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UNIT 1: MARKETS IN ACTION
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1.1 Economics-as a Social Science ZF${ERttfls

R

10

1

12

Scarcity

Opportunity Cost

Ceteris Paribus

Free Good

Economic Good

Positive Statement

Normative Statement

Production Possibility
Frontier (PPF)

Factors of Production

Renewable Resource

Non-renewable
Resource

Specialisation

The fundamental economic problem::there are unlimited
wants but limited resources to satisfy them.

The benefit of the next best alternative forgone when
making a choice.

A Latin phrase meaning 'other things being equal’; used
when analysing the effect of one variable while holding
others constant.

A good that has no opportunity cost, e.g. air.

A good that has an opportunity cost; it is scarce relative to
demand.

A statement that can be tested and verified by evidence; it
is objective and factual.

A statement thatincludes a value judgement; it is' subjective
and cannot be tested.

A curve showing the maximum possible combinations of
two goods that can.be produced with available resources
and technology.

The four inputs used in production: land, labour, capital, and
enterprise.

A resource that can be replenished over time,<.g. solar
energy, timber.

A resource that cannot be replenished once used, e.g. oil,
coal.

The concentration by a worker, firm, region or country on a
narrow range of goods/services.
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Division of Labour

1.2 Demand &

D
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Demand

Effective Demand

Individual Demand

Market Demand

Normal Good

Inferior Good

Substitute

Complement

Diminishing Marginal

Utility

1.3 Supply 1#44
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Supply

Individual Supply

Market Supply

The breaking down of the production process into separate
tasks, each performed by different workers.

The quantity of a good or service that consumers are willing
and able to buy at a given price in a given time period.

Demand backed by the ability to pay.

The demand for a good by a single consumer.

The total demand for a good from all consumers in the
market.

A good for which demand increases as income rises
(positive YED).

A'good for which demand decreases as income rises
(negative YED).

A good that can be used in place of another to satisfy a
similarwant (positive XED).

A good that is used together with another good (negative
XED).

As a consumer consumes more units of a good, the
additional satisfaction from each extra unit decreases.

The quantity of a good or service that producers are willing
and able to sell at a given price in a given time period.

The supply of a good from a single producer.

The total supply of a good from all‘producers in the market.

Page 3

AL BEFIRED
%ﬂUT\HE‘\JE%, HAE
I ATER.

Bk: RN, M
REEE—NEAFE LE
B BRESITB R
SHHE.

BRER: BXMIEAR
EIEK.

TATK: BDEEEN
EERNE

mipHmK: minLAAEHE
%%inﬁnu E’Jlu\ﬁﬁ*o

EE G WG SR
HE AR & (NG
RIE) .

&R IRNIBIETEX
RBDERER (A
HRR) .

BR: TUBERS—F
mR U B R E RIS &
(RXEMRIE) .

Bivm: 55 —EmHR

FERNEm (XML
1)

o

PR RER: HEEHE
w2, SZHEE B
IRISROERIN B Rl

g E—ERR, £

FEER—MEKT LR

EHBREBLENE M
SHHE,

PALG: BPNEFEY
KEmioiia.

migfiis: G LRAL
F%ij%ﬁnuaqlu\f/\aﬂo



IAL Edexcel Economics | Key Definitions [$&IDNE X &5

1.4 Price Determination 111§ /RE
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1.5 Price Elasticity of Demand (PED) 7

Equilibrium Price

Equilibrium Quantity

Excess Demand
(Shortage)

Excess Supply (Surplus)

Consumer Surplus

Producer Surplus

The price at which quantity demanded. equals quantity
supplied; there is no tendency for change.

The quantity bought and sold at the equilibrium price.

When quantity demanded exceeds quantity supplied at the
current price.

When quantity:supplied exceeds quantity demanded at the
current price.

The difference between what consumers are willing to pay
and what they actually pay.

The difference between the price producers receive and the
minimum price they are willing to accept.
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1.6 Other Elasticities Efth3# 4

Price Elasticity of
Demand (PED)

Elastic Demand

Inelastic Demand

Unitary Elastic Demand

Perfectly Elastic Demand

Perfectly Inelastic
Demand

A measure of the responsiveness of quantity demanded to
a change in price. PED = %AQd / %AP.

