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Economics 

EOC Review 

Unit 1: Fundamental Concepts 

 

 Scarcity- Unlimited wants and limited resources.  The idea that society can’t have everything it wants. Fundamental problem 

in Economics. 

 

 Economics- The study of how people and nation’s try to satisfy their unlimited wants through the careful use of limited 

resources. 

 

 3 Basic Questions- What to produce, how to produce it and for whom to produce. 

 

 Resources/Factors of Production- The inputs used to produce the goods and services for households (Land, Labor, Capital 

and Entrepreneurship) 

1. Land- Natural resources or gifts of nature which occur without human effort.  Trees, forest, water, minerals and 

animals are examples. 

2. Labor- All the physical and mental efforts that workers put into their jobs. 

3. Capital- Machinery, tools, factories and equipment used to help make other goods and services 

4. Entrepreneurship- The risk taker in search of profits.  This is someone who comes up with a new business or way of 

doing something. 

 

 Economic Growth- The ability to produce more goods and services over time. 

 

 Gross Domestic Product- The dollar value of all final goods and services produced within a nation’s borders in 1 year. 

 

 Standard of living- The quality of life one has based on the possession of necessities and luxuries that make life easier. 

 

 Consumer Good- Goods intended for final use by households or individuals and are tangible. 

 

 Capital Good- Manufactured goods used by businesses to produce other goods and services such as tools, machinery and 

equipment. 

 

 Services- Work that is performed for someone and is intangible. 

 

 Productivity- The amount of output produced with a given amount of inputs/resources.  (More output with the same inputs or 

same output with fewer inputs) 

 

 Division of Labor/Specialization- Breaking a task into smaller steps so an individual does fewer things.  Ex. Pin factory of 

assembly line production. 

 

 Human capital- The sum of the skills, abilities, health and motivation of people. 

 

 Opportunity Cost- The cost of the next best alternative use of time, money or resources when one choice is made over 

another.  (It’s what you give up) 

 

 Economic Interdependence- When decisions made by 1 person affect decisions made by other people, or events in one part of 

the world affect events in other parts of the world. 

 

 Cost-Benefit Analysis- Comparing the extra benefits of a decision with the extra costs of that decision.  You continue until 

MB=MC. 
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 Decision making grid- A tool that can be used to evaluate various alternatives, ex. Jesse and his $50. 

 

 Production Possibilities Frontier- A diagram showing all possible combinations of goods and services a nation can produce 

with limited resources and fixed technology. 

 

 Lessons of PPF 

 
1.  Producing on the curve is efficient. (A,B) 

2. Producing inside the curve is inefficient. (C) 

3. Movements along the curve involve an opportunity cost. (A to B) 

4. Points outside the curve are preferable, but currently unattainable. (D) 

5. Outward shifts in the curve over time represent economic growth. 

 Incentives- A cost or benefit that motivates someone to act.  Incentives shape behavior. 

 

 Economic Systems- Help answer the 3 basic questions all societies must address. 

1. Command Economy- Government makes all the decisions. 

2. Market Economy- People and businesses make the decisions. 

3. Mixed Economy- People are free to make economic decisions but with some government control. 

                            All economies are therefore mixed. 

 Voluntary Exchange- People freely and willingly enter into market transactions expecting to benefit (Both parties win) 

 

 Private Property Rights- Property ownership gives people the incentive to work, save and invest in their property because 

they are the ones who will profit. 

 

 Profit Motive- The driving force that encourages people and firms to improve their material well-being. 

 

 Competition- Rivalry among firms for consumers business.  Benefits include lower prices and better quality. 

 

 Consumer Sovereignty- The consumer is the “ruler” of the market.  Firms produce what people want and are willing to pay 

for. 

 

 Government Regulation- Government restrictions with which people and firms must comply. Government roles include 

protector, provider, regulator and promoter of national goals. 

 

 Deregulation- The opposite of regulation which promotes greater freedom and competition. 
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Unit 2: Microeconomics 

 Microeconomics- The area of economics that deals with behavior and decision making by small units, such as households 

and businesses. 

 

 Circular Flow Model- Shows the flow of economic activity between households and businesses in the product market and 

resource/factor market. 

o Product Market- Buy and sell goods and services.  (Households-Buy/ Firms-Sell) 

o Resource Market- Buy and sell resources.  (Households- Sell/Firms- Buy) 

 
 

 Functions of Money- Include medium of exchange, measure of value and store of value. 

 

 Medium of Exchange- Money works because people are willing to accept it in return for goods and services. 

 

 Commodity money- Money that has an alternative use as an economic good. 

 

 Fiat money- Money by government decree. 

 

 Specie- Money in the form of coins made from gold or silver. 

