PAGE  
1

Economics Vocabulary

HL1 Unit 1 Intro to Econ

Economics – The study of how people use their limited resources to try to satisfy needs and 



unlimited wants

Scarcity – the universal state in which wants exceed resources; resources are limited, finite; 


the fundamental economic problem

Free good – A good in unlimited supply at zero price; air is a free good

Opportunity Cost – The cost of any activity measured in terms of the best alternative 
forgone; the cost of the decision to produce or consume one product instead of producing or consuming another product

Economy – A mechanism that allocates scarce resources among competing uses

Marginal cost – The additional cost of consuming one more unit

Marginal benefit – The additional benefit from consuming one more unit of an activity

Economic Actors – Those decision makers who make the economizing choices

Household – Any group of people living together as a decision-making unit

Firm – An organization that uses resources to produce goods and services

Government – An organization that provides goods and services and redistributes income 


and wealth

Market – The interaction between buyers and sellers; any arrangement that facilitates 


buying and selling

Product (Goods) Market – Market in which goods and services are bought and sold

Factor (Resource) Market – Market in which factors of production are bought and sold

Land – Production inputs that are provided by nature; natural resources of all kinds

Labor – all forms of human input, both physical and mental, into production
Capital – All the equipment, tools, buildings, and other manufactured goods that can be 


used in production

Entrepreneurial Ability – The human resource that combines the other factors of 
production to produce a product; makes non-routine decisions, innovates, and bears risks (in the hope of gaining a profit)

Production – The transformation of inputs into outputs by firms in order to earn profit

(or meet some other objective)

Consumption – The act of using goods and services to satisfy wants

Rent – Price paid to the factor of production Land

Transfer Payment – A payment of money by a government to a Household or Firm for 


which the government receives no good or service in return

Traditional Economy – An economy structured around custom and tradition; look to the 


past

Market Economy – An economy in which only the private decisions of consumers, resource 



suppliers, and firms determine how resources are allocated

Command Economy – An economy in which property resources are publicly owned and 

government uses central economic planning to direct and coordinate economic activities

Mixed Economy – Combines Traditional, Market and Command economies; classify 


according to degree of government control

Authoritarian Socialism – Government owns or controls nearly all factors of production; 
long range planning (5 year plans); limits decision making power of individuals

Democratic Socialism – Government owns some of the factors of production (key 
industries of national concern); citizens elect representatives to act on their behalf

Capitalism – Individuals own the factors of production and answer the three basic economic 



questions; government involvement is relatively limited

Closed Economy – No links with any other economy

Open Economy – Economic links exist with other economies

Normative economics - Based on value judgments (matters of opinion) about how an 

economy works; what ought or ought not to be

Positive economics - Based on statements of fact, which can be proved or disproved, 


about how an economy works

Equilibrium – a situation in which everyone has economized. All individuals have made the 

best possible choices in light of their own preferences and given their endowments, technologies, and information.  Also, those choices have been coordinated and made compatible with the choices of everyone else.

ceteris paribus – Latin for “other things being equal”
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