When PED > 1; a change in price leads to a proportionally
greater change in quantity demanded.

When PED < 1; a change in price leads to a proportionally
smaller change in quantity'demanded.

When PED = 1; a'change in price leads to an equal
proportional change in quantity demanded.

When PED =
fall to zero.

infinity; any price change causes demand to

When PED = 0; quantity demanded does not change
regardless of price.
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When the free market fails to allocate resources efficiently,

41 Market Failure .
leading to a net welfare loss.

A cost or benefit that affects a third party not directly

42  Externalit . . . .
y involved in an economic transaction.

An external cost imposed on third parties, e.g. pollution

43  Negative Externality frorgZFactory

An external benefit enjoyed by third parties, e.g. education

44 Positive Externality benefits society

ERE O
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The cost of an economic activity borne by third parties not

pCR e RaRe et involved in the transaction.

The total cost of an economic activity; social cost = private

47  Social Cost
cost + external cost.

The benefit received by the producer or consumer directly
involved in the transaction.

48  Private Benefit
The benefit received by third parties not directly involved in Ml E: FEESER
the transaction. SIS = A HFEIES.

HElEm: SFEHNG
W HElaE = AL
m + SRR ER

Rt A (MSC) -
ZEF—BANHRER
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49  External Benefit

The total benefit of an economic activity; social benefit =

AU LT private benefit + external benefit.

Marginal Social Cost The additional cost to society of producing one more unit;

o1 (MSC) MSC = MPC + MEC.
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Marginal Social Benefit
(MSB)

The additional-benefit to society of consuming one more
unit; MSB = MPB + MEB.

A good that is non-excludable and non-rivalrous in

Publig Good consumption, e.g. street lighting, national defence.

Itis not possible to prevent non-payers from consuming the

Non-excludability good.

One person's consumption does not reduce the amount

Non-rivalry available for others.

When individuals benefit from a good without paying for it,

Free Rider Problem . .
leading to under-provision.

A good that is under-consumed in a free market because
consumers underestimate its benefits, e.g..education,
healthcare.

Merit Good

A good that is over-consumed in a free market because

Demerit Good . .
consumers underestimate its costs, e.g. tobacco, alcohol.

Information Failure /
Asymmetric Information

When one party in a transaction has more or better
information than the other, leading to market failure.

When a party takes more risks because they do not bear

NeEiiissa the full consequences of those risks.

The loss of total economic welfare due to market failure or

Deadweight Loss ) )
government intervention.

1.8 Government Intervention B3 FFi

R T T
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A tax on spending, placed on producers but may be passed

Indirect Tax to consumers, e.g. VAT, excise duty.

Specific Tax A fixed amount of tax per unit sold, regardless of the price.

Ad Valorem Tax A tax calculated as a percentage of the price of the good.
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Subsidy

Maximum Price (Price
Ceiling)

Minimum Price (Price
Floor)

Buffer Stock

Tradable Pollution
Permit

Government Failure

Regulation

A payment by the government to producers to encourage
production or reduce prices for consumers.

A legally imposed upper limit on the price of a good;
effective only when set below equilibrium.

Alegally imposed lower limit on theprice of a good;
effective only when set above equilibrium.

A scheme where a government or organisation buys surplus
stock when prices are low and sells when prices are high, to
stabilise prices.

A permit allowing firms to pollute up to a certain level; firms
can buy or sell permits.

When government intervention leads to a worse allocation
of resources than the free market would have achieved.

Rules set by the government to control economic activity,
e.g. minimum wage, environmental standards.
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UNIT 2: MACROECONOMIC PERFORMANCE AND POLICY
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Gross Domestic Product
(GDP)

Real GDP

Nominal GDP

GDP per Capita

Economic Growth

Recession

Inflation

Deflation

Disinflation

Consumer Price Index
(CPI)

Demand-Pull Inflation

Cost-Push Inflation

Unemployment

Unemployment Rate

The total market value of all final goods and services
produced within a country in a given time period.

GDP adjusted for inflation, measured at constant prices.

GDP measured at current prices, not adjusted for inflation.

GDP divided by:the total population; a measure of average
living standards.

