Name:  Anna Carlson

Proficiency Exam 2

ECO-102: Public Economics and Government

1. What is economics?

Economics is the study of the choices that businesses, people, and the government makes in a society of scarcity.

2. What is scarcity?

Scarcity is the fundamental economic problem—society has unlimited wants, and we have limited resources.

3. What is a mixed economy?

A mixed economy is an economy that is a combination of different resource ownership and rationing systems.  For example, the U.S. has a capitalist economy, which is a combination of a market rationing system and entrepreneurial resource ownership.

4. What is opportunity cost?

Opportunity costs are the costs faced by business firms when they are taking a chance in the market.  If a firm wants to improve their product or create something new, they will face costs to do so.  However, the costs are deemed necessary in order to improve the status of the business firm.

5. What is federalism?

Federalism is a political system where states are allowed to make their own laws and government, as long as it follows the national constitution as supreme law.

6. Who are the Speaker of the House and the Majority Leader of the Senate?

The Speaker of the House is Dennis Hastert and the Majority Leader of the Senate is Bill Frist.

7. What is the difference between socialism and capitalism economic systems?

A capitalist economic system is a combination of entrepreneur-owned resources with a market rationing system.  Socialism, on the other had, is a combination of state-owned resources with a command rationing system.

8. Who are the senators from Washington?

The senators from Washington are Patty Murray and Maria Cantwell

9. What are the two perspectives in distinguishing a liberal vs. a conservative?

Liberals and conservatives have different fiscal views and different social views

10. How does price affect the behavior of demanders and suppliers in a market?

Price affects the behavior of demanders in the market by causing them to buy either more or less of a product.  If the price is set high, then demanders will buy less.  Adversely, if the price is set low, then demanders will buy more.  In regards to suppliers, they would like to set the price as high as possible, but at a point where people will still buy the product.  The goal is for there to be equilibrium between demanders and suppliers, and this is when the market is at its most efficient.

11. How does buying and selling create wealth?

Buying and selling creates wealth because buying and selling creates market exchange.  On the part of sellers, selling their product brings in a cash flow.  If their company is organized right, then they will be making a profit because the money coming in from sales is more than what they spend on business operations.  Buying creates wealth because it influences market exchange.  If demanders did not buy things, there would be no market exchange, and business firms products would not be sold.

12. What is market equilibrium?

The market is at equilibrium when the supply from firms is equal to the demand by consumers.  Otherwise, the market goes into a state of either surplus or scarcity.

13. What are the barriers to entry?

Barriers to entry are ways that firms can keep other firms from entering the market to create a monopoly-like situation.  There are three barriers to entry: legal, technological, and financial.

14. Why is the government justified in providing public goods

The government is justified in providing public goods because there are some services where the positive and negative externalities are too great for the government to not become involved.  Further some services that they provide are ones where the public has no personal identification with the services provided, and no citizens can be excluded from the service.  These services, such as the National Census and National defense, are public goods.

15. What is government efficiency?

Government efficiency is when the marginal benefits are equal to the marginal costs.

16. What is an externality?

An externality is a positive or negative social effect on a third party or group

17. What is soft money?

Soft money is funding collected by public interest groups to support certain political candidates.

18. How is equality of opportunity defined (compared to equality of results)?

Equality of opportunity is when opportunities are set at the same level for people no matter what their background or circumstance

19. Why might it be incorrect to think of America as a society of income classes?

It is incorrect to think of America as a society of income classes because people in America are forever changing their circumstances.  For example, those in the bottom 20% of the income bracket will most likely move out of that bracket within 10 years.  In America, the majority is continually working to better themselves.  So those in the lower brackets move up, and those who are already in the top 20% usually continue to do so as well.

20. How does income redistribution result in unintended consequences?

While income redistribution to those who are in need has good intended consequences, unintended consequences tend to follow.  When income is redistributed into entitlement programs such as welfare, it provides monies to people in need instead of a helping hand in education or similar programs that will help them advance their circumstances.  As people who are receiving the redistributed income through various programs depend on the income, they sometimes begin to view it to be America’s obligation to provide them with income.  They will not work quite so hard to better their circumstances, or they may not work hard at all.  Many begin to rely on the programs entirely.

