an extra unit of labor; it is calculated by multiplying the marginal product of labor times the price of the good which is being produced.

variable costs
the costs resulting from variable inputs

vertical equity
the principle, that people who are better off should pay more taxes

vertical merger
a merger between two firms, one of which is a supplier or distributor for the other

voting paradox
the fact that under some circumstances there may be no determinate outcome with majority voting: choice A wins a majority over B, B wins over C, and C wins over A

Glossary - W

wage discrimination
paying lower wages to women or minorities

World Trade Organization (WTO)
the organization established in 1995 as a result of the Uruguay round of trade negotiations; replacing GATT, it is designed to remove trade barriers and settle trade disputes

Glossary - z

zero elasticity
the situation that exists when the quantity demanded (or supplied) will not change, regardless of changes in price

