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Key Terms 

1. Utility: Utility represents the satisfaction or benefit that consumers

derive from consuming goods and services. It is a subjective measure

and varies among individuals based on their preferences and tastes.

2. Marginal Utility: Marginal utility refers to the additional satisfaction

gained from consuming one more unit of a good or service. It

diminishes as consumption increases, following the law of

diminishing marginal utility.

3. Budget Constraint: The budget constraint represents the limit on a

consumer's consumption choices imposed by their income and the

prices of goods and services. It defines the combinations of goods

and services that a consumer can afford given their budget.

4. Indifference Curve: An indifference curve is a graphical

representation showing combinations of two goods that yield equal

levels of utility or satisfaction to the consumer. Indifference curves

slope downwards and to the right, reflecting the principle of

diminishing marginal rate of substitution.

5. Marginal Rate of Substitution (MRS): The marginal rate of

substitution measures the rate at which a consumer is willing to

trade one good for another while remaining indifferent (equally

satisfied). It is the slope of the indifference curve and represents the

ratio of the marginal utilities of the two goods.

6. Consumer Equilibrium: Consumer equilibrium occurs when a

consumer maximizes utility subject to their budget constraint. It is

achieved at the point where the consumer's indifference curve is

tangent to their budget constraint.
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7. Income Effect: The income effect refers to the change in

consumption of a good or service resulting from a change in the

consumer's purchasing power due to a change in income. For normal

goods, an increase in income leads to higher consumption, while for

inferior goods, it leads to lower consumption.

8. Substitution Effect: The substitution effect refers to the change in

consumption of a good or service resulting from a change in its

relative price compared to other goods. If the price of a good

decreases, consumers tend to substitute it for other, relatively more

expensive goods.

9. Engel Curve: An Engel curve shows the relationship between the

quantity demanded of a good and a consumer's income, holding

prices constant. It illustrates how the demand for a good changes as

income changes, providing insights into the income elasticity of

demand.

10. Consumer Surplus: Consumer surplus is the difference between

the maximum price a consumer is willing to pay for a good or service 

(as indicated by their demand curve) and the price they actually pay. 

It represents the net benefit or gain that consumers receive from 

consuming a good. 
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Key Terms 

1. Factors of Production: These are the resources used in the production process.
They typically include land, labor, capital, and entrepreneurship.

2. Production Function: This is a mathematical representation of the relationship
between inputs (factors of production) and outputs (goods and services). It
shows the maximum quantity of output that can be produced with various
combinations of inputs.

3. Total Product (TP): Total product refers to the total output produced by a firm
during a given period of time. It represents the sum of all units of output
produced.

4. Marginal Product (MP): Marginal product refers to the additional output
produced by employing one more unit of a particular input, while holding other
inputs constant.

5. Average Product (AP): Average product is the total output produced per unit
of a particular input. It is calculated by dividing total product by the quantity of
the input used.

6. Law of Diminishing Marginal Returns: According to this law, as more units
of a variable input (such as labor) are added to fixed inputs (such as capital),
holding other inputs constant, the marginal product of the variable input will
eventually diminish.

7. Isoquants: Isoquants are graphical representations of different combinations of
inputs that can produce a given level of output. They illustrate the various input
combinations that can be used to achieve a specific level of output.
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Key Terms 

1. Factors of Production: These are the resources used in the production process.
They typically include land, labor, capital, and entrepreneurship.

2. Production Function: This is a mathematical representation of the relationship
between inputs (factors of production) and outputs (goods and services). It
shows the maximum quantity of output that can be produced with various
combinations of inputs.

3. Total Product (TP): Total product refers to the total output produced by a firm
during a given period of time. It represents the sum of all units of output
produced.

4. Marginal Product (MP): Marginal product refers to the additional output
produced by employing one more unit of a particular input, while holding other
inputs constant.

5. Average Product (AP): Average product is the total output produced per unit
of a particular input. It is calculated by dividing total product by the quantity of
the input used.