An increase in real GDP over time.

A period of negative economic growth, typically defined as
two consecutive quarters of falling real GDP.

A sustained increase in'the general price level of goods and
services over time.

A sustained decrease in the general price level.

A fall in the rate of inflation; prices are still rising but at a
slower rate.

A measure of changes in the price of a representative
basket of consumer goods and services.

Inflation caused by anincrease in aggregate demand that
outpaces aggregate supply.

Inflation caused by increases in the costs of production,
shifting SRAS left.

When people who are willing and able to work cannot find a
job.

The percentage of the labour force thatis unemployed.
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Labour Force

Claimant Count

Labour Force Survey
(LFS)

The total number of people who are employed or actively
seeking employment.

A measure of unemployment based on the number of
people claiming unemployment-related benefits.

A survey-based measure of unemployment using the ILO
definition.

2.2 Types of Unemployment 2kl EY
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Frictional
Unemployment

Structural
Unemployment

Cyclical Unemployment

Seasonal Unemployment

Technological
Unemployment

Real Wage
Unemployment

Short-term unemployment when workers are between jobs
or entering the labour force.

Long-term unemployment caused by a mismatch between
workers' skills and the skills:-demanded-

Unemployment caused by a fall in aggregate demand
during an economic downturn.

Unemployment caused by changes.in demand at different
times of the year.

Unemployment caused by the introduction of new
technology that replaces workers.

Unemployment caused when wages are set above the
market equilibrium, e.g. by minimum wage or trade unions.

2.3 Aggregate Demand and Supply 2 &3R5 B #4
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Aggregate Demand (AD)

Consumption (C)

Investment (1I)

The total demand for all goods and services in an economy

at a given price level. AD=C + [ +G + (X - M).

Spending by ‘households on goods and services.

Spending by firms on capital goodsto increase productive
capacity.
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Government Spending
(G)

Net Exports (X - M)

Short-Run Aggregate
Supply (SRAS)

Long-Run Aggregate
Supply (LRAS)

Output Gap

Positive Output Gap

Negative Output Gap

Multiplier Effect

Spending by the government on public goods and services.

The value of exports minus the value of imports.

The total output firms are willing to supply at each price
level in the short run, when some costs are fixed.

The total output an.economy can produce when all
resources are fully' employed; it is independent of the price
level.

The difference between-actual GDP.and potential GDP.

When actual GDP exceeds potential GDP; the economy is
overheating.

When actual GDP is below potential GDP; there are spare
resources.

When an initial injection into the economy leads to a larger
final increase in national income.

2.4 Balance of Payments [EFRlU{sz
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Balance of Payments

Current Account

Current Account Deficit

Current Account Surplus

Capital and Financial
Account

A record of all financial transactions between a country and
the rest of the world over a period-of time.

Records trade’in goods, trade in services, primary income,
and secondary income.

When the total value of imports and outflows exceeds
exports and inflows on the current account.

When the total value of exports and inflows exceeds
imports and outflows on the current account.

Records investment flows including FDI, portfolio
investment, and other investments.

2.5 Macroeconomic Policies M FHE
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Expansionary Fiscal
Policy

Increasing government spending and/or reducing taxation
to'boost aggregate demand.

Contractionary Fiscal
Policy

Decreasing government spending and/or increasing
taxation to reduce aggregate demand.

The use of interest rates, money supply; and quantitative

Monetary Policy easing by the central bank'to influence ‘the economy.

Interest Rate The cost of borrowing money or the reward for saving.

A monetary policy tool where the central bank purchases
government bonds to increase money supply and lower
interest rates.

Quantitative Easing (QE)

Government policies aimed at increasing the productive

Supply-Side Policy capacity (LRAS) of the economy.

Budget Deficit When government spending exceeds tax revenue.

Budget Surplus

When tax revenue exceeds government spending.

National Debt The total accumulated borrowings of the government.
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Sole Trader / Sole
Proprietor

Partnership

Limited Company

Shareholder

Dividends

Co-operative

State-Owned Enterprise
(SOE)

Not-for-Profit
Organisation

Joint Venture

Unlimited Liability

Limited Liability

Merger

Takeover

Horizontal Integration

A business owned and controlled by one person.