 

 Characteristics of Money- Portable, Durable, Divisible, and limited in Supply. 

 

 Demand Schedule- A table or schedule that shows the various quantities demanded by consumers of a good at all prices that 

might prevail in the market at a given time. 

 

 Demand curve- The graphical picture of the demand schedule. 
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 Law of Demand- Says that price and quantity demanded are inversely related.     P    Qd;     P     Qd   

 
 Change in Quantity Demanded- This represents a movement along the demand curve in response to a change in the price. 

 

 Change in Demand- Represents a shift in the demand curve caused by changes in consumer incomes, tastes, substitutes, 

complements, consumer expectations and number of buyers 

o Rightward Shift- Increase  D1 to D2 

o Leftward Shift- Decrease  D1 to D3 

 
 

 Demand Elasticity- The extent to which a change in price causes a change in the quantity demanded.  It answers the how 

much question. 

o Elastic- Qd changes more in response to change in price. 

o Inelastic- Qd changes less in response to change in price. 

o Unit Elastic- Qd changes in proportion to change in price. 

 

 Determinants of Demand Elasticity- 3 Questions 

o Can the purchase be delayed?  Yes- Elastic    No- Inelastic 

o Are there many substitutes available?  Yes- Elastic    No- Inelastic 

o What percent of income is spent on the item?  Sm%- Inelastic    Lg%- Elastic 

 

 Law of Supply- States that price and quantity supplied are directly related.      P    Qs;      P    Qs 

 

 
 Supply schedule- A table or schedule that shows the various amounts supplied of a product at all prices that might prevail in 

the market at a given time. 
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 Change in Quantity Supplied- Represents a movement along the supply curve in response to a change in price. 

 

 

 Change in Supply- Is a shift in the supply curve caused by cost of inputs, technology, productivity, taxes, subsidies, 

government regulations and number of sellers. 

o Rightward Shift- Increase  S1 to S2 

o Leftward Shift- Decrease  S1 to S3 

 
 

 Supply Elasticity- Measured same as demand elasticity. 

 

 Price- The monetary value of a good or services as established by supply and demand. 

 

 Rationing- A system under which an agency such as government decides everyone’s fair share. 

 

 Rebate- a partial refund of the original price of the product. 

 

 Market Equilibrium- Where the supply and demand curves intersect.  (When Qs = Qd)  Also called the market clearing price. 

 

 Surplus- When price is above equilibrium the Qs > Qd.  Prices will tend to fall and the surplus will disappear. 

 

 Shortage- When price is below equilibrium, the Qd > Qs.  Prices will tend to rise and the shortage will disappear. 

 

 

 
 

 Price Ceiling- the maximum legal price that can be charged for something.  Must be set below equilibrium to be effective.  It 

always creates a shortage.  Ex. Rent Control.   

 

 Price Floor- The minimum legal price that can be charged for something.  Must be set above equilibrium to be effective.  

Always creates a surplus.  Ex. Minimum wage and farm products. 

 

 Legal Forms of Business- Sole Proprietorship, Partnership and Corporation.  Make sure to note advantages and disadvantages 

of each, especially unlimited liability. 
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 Sole Proprietorship- a business owned and operated by one person. It is the most common type of business numerically. 

 

 Partnership- A business owned and operated by 2 or more people. It can be a general or limited partnership. 

 

 Corporation- A business recognized by law as a separate legal entity having all the rights of an individual. 

 

 Unlimited liability- when the owner of the business is completely and fully responsible for all the debts of the business. It 

applies to both a sole proprietorship and a general partnership. 

 

 Market Structures- Helps to identify the nature and degree of competition taking place in an industry.  Be sure to identify the 

characteristics of each. 

o Perfect Competition- Farming 

1. many buyers and sellers 

2. no control over price 

3. identical product 

4. easy entry and exit 

5. no advertising necessary 

o Monopolistic Competition- Gas Stations 

1. many buyers and sellers 

2. a little control over price 

3. differentiated/similar product 

4. easy entry and exit 

5. a lot of advertising and non-price competition 

o Oligopoly- Automobile Industry 

1. few sellers 

2. considerable control over price with collusion 

3. product can be identical or differentiated 

4. difficult to enter the market 

5. a lot of advertising and non-price competition 

o Monopoly- Power Company 

1. single seller 

2. almost complete control over prices 

3. product is unique, nothing to compare it with 

4. usually impossible to enter 

5. no need to advertise 

 

 Collusion- A formal agreement to set prices or behave in a cooperative manner to increase profits. An example of collusion is 

price fixing. 