6. Law of Diminishing Marginal Returns: According to this law, as more units
of a variable input (such as labor) are added to fixed inputs (such as capital),
holding other inputs constant, the marginal product of the variable input will
eventually diminish.

7. Isoquants: Isoquants are graphical representations of different combinations of
inputs that can produce a given level of output. They illustrate the various input
combinations that can be used to achieve a specific level of output.
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Key Terms 

1. Supply and Demand: The basic economic principle that describes the
relationship between the quantity of a good that producers are willing to sell
at various prices and the quantity that consumers are willing to buy.

2. Marginal Revenue (MR): The additional revenue generated from selling
one more unit of a product. It's typically equal to the price at which the
additional unit is sold.

3. Marginal Cost (MC): The additional cost incurred from producing one
more unit of a product. It's calculated as the change in total cost divided by
the change in quantity.

4. Profit Maximization: The goal of firms to produce at a level where
marginal revenue equals marginal cost, ensuring that they earn the highest
possible profit.

5. Total Revenue (TR): The total income received from selling a given
quantity of a product. It's calculated by multiplying the price per unit by the
quantity sold.

6. Total Cost (TC): The total expense incurred in producing a given quantity
of a product, including both fixed and variable costs.

7. Average Cost (AC): The total cost per unit of output. It's calculated by
dividing total cost by the quantity produced.

8. Price Elasticity of Demand: A measure of how responsive the quantity
demanded of a good is to changes in its price. It helps firms understand how
changes in price will affect their total revenue.

9. Market Structure: The characteristics of the market in which a firm
operates, such as perfect competition, monopoly, monopolistic competition,
or oligopoly. Different market structures affect a firm's pricing power and
ability to earn profits.

10. Cost-Plus Pricing: A pricing strategy where firms add a markup to their
production costs to determine the selling price. This markup typically covers
both variable and fixed costs as well as desired profit margin.

11. Elasticity-Based Pricing: A pricing strategy that takes into account the
price elasticity of demand. Firms may lower prices in elastic markets to
increase total revenue or raise prices in inelastic markets to maximize profit.
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Key Terms 

1. Product Differentiation: Products are distinct from each other in terms of
branding, packaging, quality, or other features, allowing firms to have some
degree of pricing power.

2. Many Sellers: There are numerous firms in the market, each producing a
slightly differentiated product.

3. Free Entry and Exit: Firms can enter or exit the market without significant
barriers, leading to long-run economic profits being driven to zero.

4. Non-Price Competition: Firms compete on factors other than price, such as
advertising, product design, and customer service, to attract customers.

5. Short-Run Profit Maximization: Firms aim to maximize profits by producing
where marginal revenue equals marginal cost, similar to other market
structures.

6. Long-Run Equilibrium: In the long run, firms in monopolistic competition
earn zero economic profit as new firms enter the market due to low barriers to
entry, increasing competition.

7. Excess Capacity: Firms in monopolistic competition often operate below their
full production capacity, leading to inefficiencies compared to perfect
competition.

8. Price Elasticity of Demand: Demand for a firm's product is relatively elastic
due to the availability of close substitutes, influencing pricing decisions.

9. Monopolistic Competition vs. Monopoly: Unlike a monopoly, where a single
firm dominates the market with no close substitutes, monopolistic competition
features many firms with differentiated products.

10. Consumer Preferences: Firms engage in market research and product
development to understand and cater to consumer preferences, driving product
differentiation.

11. Branding and Advertising: Firms invest in branding and advertising to create
product differentiation and build brand loyalty among consumers.

12. Efficiency and Welfare Loss: Monopolistic competition may lead to allocative
inefficiency and a welfare loss due to firms producing less than the socially
optimal quantity and charging prices higher than marginal cost.
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Key Terms 

1. Monopoly Power: The ability of a single seller or producer to control the market for a
specific product or service, allowing them to influence prices and output levels.

2. Barriers to Entry: Factors that prevent or hinder new firms from entering the market and
competing with the monopolist. Barriers can include patents, exclusive access to
resources, economies of scale, and government regulations.