A type of business organisation where two or more people
own the business.

A type of business organisation where the owners are its
shareholders; it offers limited liability.

Any person or company. that owns one or more shares in a
limited company.

A share of the profit of a company distributed to'its
shareholders:

A firm owned, controlled and operated by a group of users
for their own benefit.

Large organisations created by a country's governmentto
carry out commercial activities.

An organisation that does not have making a profit as a
goal; uses any surplus to support its aims.

A separate business entity created by two or more parties,
involving sharing ownership, returns and risks.

The owners of the business are personally. liable for its
debts and may have to sell personal assets to pay them.

Shareholders' liability is limited to the amount they invested;
personal assets are protected.

The joining together of two or more firms under common
ownership.

When one company wishes to buy another company.

A joining together of two ormore firms in the same industry
at the same stage of production.
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Vertical Integration

Forward Vertical
Integration

Backward Vertical
Integration

Conglomerate
Integration

Organic Growth

Demerger

Niche Market

Asset Stripping

A joining together of two or more firms at different
production stages in the same industry.

Where the supplier. merges with one or more of its buyers.

Where the purchaser merges with one or more of its
suppliers.

A joining togetherof two or more firms producing-unrelated
products.

A firm increasing its size through investment in capital
equipment or an increased labour force.

When a firm splits into two or more independent
businesses.

A market for a product or service that is perhaps an
expensive or unusual one, with few buyers.

The practice of buying a company cheaply and then selling
all the things it owns to make a quick profit.

3.2 Revenue, Costs and Profits U\ . A5 FliiE
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Total Revenue (TR)

Average Revenue (AR)

Marginal Revenue (MR)

Total Cost (TC)

Fixed Cost (FC)

Variable Cost (VC)

The total money received from the'sale of any given
quantity of output. TR=P x Q.

The average amount received per unit sold: AR = TR/ Q.
AR equals the price.

The addition to total revenue from the sale of an extra unit.

The sum of all costs of production. TC.= TFC + TVC.

Costs that do not vary with the level of output, e.g. rent.

Costs that vary directly with the level of output, e.g. raw
materials.
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T9ERA (ATC/AC)
Average Total Cost (ATC/

149 AC) The cost per unit of output. ATC = TC / Q. SBATENMA, ATC =
TC/Q,
A Fixed Cost FYBEE A (AFC) :
150 (X:g;ge txed Los Fixed cost per unit of output. AFC = FC / Q. SR ENEERA,
AFC=FC/Q,
A Variable Cost TR TRA (AVC)
151 (Xig)‘ge artable Los Variable cost per unit of output. AVC =VC / Q. ESA==N (vhatu ] ST ) W
AVC=VC/Q,
WERAA (MC) : B4
152 Marginal Cost (MC) The cost of producing one additional unit of output. = ) & =

— B AR,

. . . . : i ;E,H s B/IhE—
153 | Short Run The time period in which at least one factor of production is f: BOE—METE

fixed. REETZHIRTEA,

The time period in which all factors of production are KHi: FRBETERYH
154 LongRun .

variable. THRIRTER,

KB ME: SR
As more units of a variable input are added to fixed inputs, R N E B RSO\ o

Law of Diminishing the marginal product of the variable input will eventually
R, BIEERA RGO &

155 Returns

decrease.
Eizgﬁ—FB%o
i i 1%'\ =2 — &R /H zAr‘_‘
156 Teil Product The quantity of output p.roduced by a given number of F% ERHIRLGE
inputs over a period of time. BABEEFTHNTEE

TR SRR

The quantity of output per unit of input. AP = TP / quantity of S
g Y S B a YOU @, AP=TP/ 1R

157 Average Product

input.
=,
RS EI—8A%
158 Marginal Product The change in output when an extra unit ofinput is added.
g g NEF= SR,

EEFE: Ehli<EAEE
ET AT R
Si#; TR =TCHY,

The minimum profit needed to keep'a firm in the industry in
the long run; where TR = TC.

