You must memorize the following pages.
Deviating from what is written can introduce error. Therefore, you are safest memorizing verbatim.

Abbreviations
Q
Units of output
PQ
Price per unit of Q
TR
Total revenue

TC
Total cost

VC
Variable cost

FC
Fixed cost

MR
Marginal revenue

MC
Marginal cost

ATC
Average total cost

AVC
Average variable cost

AFC
Average fixed cost

U
Utility

MU
Marginal utility

MP
Marginal product

AP
Average product
Agent Goals

Goal of the firm 
Maximize the sum of the presented discounted values of expected future profits.
Goal of the consumer 
Maximize the sum of the present discounted values of expected future utilities.

Goals of the government 
Maximize the sum of the present discounted values of expected future (1) tax revenues (bureaucratic policy goal), (2) GDP (economic policy goal), (3) social welfare (social policy goal).

Revenue and Cost Measures

Total Cost
The sum of variable costs and fixed costs.
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Variable Cost
Costs that, in the short run, are functions of output. Also called “short run costs,” or “cost of short run factors.” Typical examples: labor and materials.

Fixed Cost
Costs that, in the short run, are not functions of output. Also called “long run costs,” “cost of long run factors,” or “overhead.” Typical examples: property, plant, and equipment.

Average Variable Cost
Cost of short run factors per unit of output.
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Average Fixed Cost
Cost of long run factors per unit of output.
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Average Total Cost
Cost of per unit of output.



[image: image4.wmf]Units of Output Produced

         

TC

ATC

AVCAFC

=

=+


Total Revenue
In the case of the firm, total revenue is the money the firm receives from sales of its product.
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Marginal Revenue
The additional revenue generated from selling an additional unit of output.
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Marginal Cost
The additional cost generated from producing an additional unit of output.
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Marginal Revenue Product
The additional revenue generated by employing one more unit of input.
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Marginal Factor Cost
The additional cost generated by employing one more unit of input.
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Isocost Set (Curve)
The set of all combinations of factors whose total cost equals some fixed amount.

Isocost Map
The set of all isocost sets.

Producer Surplus
An additional amount of money that producers receive for a given quantity of product that they would not have required to offer the units.
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Production Measures
Total Product
A synonym for units of output produced.

Average Product
The output generated per unit of input employed.
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Marginal Product
The additional output generated from employing an additional unit of input.
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Mrgnl. Rate of Technical Subst.
The rate at which the units of two inputs employed can be traded such that units of output produced remains constant.
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Isoquant Set (Curve)
The set of all combinations of factors that generate a fixed quantity of output.

Utility Measures

Marginal Utility
The additional utility generated from consuming an additional unit.
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Marginal Rate of Substitution
The rate at which the units of two products consumed can be traded such that utility remains constant.
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Indifference Set (or Curve)
The set of all combinations of products that yield the same utility.

Indifference Map
The set of all indifference sets.

Budget Constraint
The set of all combinations of products whose total cost equals the consumer’s available funds.

Price Ratio
The ratio at which one product can be exchange for another such that the total cost of the two products together remains constant.

Consumer Surplus
An additional amount of money that consumers were willing to pay for a given quantity of product but which they did not pay. Consumer surplus is the dollar equivalent of consumers’ utilities from consuming units of a product less the total amount they paid for the units.
Society Surplus
The dollar equivalent of the total benefit to society generated by a market.
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Profit and Efficiency Measures

Efficient Output Level
The output level at which the firm’s average total cost is minimum.
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Profit Maximizing Output Level
The output level at which the firm’s profit is maximized (assuming the firm is employing the optimal combination of inputs).
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Discount Rate
The periodic rate at which a future value is reduced because it exists in the future.
Present Discounted Value
Also called present value. A value that occurs in the present that is equivalent to a stream of values that will occur in the future.
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Elasticities

Price Elasticity of Demand
The sensitivity of quantity demanded to changes in price.



[image: image20.wmf]D

D

 Q of Y

Price of Y

Price Elasticity of Demand

 Price of YQ of Y

¶

æö

æö

=

ç÷

ç÷

¶

èø

èø


Cross Elasticity of Demand
The sensitivity of quantity demanded of one product to changes in the price of a different product.
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Income Elasticity of Demand
The sensitivity of quantity demanded of one product to changes in consumers’ incomes.
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First and Second Order Conditions

FOCs for a Firm
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SOCs for a Firm
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FOC for Consumer
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SOCs for Consumer
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Demand and Supply
Demand
The relationship between the price of a product and the number of units consumers are willing to buy per unit time, ceteris paribus.


Ceteris Paribus

Consumers’ purchasing power remains fixed.


Prices of substitute and complement products remain fixed.


Consumers’ preferences remain fixed.


Number of consumers remains fixed.

Supply
The relationship between the price of a product and the number of units producers are willing to offer per unit time, ceteris paribus.


Ceteris Paribus


Prices of factors remains fixed.


Technology and capital stock remains fixed.


Number of firms remains fixed.

Quantity Demanded
The units of product a consumer is willing to purchase per unit time at a given price.

Quantity Supplied
The units of product a firm is willing to offer for sale per unit time at a given price.

Markets
Equilibrium
A state in which quantity demanded equals quantity supplied.

Autarky
Equilibrium in the absence of trade.

Competitive Industries
Industries in which firms regard their prices as being exogenously determined.
Non-competitive Industries
Industries in which firms regard their prices as functions of their output levels.

Pareto Efficiency
A state in which no agent can be made better off without making another worse off.

Externality
The imposition of a cost or benefit on another.

Public Good
A good that is non-rival and non-exclusive.
Common Resource
A good that is rival and non-exclusive.

Rival
A goods is rival if consumption of the good by one person diminishes the ability of others to consume the good.

Exclusive
A good is exclusive if consumers can be prevented from consuming the good.
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