3. Price Maker: A monopoly is a price maker, meaning it has control over the price of its
product or service. The monopolist can set the price independently of market forces.

4. Profit Maximization: The monopolist aims to maximize profit by producing the quantity
where marginal revenue equals marginal cost, then charging the price corresponding to
that quantity.

5. Price Discrimination: The practice of charging different prices to different consumers or
groups of consumers for the same product or service. Monopolies may engage in price
discrimination to maximize profits.

6. Natural Monopoly: A type of monopoly that arises when economies of scale enable one
firm to serve the entire market at the lowest possible cost. Industries such as utilities
(water, electricity, gas) often exhibit natural monopoly characteristics.

7. Government Regulation: Monopolies may be subject to government regulation to
prevent abuse of market power and protect consumers. Regulation can include price
controls, quality standards, and antitrust laws.

8. Deadweight Loss: Monopolies can lead to deadweight loss, which represents the loss of
economic efficiency when the quantity of goods produced and consumed is less than the
socially optimal level.

9. Rent-Seeking Behavior: Monopolies may engage in rent-seeking behavior, such as
lobbying governments for favorable regulations or using market power to restrict
competition.

10. X-Inefficiency: Monopolies may lack incentives to minimize costs and operate
efficiently due to the absence of competitive pressure.

11. Monopoly Rent: The excess profit earned by a monopolist above normal profit.
Monopoly rent is a result of the monopolist's ability to set prices higher than marginal
cost.

12. Public Utilities: Industries such as telecommunications, electricity, and water supply are
often regulated monopolies due to the high costs of infrastructure and the natural
monopoly characteristics.
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Key Terms

1. Few Large Firms: Oligopoly markets consist of a small number of firms, each with a
significant market share, leading to interdependence among them.

2. Interdependence: Firms in an oligopoly are highly aware of and responsive to the
actions of their competitors. The decisions of one firm regarding pricing, output, or
product innovation can significantly impact the others.

3. Collusion: Oligopolistic firms may collude to restrict competition and maximize joint
profits. Collusion can take the form of price-fixing agreements, output quotas, or market
sharing arrangements.

4. Price Leadership: In some cases, one firm in an oligopoly may act as a price leader,
setting a price that other firms in the industry follow. This can lead to stable prices and
reduced uncertainty in the market.

5. Non-Price Competition: Oligopolistic firms often compete on factors other than price,
such as product differentiation, advertising, and customer service, to gain a competitive
edge.

6. Entry Barriers: Oligopolies typically have significant barriers to entry, such as high
start-up costs, economies of scale, and access to distribution channels, which limit the
number of new firms entering the market.

7. Game Theory: Game theory is commonly used to analyze the strategic interactions
among firms in an oligopoly. It helps predict firms' behavior and outcomes in situations
of competition, cooperation, and conflict.

8. Price Rigidity: Oligopoly markets often exhibit price rigidity, where prices remain
relatively stable over time despite changes in demand or costs. This stability can be
attributed to firms' reluctance to initiate price changes due to fear of retaliation or loss of
market share.

9. Product Homogeneity or Differentiation: Oligopolistic firms may offer homogeneous
products (pure oligopoly) or differentiated products (differentiated oligopoly), depending
on the industry and competitive dynamics.

10. Kinked Demand Curve: In some oligopoly models, firms face a kinked demand curve,
where the demand curve is elastic above the current price but inelastic below it. This
asymmetrical demand curve can result in price stability.

11. Cartel: A cartel is a formal agreement among firms in an oligopoly to coordinate their
actions, typically to fix prices, limit production, or allocate market shares. Cartels are
often illegal and subject to antitrust laws.

12. Price Wars: Oligopolistic markets may experience price wars, where firms aggressively
lower prices to gain market share or retaliate against competitors. Price wars can lead to
reduced profits for all firms involved.
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Key Terms

1. Social Welfare: The overall well-being or utility of society, which is the collective
welfare of all individuals in a community or country.