159 Normal Profit
BEFE: B EEFE
BOFIE; TR > TCRY,

LA ISR
A, BREEMMRANRE
B

RENA: REXMYESR
BRAENEREIZ R
xR,

160 Supernormal Profit Profit in excess of normal profit; where TR > TC.

The opportunity cost of production, including both explicit

161 Economic Cost L
and implicit costs.

An opportunity cost for resources which -have no payment

fez | g e (e but have an alternative use:

3.3 Economies and Diseconomies of Scale #ItEA TS5 FMEREZF

S anrs oo

MR LRSS
IBINMIRS AR A LSS,
EREAIFIIRA TR,

The cost advantages that a firm gains as output increases,

163 Economies of Scale .
causing long-run average costs to fall.
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64

165

166

167

168

Internal Economies of
Scale

External Economies of
Scale

Diseconomies of Scale

Minimum Efficient Scale
(MES)

Returns to Scale

Costreductions arising from the growth of the firm itself.

Cost reductions arising from the growth of the industry as a
whole.

When an increase in output leads to a rise in long-run
average costs.

The lowest level of output at which long-run average costs
are minimised.

The rate at which output changes if the scale of all inputs:is
changed.

3.4 Business Objectives 1\l B #r

R

169

170

171

172

173

174

175

3.5 Market Structures 17451

Profit Maximisation

Revenue Maximisation

Sales Volume
Maximisation

Profit Satisficing

Cost-Plus Pricing

Divorce of Ownership
from Control

Principal-Agent Problem

The output level where the difference between total revenue

and total cost is greatest(MC = MR).

Theoutput level where total revenue is highest (MR = 0).

The output level where the volume of sales is greatest,
subject to at least making normal profit (AC = AR).

Making sufficient profit to satisfy the demands of owners,
rather than maximising profit.

Setting prices by.adding a fixed percentage profit margin to
the long-run average cost of production.

When the managers and directors of a business are a
different group from the owners.

When agents (managers) make decisions on behalf of
principals (owners) but may act in their. own interest.

REMRZST: AEWE
BB SRR AE(R

SNERRURER: AT
AAER S 2 AR FEAR .

MERZST: FHIENS
MBI A LT,

BAONVERIE (MES) :
KEB SR A A R SRR
=R HKE,

MRIREN: SATERAM
RRETMR, FHER
AR,

FERAML: BIRASE
BRAS 2 Z BRI KT
(MC =MR)

AR BRARS
A= HAKTE (MR=0) ,

HERAN: EEDRE
EEFIEANRIRT, HE
BARIFEHKFE (AC =
AR) .

ERE: RERNHE
PR BERAF)HE, TIE
FE&EA.

RAMREN: FERBT
YRR I EEE
SSLERRIIIERSREN

FERSZENDE: &
WHERENESSME
HEETERA.,

ZEAEEE: REA
(BEE) AREREA
(FrEE) HURK, BF

RERBENETS.

D

176

Perfect Competition

A market with many buyers and sellers, homogeneous
products, perfect information, and free entry/exit.
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177

178

179

180

181

182

183

184

185

186

187

188

189

190

191

Monopolistic
Competition

Oligopoly

Monopoly

Natural Monopoly

Barriers to Entry

Concentration Ratio

Collusion

Cartel

Tacit Collusion

Price Leadership

Price War

Price Discrimination

Contestable Market

Sunk Cost

Hit-and-Run Competition

A market with many firms selling differentiated products with
low barriers to entry.

A market dominated by-a few large firms with high barriers
to entry and interdependent decision-making.

A market with a single seller that dominates the market with
significant barriers to entry.

An industry where economies of scale are so large that one
firm can supply the entire market at lower cost:

Obstacles that make it difficult for new firms to enter a
market.

The percentage of total market share held by the largest
firms in an industry.

When firms act together to reduce output and raise prices,
as if they were a monopoly.

Aformal agreement between firms to fix prices, limit output,
or share markets.

Informal, unspoken agreement where firms follow similar
pricing strategies without formal arrangement:

A form of tacit collusion where firms follow the pricing
decisions of a dominant firm.

When competing firms continuously lower prices to gain
market share.

Charging different prices to different consumers for the
same product.

A market where there is free entry and exit, and no sunk
costs.

A cost that has already been incurred and cannot be
recovered.

When firms enter a market to make short-run profit and.then
exit.
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RIFMEM: BMBEE
BT UG S 3 FiF
Hhiz.