 

 Types of Monopoly- Natural, geographic, technological and government 

 

 Externalities- A cost or benefit that affects a 3rd party who was not involved in the transaction. 

o Negative- Pollution 

o Positive- education, immunizations 
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 Public Goods- Goods or services consumed collectively by society that are produced by government and paid for through our 

tax dollars. 

o National Defense 

o Roads 

o Parks 

o Flood Control Programs 
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Unit 3- Macroeconomics 

 

 Gross Domestic Product (GDP) - The total dollar value of all final goods and services produced within a nation in 1 year.  

GDP= C + I + G + (X-M) 

o Nominal GDP- GDP that has not been adjusted for inflation.  

o Real GDP- GDP that has been adjusted for inflation. 

o Real GDP = Nominal GDP ∕ price index 

 

 Inflation- A general increase in the price level over time. 

 

 Trade surplus- When a nation exports more than it imports. 

 

 Trade deficit- When a nation imports more than it exports. 

 

 Consumer Price Index (CPI) - A price index that measures price changes on 80,000 different items used by a typical 

household.  It is used to measure the rate of inflation. 

 

 

 Business Cycle- The ups and downs in economic activity as measured by changes in real GDP. 

o Phases- Expansion, Peak, Recession, Trough 

 

 Recession- When real GDP falls for a minimum of 6 months in a row. 

 

 Depression- When a recession gets worse with large numbers of people unemployed and excess capacity in manufacturing.  

Ex. The Great Depression of the 1930’s. 

 

 Unemployment Rate- The number of unemployed but looking divided by the labor force times 100. 

o Problems- Part Time workers and discouraged workers, both tend to understate the true rate of unemployment. 

 

 Civilian Labor Force- Those 16 and over who are working or looking for work. 

 

 Types of Unemployment 

o Frictional- People between jobs who are searching and waiting. 

o Structural- People whose skills have become obsolete. 

o Cyclical- People who lose jobs because of a recession. 

o Seasonal- People who are unemployed because of weather changes or things that happen at the same time each year. 

 

 Deflation- A decrease in the general/ average price level over time. 

 

 Demand-pull inflation- When different groups such as consumers, businesses or the government attempt to spend beyond 

what the economy can produce. 

 

 Cost push inflation- When costs for producers rise, they will raise prices to compensate for higher costs. 

 

 Inflation Rate- Change in the price index divided by the original price index times 100. 

 

 Federal Reserve- Nations central bank.  Controls Monetary Policy 

 

 Board of Governors- 7 member group appointed by the President and confirmed by the Senate. 
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 Federal Open Market Committee- Controls the money supply by buying or selling bonds in the open market. 

 

 Monetary Policy- The expansion or contraction of the money supply in order to affect interest rates.  This is carried out by 

the Federal Reserve. 

 

 Fractional reserve system- A system that requires banks and other depository institutions to keep a fraction of their deposits 

in the form of legal reserves. 

o Fed. Tools 

 Reserve Requirement- A percentage of deposits that must be set aside as required reserves.  This money 

cannot be loaned out by banks. 

 Open Market Operations- The buying and selling of government bonds. 

 Discount Rate- The interest rate that the Fed. Charges banks who borrow money from them. 

 

 Easy Money Policy- Is used to fight recession.  (    rr,      dr, buy bonds) 

 

 Tight Money Policy- Is used to fight inflation.  (    rr,    dr, sell bonds) 

 

 Aggregate Supply (AS) - Total quantity of output produced by all firms in the economy. 

 
 

 Aggregate Supply Determinants- Same as the ones for Supply in the micro unit. 

o Right ward Shift- Increase AS to AS1 

o Leftward Shift- Decrease AS to AS2 

 
 

 AGGREGATE means TOTAL 

 

 Stagflation- A leftward shift in the AS curve.  It represents an economy in recesion with high inflation. 
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 Aggregate Demand (AD) - Total spending by various groups in the economy.  AD = C + I + G + (X-M) Downward sloping. 

 
 

 Aggregate demand determinants (AD) - these will shift the AD curve right or left. 

1. Consumer income, wealth, expectations, interest rates and taxes. 

2. Business expectations, taxes and interest rates. 

3. Government spending on goods and services. 

4. National income abroad and exchange rates. 

 

 Macroeconomic Equilibrium- Where the AS curve intersects with the AD curve.  It shows the level of real GDP and the price 

level. 

 
 

 Balanced budget-  When tax revenues exactly equal government spending for a given year. 

 

 Budget surplus- When tax revenues are greater than government spending for a given year. 

 

 Budget deficit- When government spending is in excess of tax revenues collected for a given year. 

 

 Fiscal Policy- The government’s taxing and spending programs.  This is controlled by Congress.  When facing recession, the 

government should cut taxes and increase spending.  When dealing with inflation, government should increase taxes and cut 

spending. 

 

 Deficit Spending- When government spending exceeds revenues collected for a given year. 

