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Absolute income approach 
Defining poverty as being unable to buy a list of specified items 
 
 
Allocation of resources 
How resources are used 
 
 
Average revenue (AR) 
The revenue per unit of output, that is TR/Q 
 
 
Average variable cost (AVC) 
The variable cost for each unit of output, that is TVC/Q 
 
 
Barrier to entry 
Anything which makes it hard for a new firm to enter an industry 
 
 
Break-even point 
The price at which a firm breaks even, and so has neither a profit nor a loss; it is the price 
where its average revenue equals its short-run average cost 
 
 
Budget line 
A line showing the limits to what a consumer can afford at current prices, with the 
consumer’s current income 
 
 
Capital 
Equipment which has been made to be used in production, including plant buildings, 
machinery and vehicles 
 
 
Circular flow of income 
The circular flow of income from households to firms and from firms to households 
 
 
Collusion 
An informal agreement between firms about prices and outputs or, perhaps, other matters 
 
 
Consumer surplus 
The gap between the price a buyer would be willing to pay, that is the value to the buyer, 
and the price the buyer does pay 
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Consumption efficiency 
Applies to an economy where it is not possible with a change in consumption to make one 
person better off without making anyone else worse off 
 
 
Cross elasticity of demand (CED) 
The responsiveness of the quantity demanded of one product to changes in the price of 
another product; the CED equals the percentage change in the quantity demanded of the 
first product divided by the percentage change in the price of the other 
 
 
Demand curve 
A curve showing the quantity that would be demanded at each possible 
 
 
Demand 
The quantity that would be demanded at each possible price, as shown by a demand 
curve 
 
 
Depreciation 
The fall in the value of capital caused by wear and tear and obsolescence 
 
 
Derived demand 
Applies to the demand for all inputs because this demand derives from the demand for the 
products they help to produce 
 
 
Diseconomies of scale 
A case where LAC increases when a firm increases its scale of production 
 
 
Economic efficiency 
Producing at the lowest possible cost 
 
 
Economic problem 
The fact that we cannot produce as much as we would like to consume 
 
 
Economic profit 
The gap between total revenue from output sold and explicit costs plus implicit costs 
 
  
Economies of scale 
A case where LAC decreases when a firm increases its scale of production 
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Economy 
An area where people produce and consume goods and services 
 
 
Equilibrium 
A situation where there are no forces for change 
 
 
Excess demand 
The amount by which the quantity demanded exceeds the quantity supplied at a given 
price 
 
 
Excess supply 
The amount by which the quantity supplied exceeds the quantity demanded at a given 
price 
 
 
External benefit 
When the production or consumption of a product causes other consumers to gain utility, 
or causes other producers to use fewer resources for their current output 
 
 
External cost 
When the production or consumption of a product causes other consumers to lose utility, 
or causes other producers to use more resources for their current output 
 
 
Fixed inputs 
Inputs whose quantity a firm cannot change in the short-run 
 
 
Free market economy 
An economy where all markets are free markets, so the government has no influence over 
how, for what, for whom, or how many resources are used 
 
 
Game theory 
The study of people’s behaviour when they choose strategies which take account of the 
strategies that other people may adopt 
 
 
Human capital 
The knowledge and skills which workers acquire through education and experience 
 
 
Income effect 
The effect on a consumer’s consumption of a product (or leisure) that would arise if its 
price was constant but the consumer’s income or purchasing power changed 
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Income elasticity of demand (IED) 
The responsiveness of the quantity of a product demanded to changes in consumer 
incomes. IED equals the percentage change in the quantity demanded divided by the 
percentage change in consumer incomes. 
 
 
Indifference curve 
A curve showing combinations of two items (e.g. two products or earnings and leisure) 
that give an individual equal overall utility, so that the individual is indifferent between the 
combinations 
 
 
Indifference map 
A group of indifference curves for two items for the same individual 
 
 
Inferior good 
A product which households buy less of when their incomes increase, because it is inferior 
to a more expensive substitute which they can now better afford 
 
 
Investment 
Purchases of capital goods (we will see in Chapter 19, that it also includes additions to 
stocks of raw materials and additions to stocks of unsold finished goods) 
 
 
Labour 
The time, effort and skills that people use in production 
 
   
Land 
The gifts of nature, or natural resources 
 
 
Law of diminishing marginal returns 
The fact that that when extra units of one variable input are added to a fixed amount of all 
other inputs, sooner or later the marginal returns or mps, get smaller 
 
   
Long-run average cost (LAC) 
The lowest cost for each unit of output in the long-run, that is LTC/Q  
 
 
Long-run marginal cost (LMC) 
The change in LTC if output changes by one unit 
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Long-run supply curve 
The supply curve when suppliers can vary the quantity of all inputs 
 
 
Marginal revenue (MR) 
The change in total revenue if output changes by one unit 
 
  
Marginal revenue product (MRP) 
The change in total revenue when the quantity of one variable input is changed by one 
unit, while the quantity used of all other inputs is held constant 
 
 
Marginal utility 
The change in total utility in a period of time if consumption (or income or leisure) in the 
period change by one unit 
 