BREEN: BIBESE
G LARE LEFR W T
.

MRS BE &
mhf. REMNEFRSM
FNBHTHRS .
BFFIL: HRRBEIERR
NEN, SRBURTHA
Z258M0T50.

SITRYR RN, Bz

A demand curve for an oligopolist that is more elastic above HTEAIFE KELE, TEZAl
the current price and more inelastic below. ML EEZEM, AT

FRRZ .

Setting prices below cost to drive competitors out of the

192 Predatory Pricing market

Setting prices low enough to deter new firms from entering

193 Limit Pricing the market

Competition through advertising, branding, quality, and

194 Non-Price Competition . .
customer service rather than price.

The study of strategic decision-making where the outcome

9 e UL depends on the actions of all participants.

196 Kinked Demand Curve

3.6 Efficiency &%

C enrs o

REME: FREDEMN
ErttaR2ANE A
BIFEM (P=MC)

AR BmUIER

BERY S Al A A =AY SCE
(F=HEATCRES) .

Achieved when resources are allocated to produce the

197 Allocative Efficiency combination of goods most valued by society (P = MC).

Achieved when goods are produced at the lowest possible

N e crEE e lonc average cost (output at minimum ATC).

. . Efficiency achieved through innovation and technological SRR Wi <HABIET
199 Dynamic Efficiency . T »
progress over time. LA S TIRIRCR.,

XEHER: BTRZRFE
B, BUREEREAST
RIEFTBERA.

BREERER: —MIAE

An allocation where no one can be made better off without ~ AREMMAFIRIE R T
making someone else worse off. {FERASHINERRER

&,

When a firm operates above its lowest possible cost curve

ALY | 20T O due to’lack of competitive pressure.

201 Pareto Efficiency

3.7 Labour Market &%

S s o2

IRETER: WEFERN
BRBRTEAEEFNE
KEmNFER.

Demand for a factor of production that arises from the

202 Qgrived Demand demand for the final good it helps produce.
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BRI & (MRP) :

T Marginal Revenue The additional revenue a firm earns from employing one Tl ZEA—RAISMA
Product (MRP) more unit of labour. MRP = MPP x MR. SR BH9ERIMIN . " MRP
=MPPx MR,

THE: FEHME,
A AHTHEEER
IRTE o

RRLE: BELIA
A TAREERM/NIT

P
Do

The price of labour, determined by the interaction of

204 Wage Rate demand for and supply of labour.

A legally imposed minimum hourly rate that employers must
pay workers.

205 Minimum Wage
I%: ARIASEERM
FRENA] TR SRR TIH)
HILELR,

L ZET: RBR—55E)
NWEXHN™E, EHRE

An organisation of workers that negotiates with employers

206 Trade Union . "
over pay and working conditions.

A ket with a singl fl iving it -setti
207 Monagpsony market with a single buyer of labour, giving it wage-setting

power. ‘
THRREN.
IiDZEWT: FEh s
208 Bilateral Mé ool A market with a single buyer (monopsony) and a single RBEHE—LF7 (ERHZE
e nopoly seller (monopoly/trade union) of labour. ¥f) FleE—s2hH (TEZE
#) .

BB EEFERR
FESRAETAENR
132 fs

SFEE: WEFERN
ARl hupstZE L ON:

B,

The minimum payment needed to keep a factor of

209 Transfer Earnings L
production in its current use.

Any payment to a factor of production above its transfer
earnings.

210 Economic Rent
TITHRER: FETA R
WERX 7 BRI TEZE
2=

Differences in wages between different workers,

211 Wage Differentials . .
occupations, or regions:

3.8 Government Intervention BiFF (Unit:3)

R T N LT
Tha: BB
NHEEVEBELES
7.

EBN: BEAIFFEIM
LSRRI R AHE

The transfer of ownership of a business from the public

212 Privgtisation sector to the private sector.

The transfer of ownership of a business from the private

SIS CUCLETE GO sector to the public sector.

Ide
. The removal of government rules and regulations that AN ER: BUHRBIZS
214 Deregulation ¢ ™
restrict competition. BOE AR FDSE M .