2. Pareto Efficiency: A state of allocation of resources in which it is impossible to make
any one individual better off without making at least one individual worse off. A Pareto-
efficient allocation maximizes social welfare without causing harm to any individual.

3. Pareto Improvement: A change in allocation that makes at least one individual better
off without making any other individual worse off. Such changes are considered socially
beneficial.

4. Pareto Optimal: Another term for Pareto efficiency, indicating an allocation where no
further Pareto improvements are possible.

5. Social Welfare Function: A mathematical representation that aggregates individual
utilities or well-being into a single measure of social welfare. It helps economists analyze
the distribution of resources and policy impacts on overall welfare.

6. Utility: A measure of the satisfaction or well-being that individuals derive from
consuming goods and services. Utility functions represent individuals' preferences and
are used to assess welfare changes.

7. Marginal Utility: The additional utility gained from consuming one more unit of a good
or service. Marginal utility helps determine optimal consumption levels and allocation of
resources.

8. Consumer Surplus: The difference between the maximum price consumers are willing
to pay for a good or service and the actual price they pay. Consumer surplus represents
the net benefit consumers receive from consuming a good or service.

9. Producer Surplus: The difference between the minimum price producers are willing to
accept for a good or service and the actual price they receive. Producer surplus represents
the net benefit producers receive from supplying a good or service.

10. Deadweight Loss: The loss of economic efficiency that occurs when the allocation of
resources is not Pareto efficient. Deadweight loss typically arises due to market
distortions such as taxes, subsidies, or market power.

11. Market Failure: Situations where markets fail to allocate resources efficiently, leading
to Pareto inefficiency. Market failures can result from externalities, public goods,
asymmetric information, and market power.

12. Efficiency vs. Equity: Efficiency refers to the optimal allocation of resources to
maximize social welfare, while equity concerns the fairness or distribution of resources
among individuals. Welfare economics examines the trade-offs between efficiency and
equity in policy decisions.
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Key Terms

1. Social Welfare: The overall well-being or utility of society, which is the collective
welfare of all individuals in a community or country.

2. Pareto Efficiency: A state of allocation of resources in which it is impossible to make
any one individual better off without making at least one individual worse off. A Pareto-
efficient allocation maximizes social welfare without causing harm to any individual.

3. Pareto Improvement: A change in allocation that makes at least one individual better
off without making any other individual worse off. Such changes are considered socially
beneficial.

4. Pareto Optimal: Another term for Pareto efficiency, indicating an allocation where no
further Pareto improvements are possible.

5. Social Welfare Function: A mathematical representation that aggregates individual
utilities or well-being into a single measure of social welfare. It helps economists analyze
the distribution of resources and policy impacts on overall welfare.

6. Utility: A measure of the satisfaction or well-being that individuals derive from
consuming goods and services. Utility functions represent individuals' preferences and
are used to assess welfare changes.

7. Marginal Utility: The additional utility gained from consuming one more unit of a good
or service. Marginal utility helps determine optimal consumption levels and allocation of
resources.

8. Consumer Surplus: The difference between the maximum price consumers are willing
to pay for a good or service and the actual price they pay. Consumer surplus represents
the net benefit consumers receive from consuming a good or service.

9. Producer Surplus: The difference between the minimum price producers are willing to
accept for a good or service and the actual price they receive. Producer surplus represents
the net benefit producers receive from supplying a good or service.

10. Deadweight Loss: The loss of economic efficiency that occurs when the allocation of
resources is not Pareto efficient. Deadweight loss typically arises due to market
distortions such as taxes, subsidies, or market power.

11. Market Failure: Situations where markets fail to allocate resources efficiently, leading
to Pareto inefficiency. Market failures can result from externalities, public goods,
asymmetric information, and market power.

12. Efficiency vs. Equity: Efficiency refers to the optimal allocation of resources to
maximize social welfare, while equity concerns the fairness or distribution of resources
among individuals. Welfare economics examines the trade-offs between efficiency and
equity in policy decisions.
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