 

 Federal Debt- Also called the national debt.  This is the total money borrowed from investors to finance past deficits.   
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Unit 4- International Trade 

 

 Exports- Goods/services produced here and sold abroad. 

 

 Imports- Goods/services produced abroad and bought here. 

 

 Balance of Trade- The difference between exports and imports. 

o Exports > Imports- Trade Surplus 

o Exports < Imports- Trade Deficit 

 

 Absolute Advantage- When 1 nation can produce more efficiently than another.  They can produce more with the same 

amount of resources. 

 

 Comparative Advantage- When 1 nation can produce relatively more efficiently, or at a lower opportunity cost.  This is the 

key to trade. 

 

 Tariff- A tax placed on an imported good. 

o Types- Protective Tariff or Revenue Tariff 

 

 Quota- A limit placed on the imported good coming into the country. 

 

 Dumping- Selling products abroad at less than it costs to produce them at home. This is used to gain a foothold in the 

domestic market. 

 

 Embargo- A complete restriction on trade with another nation. (Ex. Cuba) 

 

 Arguments for Protection 

o National Defense 

o Infant Industry 

o Protect Domestic Jobs 

o Keep Money at Home 

 

 Balance of Payments- The difference in money payments into and out of a nation as a result of trade. If we have more money 

flowing in we have a balance of payments surplus, but if more money is flowing out we have a balance of payments deficit. 

 

 World trade Organization- An international agency that monitors trade between nations. 

 

 Trade Blocs 

o NAFTA- U.S., Canada and Mexico 

o EU- European Union 

o ASEAN- Association of Southeast Asian Nations 

 

 Exchange Rates- The price of 1 nation’s currency in terms of another.  Ex. $1 = 4 DM or $0.25 = 1 DM 

o Weak Dollar -    Exports     Imports- leads to trade surplus. 

o Strong Dollar-     Exports      Imports- leads to trade deficit. 
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Unit 5- Personal Finance 

 

 Financial Investments- Investing in Savings Accounts, CD’s, Stocks Bonds Mutual Funds, 401k plans and IRA’s. 

 

 Real Investment- Business investment in factories, machines, tools, and equipment. 

 

 Types of financial investment 

 

 Savings account 

 Certificate of deposit(CD) 

 Bond 

 Stocks 

 Mutual fund 

 401K plan 

 

 Diversification-Placing money in different investments in order to minimize risk.  “Don’t put all your eggs in one basket.” 

 

 Credit Unions- Offer the same kind of services as a commercial bank with 2 main differences.  You must be a member to join 

the credit union and they are nonprofit so they tend to offer better rates to customers.  

 

 Interest rate spread- The difference between the interest rate charged to borrowers and the interest rate paid to depositors. 

 

 Risk- When the outcome is uncertain and a range of results, potentially good and bad, is possible. 

 

 Return- Is calculated as the income or profit generated by an investment divided by the original cost of the investment. 

o Risk and return are Directly Related.  The higher the risk, the greater the potential return. 

 

 Interest- The price paid or received for the use of another person’s money. 

 

 Simple Interest- When interest is earned on the original amount called the principal. 

 

 Compound Interest- When interest is earned on the principal and also interest earned from previous periods.  This 

compounding allows your money to grow faster. 

 

 Credit- The ability to borrow money. 

 

 Collateral- An asset of value put up against the loan in case of default or non-payment. 

 

 Creditworthiness- is based on 3 main factors. 

o Annual Income 

o Amount of current debt 

o Payment History 

 

 Types of Insurance- should also know what a premium is as well as a deductible. 

o Health 

o Life 

o Auto 

o Homeowner 

o Disability 
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 Premium- The amount of money charged by insurance companies for coverage, usually paid monthly. 

 

 Deductible- a specified amount of money the insured must pay before the insurance company will pay a claim. 

 

 Human Capital- The combination of a person’s education, knowledge, experience, health, habits, training and talents.  The 

best way to invest in your self is to get added training and education in order to boost wages and income. 

 

 Categories of Labor 

o Unskilled- works primarily with their hands, earns the lowest wages. 

o Semi-skilled- works with simple machinery that requires little training. 

o Skilled- works with complex machinery that requires extensive training. 

o Professional- those with knowledge based education and skills. 

 

 Progressive Tax- The tax rate increases as income increases.  Ex. Federal Income Tax 

 

 Regressive Tax- The tax rate decreases as income increases.  This tax hits poor families harder than wealthy families.  Ex. 

State Sales Tax 

 

 Proportional Tax- This is also called a flat tax.  The tax rate remains constant as income changes. 

 

 Average tax rate- Is calculated as total tax paid divided by total income. 

 

 FICA- Taxes social security and Medicare. 

 