REBER: PHLEAEDZE
HihE. RAERSHE
BER.

Government policies to prevent and reduce monopoly

215 Competitigh'Policy power and promote competition.
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WEFR: SRENMNR
HN s EATWAI=T
EX

When a regulatory body acts in the interests of the industry

216 Regulatory Capture it is supposed to regulate.
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BRI, HaphiEBM
AL, EEZEBE
HEIRAVZ TR BRI

217

218

219

220

Globalisation

Multinational
Corporation (MNC/TNC)

Foreign Direct
Investment (FDI)

Transfer Pricing

The increasing economic interdependence between
countries through increased trade, capital flows, labour
migration, and technology transfer.

A firm that owns or controls production facilities in more
than one country.

Investment by a firm in one country into business
operations in another country.

The prices set for transactions between different divisions of
the’'same multinational company, sometimes used to
minimise tax.

4.2 Trade and the Global Economy 83 5 5 £IKk4& 5%

R T S

221

222

223

224

225

226

227

Absolute Advantage

Comparative Advantage

Free Trade

Protectionism

Tariff

Quota

Embargo

When a country can produce a good using fewer resources
than another country.

When a country can produce a good at a lower opportunity
cost than another country.

International trade without barriers such as tariffs, quotas,
or subsidies.

Government policies designed to restrict imports and
protect domestic industries.

A tax imposed on imported goods, raising their price.

A physical limit on the quantity of a good that can be
imported.

A complete ban on trade with a particular country or on a
particular product.
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EZ T EREESEHE
FEREAI Rl

HNEIERERE (FDI) @ —
E S —EElizE

HURE .

BILEM: E—BEANE
REIERIIZ B3 5 B 4%
RE, ANATRIEHR
.

BB — T EXRE
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EMEm.
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228

229

230

231

232

233

234

Terms of Trade

Trade Creation

Trade Diversion

Trading Bloc

Free Trade Area

Customs Union

World Trade
Organisation (WTO)

4.3 Exchange Rates L%

T S T

235

236

237

238

239

240

241

242

Exchange Rate

Floating Exchange Rate

Fixed Exchange Rate

Managed Exchange Rate

Appreciation

Depreciation

Devaluation

Revaluation

The ratio of export prices to import prices. ToT = (index of
export prices / index of import prices) x 100.

When joining a trading bloc leads to trade shifting from a
high-cost producer to a low-cost producer.

When joining a trading bloc leads to.trade shifting from a
low-cost non-membero'a high-cost member.

A group of countries that agree to reduce or eliminate trade
barriers between them.

A group of countries with no tariffs between members but
each sets its own external tariffs.

A free trade area with a common external tariff.

An international body that promotes free trade and settles
trade 'disputes between countries.

The price of one currency expressed in terms of another.

An exchange rate determined by market forces of supply
and demand.

An exchange rate set and maintained by the government or
central bank.

An exchange rate that is.primarily market-determined but
with occasional government intervention.

An increase in the value of a currency under a floating
exchange rate system.

A decrease in the value of a currency-under a floating
exchange rate system.

A deliberate lowering of the exchange rate by the
government under a fixed rate system.

A deliberate increase in the exchange rate by the
government under a fixed rate system.

Page 21

RS&EM: HOMEss#E
AMERILEE, ToT = (W
ON&IEEN / HOMIRIE
#) x100,

BHtE: MARSEH
SHERSMNEHAELET"E
HERMRAETE.

BEHE: MABRSEH
SRS MR A
EFeESMARAR.

BE&ERE: RERDEHE
PRIKILL(B) 2R 5 B2 22 O EI SR
£H.

BHESX: MEEZHE
FTXK, BEEBIRENIH
AMBEREMA.

XEER: BAEHEIIS
AMBIERABRHX,

HREZALR (WTO)
EHERARZHBEREE
B SinNEMmREAR.

LR —FhE AR —Ff
EMRTHMNE,
LR AR D
BRERLER,
BECR: HBFERIT
REMUERFHPLER,
EEFMLR: £BHE™
R E(EBURFER T
L&,

FHE: FaNCRHE T
mIMERN LT,

T2AE - LR BIE T 51
mNMER TR,
BEERME: BECERFE
TBRBERRECE,
BEETHE: BELERE
THRERRSLER,



IAL Edexcel Economics | Key Definitions [$&IDNE X &5

R e S

243

244

245

Purchasing Power Parity The exchange rate at which the same basket of goods

(PPP)

Marshall-Lerner
Condition

J-Curve Effect

costs the same in two different countries.

