
Unit III (Ch. 6, 7, 10, & 11) Test Review

Terms

accounting v. economic profit

consumer surplus v. producer surplus and total surplus
budget constraint

budget lines
consumer surplus
consumption bundle

deadweight loss

demand, law of

diminishing marginal rate of substitution

efficiency of allocation
elasticity
equilibrium

explicit v. implicit costs

implicit cost of capital

income effect

indifference curves

inefficiencies: price floor, price ceiling, tax, subsidy & quota, and monopoly

inferior goods

market failure

marginal analysis

marginal benefit v. marginal cost 

marginal rate of substitution

normal goods
opportunity cost
optimal consumption bundle

optimal quantity

perfect complements v. perfect substitutes

present value
producer surplus
relative price rule
sanctions
substitute goods

substitution effect

sunk costs

supply, law of

tangency condition

time value of money
underground economy
utility


Law of diminishing marginal utility


marginal utility (MU)


marginal utility theory



Marginal utility per dollar--MUx / Px = MUy / Py  (Used for marginal analysis)
Models
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Indifference Curves

« Different combinations
of the two goods that
yield the same level of
utility.

Pizza
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* The budget line
shows all
combinations of
products that are
available to the
consumer given his
money income and
the prices of the
goods that he/she
purchases
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