 
Marginal variable cost (MVC) 
The change in TVC if output changes by one unit 
 
 
Market failure 
The fact that a market economy will fail to produce a Pareto-efficient outcome 
 
 
Minimum wage 
A legal minimum wage that can be set in any labour market 
 
 
Mixed economy 
An economy with government influence rather than control over how, for what, for whom, 
and  how many resources are used 
 
 
Monopolistic competition 
A market or industry structure with many firms producing slightly different products and 
with no barriers to entry 
 
 
Monopolistic competitor 
One of the many firms in a market or industry structure with monopolistic competition 
 
 
Monopoly 
A market structure or industry with one firm 
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Monopsonist 
The term used for the buyer in a market which has only one buyer 
 
Nash equilibrium 
When each player adopts his or her best strategy, given what the other players do. 
 
 
Natural monopoly 
The monopoly that tends to arise in an industry where economies of scale persist up to 
high outputs in relation to the market 
 
 
Net present value (NPV) 
The total present value of an asset’s returns minus its purchase cost 
 
 
Non-excludable 
Applies to a product or natural resource where non-payers cannot be excluded from 
consumption 
 
 
Non-rival 
Applies to a product or natural resource which an extra person could come and consume 
at the same time 
 
 
Normal good 
A product which households buy more of when their incomes increase 
 
 
Oligopolist 
One of the few firms in an oligopoly 
 
  
Oligopoly 
A market structure or industry with few firms 
 
 
Opportunity cost 
The most preferred alternative that is forgone in order to take an action 
 
   
Pareto principle 
the idea that resources are used Pareto-efficiently if no change in their use could make 
one person better off without making another worse off, but Pareto-inefficiently if a change 
in their use could make one person better off without making another worse off. 
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Perfect competition 
A market or industry structure with many firms producing identical products and with no 
barriers to entry 
 
 
Perfect competitor 
One of the many firms in a market or industry with perfect competition 
 
 
Present value (PV) 
The amount that must be lent risk-free today to get a given sum in the future 
 
 
Price elasticity of demand (PED) 
The responsiveness of the quantity of an item demanded to changes in its price. PED 
equals the percentage change in quantity demanded divided by the percentage change in 
price. 
 
 
Price elasticity of supply (PES) 
The responsiveness of the quantity of an item supplied to changes in its price. PES equals 
the percentage change in quantity supplied divided by the percentage change in price. 
 
 
Price-setter 
A firm that can set its own price and does not have to accept a going market price 
 
 
Price-taker 
A firm that has to accept the market price for its product and cannot set its own price 
 
 
Prisoners’ dilemma 
A game where all the players would be better off if they all adopted non-dominant 
strategies instead of dominant strategies 
 
 
Private good 
A product or natural resource that is both rival and excludable 
 
 
Producer surplus 
The gap between the price that a seller would be willing to accept, that is the cost to the 
seller, and the price the seller actually receives. 
 
 
Production possibility frontier 
A curve showing the various output patterns that it is possible for a country to produce, 
assuming there is full employment and full efficiency. 
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Productive efficiency 
When producers waste no resources, so that the economy produces as many goods and 
services from its resources as it could. 
 
 
Profit 
Another term for economic profit 
 
 
Quantity demanded 
The quantity that buyers are willing to buy at a particular price in a period of time 
 
 
Quantity supplied 
The quantity that sellers are willing to produce for sale at a particular price in a period of 
time 
 
 
Redistribution policy 
A policy that aims to make some people better off and others worse off 
 
  
Relative income approach 
Defining poverty as having a relatively low income 
 
   
Resource allocation policy 
A policy which aims to change the way in which resources are used 
 
 
Resources 
The land, labour and capital which are used to produce goods and services 
 
 
Saving 
The gap between household incomes and their spending on consumer goods and 
services 
 
 
Scarcity 
The fact that there are too few resources to produce as much as we would like to 
consume 
 
 
Short-run average cost (SAC) 
The lowest cost for each unit of output in the short-run, that is STC/Q; SAC also equals 
AFC+AVC. 
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Short-run marginal cost (SMC) 
The change in STC if Q changes by one unit 
 
 
Short-run supply curve 
The supply curve which applies for as long as suppliers can vary the amounts they use of 
some inputs but not all inputs 
 
 
Shut-down point 
The price below which a firm will shut down; it is the price where its average revenue 
equals its average variable cost 
 
 
Stabilization policy 
A policy which aims to stabilize the overall performance of the economy in a satisfactory 
way 
 
 
Substitution effect 
The effect on a consumer’s consumption of a product (or leisure) that would arise if 
income or purchasing power stayed the same, but the relative price of the product (or 
leisure) changed 
 
 
Supply curve 
A curve showing the quantity that would be supplied at each possible price 
 
 
Supply 
The quantity that would be supplied at each possible price, as shown by a supply curve 
 
 
Tariff 
A tax on imports 
 
 
Taxes on expenditure 
Tax levied on individual products 
 
 
Technical efficiency 
This applies to a firm which could not produce more output than it does with the level of 
resources that it currently uses 
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Variable inputs 
Inputs whose quantity a firm can change in the short-run 
 
 