A devaluation will improve the current account if the sum of

PED for exports and imports is greater than 1.

After a devaluation, the current account initially worsens
before improving.

4.4 Poverty and Inequality RE 54 FZEH

S anrs oo

246

247

248

249

250

Absolute Poverty

Relative Poverty

Inequality

Gini Coefficient

Lorenz Curve

A condition where individuals cannot afford basic
necessities for survival.

A condition where household income falls below a certain
percentage of the median income.

The unequal distribution of income or wealth within a
population.

A measure of income inequality ranging from O (perfect
equality) to 1 (perfect inequality).

A graph showing the cumulative percentage of income
against the cumulative percentage of the population.

4.5 The Role of the State EZFHNBAE

T S T

251

252

253

254

255

Public Expenditure

Progressive Tax

Regressive Tax

Proportional Tax

Direct Tax

Spending by the government on goods, services, and
transfer payments.

A tax where the percentage paid increases as income
increases.

A tax that takes a larger proportion of income from low-
income earners.

A tax where the percentage paid remains the same
regardless ofiincome.

A tax levied directly on income or wealth, e.g. income tax,
corporation tax.
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256

257

258

259

260

Indirect Tax

Transfer Payment

Public Sector Borrowing

Public Sector Debt

Laffer Curve

A tax levied on'spending, e.g. VAT, excise duty.

Payments made by the government to individuals without
any goods or services being received in return.

The amount the government borrows to finance a budget
deficit.

The total accumulated borrowings of the government over
time.

A curve showing the relationship between tax rates and tax
revenue; beyond an optimal rate, higher taxes reduce
revenue.

4.6 Growth and Development &K 5% R

C enrs oo

261

262

263

264

265

266

267

268

Economic Development

Human Development
Index (HDI)

Gross National Income
(GNI)

Sustainable
Development

Developing Country

Emerging Economy

Aid

Bilateral Aid

An improvement in living standards and well-being,
including health, education, and quality of life.

A composite measure of development including life
expectancy, education, and GNI per.capita.

The total income earned by a country's residents, including
income from abroad.

Development that meets present needs without
compromising the ability of future generations to meet their
needs.

A country with relatively low income, limited
industrialisation, and lower living standards.

A country that is transitioning from developing to developed
status with rapid growth.

Financial or material assistance given to developing
countries by governments or organisations.

Aid given directly from one government to another.
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LR B RRIT
FEREMEZARER
PReARIRHEVIRED,

INEER: MARRPER
TSR FRIA TS B
Hell,

SNCERO: —EH OB
NEMZHERHONE
e

EERO: EAEETE
IXB B THERARIRE

#IER.

Aid given through international organisations-such as the

269 Multilateral Aid World Bank or IMF.

The provision of smallloans to individuals in developing

LA L WEL countries to help start businesses.

When a country's export earnings are insufficient to pay for

271  Foreign Currency Gap necessary imports

When domestic savings are insufficient to fund the
investment needed for economic growth.

272 Savings Gap
The partial or total cancellation of debts owed by developing fR55E%: EBDELEEREX
countries. HERRPEZRARMES,

BER-ZRE: AR
THERBUR T E KT
BT H EEROIB AR Y,
NS EREL: INRRRD
BRI MRIALTSE]
TR ZEAREL

273 Debt Relief

A growth model'suggesting that economic growth depends

274  Yarrod-Domar Model on the level of savings and the capital-output ratio.

A model of structural change suggesting development

275 Lewis Muxlel involves shifting labour from agriculture to industry.

f replacing i ith icall HOBNK: NEREFH
276  Import Substitution Acstrategy of replacing imports with domestically produced  #H[O&f EA

goods. A REREONRE.
HOSEEER: ARE

A strategy of developing industries for export markets to
drive economic growth.

At A HE = W AHERD
ZTTERAIRES .

277 Export-Led Growth
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